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ViewSonic 
"      on  top! 


Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 
The  new  ViewSonic  VG 180,  18.1"  viewable  LCD 
ViewPanef  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  x  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  priority  list,  you'll  ensure  your  Visual 
Computing'"  experience  is  excellent. 
At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange*  Service  option  available. 
For  more  information  call  ViewSonic  at 
800-888-8583  and  ask  for  agent  91396,  or 
visit  our  website  at:  www.viewsonic.com 

(909)  869-7976  Fax:  (909)  869-7958  •  Specifications  subject  to  change  without  notice. 

Copyright  ©  1999.  ViewSonic  Corporation  •  All  rights  reserved. 

Corporate  names  and  trademarks  are  property  of  their  respective  companies. 

Intel  and  the  Intel  Inside  logo  are  registered  trademarks  of  Intel. 
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Producing  just  one  of  these  watch  movements  is  enough 

to  earn  distinction  as  a  "manufacture". 
WE  have  earned  it  more  than  34  times.  Jaeger-leCoultre. 


Reverso  Duo. 

another  time,  another 
face.  With  a  single 
swivel.  an  entirely 
different  dial  appears, 
set  to  the  time-zone  of 
your  choice, 
two  watches  in  one 
with  a  single  manually- 
wound  movement. 
Caliber  854. 


FEW  "MANUFACTURES"  HAVE  DEVELOPED  AS  MANY  SOPHISTICATED 
MECHANISMS  AS  JAEGER-LECOULTRE.  IN  FACT.  WE  ARE  THE  ONLY 
ONE  TO  HAVE  CREATED  A  RANGE  OF  34  CALIBERS,  INCLUDING  THE 
MOST  EXCLUSIVE  AND  ELABORATE  COMPLICATIONS.  OUR  MASTERY 
OF  WATCHMAKING  ENABLES  US  TO  MAKE  OVER  5000  COMPONENTS. 
SUCH  AS  GEAR-WHEELS.  CADRATURES  (UNDER-D1AL  WORK).  PLATES. 
BALANCES.  LEVERS.  SPRINGS  AND  EVEN  PINIONS.  SOME  OF  THEM  SO 
SMALL  THEY  CAN  ONLY  BE  SEEN  UNDER  A  MICROSCOPE.  MORE  THAN 
ONE  HUNDRED  THOUSAND  PART  NUMBERS  TELL  THE  FULL  STORY  OF 
OUR  CALIBERS.  WE  HAVE  THE  CAPACITY  TO  HANDLE  EVERYTHING  IN 
HOUSE.  AND  WE  HAVE.  INDEED.  CHOSEN  TO  DO  VIRTUALLY  EVERY- 
THING OURSELVES.  IT  IS  THIS  COMPREHENSIVE  MASTERY  THAT  ENA- 
BLES US  TO  CREATE  SUCH  UNIQUE  MECHANISMS.  WHICH  HARMONIZE 
PERFECTLY  WITH  THE  SIZE.  SHAPE  AND  FUNCTION  OF  EACH  OF  OUR 
WATCHES.  DIFFICULTY  IS  OUR  LOT  IN  LIFE.  AND  EXCEPTIONS  ARE  OUR 

rule.  Caliber  101  is  the  finest  proof  of  this.  Created  in  1929, 

THE  SMALLEST  MECHANICAL  MOVEMENT  EVER  TO  BE  CRAFTED  HAS 
NOT  YET  BEEN  EQUALED.  TOURBILLON.  MINUTE  REPEATER,  PERPETUAL 
CALENDAR.  CHRONOGRAPH  OR  ALARM  MECHANISMS  HOLD  NO 
SECRETS  FOR  US;  NOR  DO  THE  MOST  REFINED  DECORATIVE  TECHNI- 
QUES. SUCH  AS  SKELETON-WORK.  ENGRAVING.  BEVELING  AND  ENA- 
MELING. YET.  WHEN  APPROPRIATE.  WE  AT  JAEGER-LECOULTRE  ALSO 
KNOW  HOW  TO  DEMONSTRATE  SIMPLICITY.  SUCH  WATCHMAKING 
EXPERTISE  IS  NOT  ONLY  LEGITIMATE  CAUSE  FOR  PRIDE;  IT  HAS, 
MOREOVER.  BECOME  THE  BENCHMARK  IN  THE  FIELD  OF  HOROLOGY. 


Master  Grande  taille. 
The  cream  of 
the  watchmaking  art. 
fitted  with  automatic 
windinc  caliber  889/2. 
once  finished.  each 
watch  undercoes 
1000  hours  of  rigorous 

TESTING. 


Jaeger-leCqultre> 


FOR  YOUR  FREE  COPY  OF  THE  MANUFACTURES  BOOK  OF  TIMEPIECES  CONTACT  JAEGER-LECOULTRE, 
P.O.  BOX  1608.  WINCHESTER.  VA  22604,  TEL.  (800)  JLC-TIME.  WWW.MJLC.COM. 
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Happy  New  Year 

My  signature  appears  below  for  the  last  time. 
I'm  happy  to  say  it  introduces  a  good  issue. 


At  the  turn  of  each  12 -month  period  we  pick  a  Company  of  the 
Year  from  among  major  U.S.  corporations.  This  is  not  a  populari- 
ty contest  like  those  "most  admired"  lists.  We  are  looking  for  stay 
ing  power.  So  far  none  of  the  companies  we  selected — Hewlett 
Packard,  Compaq  Computer  and  Chrysler — have  disappointed.  We 
chose  Pfizer  this  year.  It's  not  the  biggest  in  its  industry,  but  it  is  in 
many  ways  the  best.  It  has,  in  the  words  of  its  chairman,  servei 
shareholders  best  by  putting  them  second,  as  Scott  Woolley's  story, 
"Science  and  savvy,"  explains.  Starts  on  page  122. 

I'd  like  to  single  out  Andrew  Tanzer's  report  on  Singapore.  A  half- 
century  ago  many  of  the  inhabitants  of  this  Asian  island  were  coolies  I 
and  rickshaw-pullers;  their  grandchildren  enjoy  a  European-level 
living  standard  and  inhabit  one  of  the  most  technologically  I 
advanced  cities  on  Earth.  Tanzer  tells  how  Singapore  is  showing  the  I 
way  for  the  rest  of  Asia  (page  66). 

Phyllis  Berman  has  served  readers  well  with  timely  exposes  of  rotte 
business  management.  A  few  years  back  she  zapped  Columbia/HCAJ 
Healthcare  when  it  was  still  a  darling  of  Wall  Street.  In  1998  she 
exposed  weaknesses  in  Bankers  Trust  when  investment  analysts  sang 
its  praises;  in  November  BT  sought  refuge  in  a  merger  with  Ger- 
many's Deutsche  Bank  at  a  price  32%  off  from  its  high.  Now 
Berman  tackles  Manpower's  Mitchell  Fromstein,  whose  eccentric 
and  bumbling  management  has  caused  his  company  to  blow  its 
leadership  in  a  fast-growth  industry.  Begins  on  page  83. 

In  the  latest  of  our  "Lunch  with"  series,  Dyan  Machan  chats  with 
Ralph  Gomory,  president  of  the  Alfred  P.  Sloan  Foundation.  Tear 
this  article  out  for  future  reference.  Gomory  reminds  us:  It  isn't 
what  you  don't  know  that  hurts  you;  it's  what  you  do  know  that 
isn't  true.  (Page  96.) 

An  apology  to  contributor  David  Goldman  (page  263).  Last  issue 
we  misidentified  his  affiliation.  We  got  it  right  this  time.  David  is  a 
global  credit  strategist  at  Credit  Suisse  First  Boston. 

As  I  move  on  to  a  new  but  related  assignment  at  Forbes  Inc.,  I ' 
thank  you  all  for  the  subscription  renewals  that  helped  persuade 
management  to  give  me  such  a  long  run. 


Qu~.  d/.  9^^. 
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Its  clock  was  designed  to  measure  time 

within  1/40,000th  of  a  second.  And  the  rest 

of  the  car  to  help  you  lose  track  of  it. 


/ 


■  Could  it  be  a  time  machine  in  disguise?  What  else  would  you  call  the  sheer  joy  of  driving  a  luxury  car  this  precisely 
engineered?  Indeed,  from  the  moment  you  close  the  multisealed  door  to  the  instant  its  253  hp  engine  purrs  to 
life,  the  Chrysler  LHS  proves  that  worldly  elegance  can  coexist  with  NASA-like  precision.  The  1 999  Chrysler  LHS, 
$29,545  fully  equipped."  For  more  information,  call  1.800.CHRYSLER  or  simply  visit  www.chryslercars.com. 


ENGINEERED  TO  BE   GREAT  CARS 


CHRYSLER  LHS 


i  MSRP  includes  destination.  Tax  and  options  extra 


I      I 
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Hiz 

Con  artist  Marcus  Dalton 
Busted. 

The  grifter  cops  a  plea 

Three  years  ago  Forbes  exposed 
con  man  Marcus  Dalton  (Sept.  11, 
1995),  who  had  spent  almost  two 
decades  running  securities  telemar- 
keting scams  that  bilked  investors  out 
of  as  much  as  $200  million.  Fellow 
scammers  and  law  enforcement 
authorities  across  the  country  picked 
up  on  our  headline  and  dubbed 
Dalton  "the  grifter." 

When  he  saw  our  story,  says  Assis- 
tant U.S.  Attorney  John  J.  Carney,  "It 
lit  a  fire — there  was  no  way  the  gov- 
ernment was  going  to  permit  it." 

Keeping  his  word,  Carney  got  the 
goods  on  Dalton,  who  pled  guilty  in 
late  December  to  conspiracy  to 
commit  racketeering. 

Facing  a  possible  life  term,  Dalton, 
45,  helped  the  government  crack  14 
telemarketing  "boiler  rooms"  across 
the  country  where  con  artists 
hawked  worthless  stakes  in  schemes 
like  wireless  cable  operations  and 
television  programming.  After 
Dalton  helped  finger  some  of  them, 
seven  other  defendants  eventually 
pleaded  guilty. 

One  of  them,  John  A.  Field,  had 
once  served  as  U.S.  Attorney  for  the 
Southern  District  of  West  Virginia  in 
the  1970s  before  becoming  one  of  die 
lawyers  for  Dalton's  scams. 

In  return  for  his  cooperation, 
Dalton  faces  a  lesser  penalty  of  20 
yea  in  jail  and  a  quarter  of  a  million 
dollar'  in  tines  \nd  he  loses  the 
money  he  made  from  his  gritting. 

-S.A. 


70  years  ago  in  Forbes 

January  1,  1929 
[At]  the  1905  Chicago  automobile  show,  the 
most  attractive  exhibit  of  the  whole  show,  a 
dazzlingly  white  car,  captivated  Walter 
Chrysler.  The  fact  that  he  had  only  $700  in 
savings  and  that  the  cost  of  the  car  was 
$5,000  did  not  daunt  him.  He  started  out 
to  raise  the  balance  of  $4,300.  Those  he 
approached  regarded  him  as  stark  crazy. 
However,  one  banker,  who  realized  that 
Chrysler  was  not  bent  on  buying  a  costly  toy 
.  .  .  advanced  the  money.  Instead  of  using 
the  car  to  make  a  splash,  Chrysler  [took]  it 
apart.  Every  nut  and  bolt  and  bearing  was 
eagerly  scrutinized  and  analyzed.  That  done, 
he  began  rebuilding  it.  He  made  himself  so 
familiar  with  all  the  parts  that  he  felt  confi- 
dent that  when  the  time  was  ripe,  he  could 
build  cars  himself  and  even  make  not  a  few 
improvements  in  design  and  construction. 
Twenty  years  later  Chrysler  took  over 
Maxwell  Motor  Car  Company 
and  renamed  it  after  himself. 


30  years  ago  in  Forbes 

January  15,  1969 
When  Wall  Street  was  overwhelmingly  con- 
servative, Gerald  M.  Loeb,  a  partner  in 
E.F.  Hutton  &  Co.,  was  almost  a  radical. 
He  argued  against  too  much  diversification 
("Put  all  your  eggs  in  one  basket  and  watch 
the  basket  closely");  disbelieved  in 
"buying  good  stocks  and 
putting  them  away";  felt  that  bonds 
were  a  lousy  investment  and  that 
speculation  was  a  sounder  approach. 
All  this  is  commonplace  today. 
But  Loeb  was  preaching  it  in 
the  Thirties,  Forties  and  Fifties.  .  .  .  He's 
skeptical  of  today's  market:  "I've  seen  all 
these  things  before.  .  .  .  It's  disturbing  to 
me.  I  don't  know  what's  going  to  ring  the 
bell  this  time.  But  I'm  not  starting  any  new 
position  in  this  market.  I'm  just  not  geared 
to  buying  stocks  that  are  already  popular  in 
the  hope  that  they'll  get  more  popular." 


10  years  ago  in  Forbes 

January  23,  1989 

This  land  is  my  land  ...  or  is  it? 

Deeds  don't  necessarily  prove  ownership 

to  land:  Over  the  years  common  law 

and  state  statutes  have  held  that  who 

actually  uses  a  piece  of  land  can  be  as 

important — if  not  more  important  than— 

who  a  property  deed  says  is  the  legal  owner. 

That  holding,  which  is  known  as  the  law  of 

adverse  possession,  decrees  that  if  the 

owner  of  record  ceases  to  use  land  and 

someone  else  seizes  the  opportunity  to  take 

over  possession,  and  uses  it  long  enough, 

the  court  can  shift  title  to  the  encroacher. 

-Edited  by  Dolores  Lataniotis 


Forbes  ■  January  11,  1999 


Business  is  beautiful.  Especially  in  a  state  that's  home  to  over  4,700  high-tech  firms.  Where  more 
than  a  million  members  of  the  workforce  are  college  graduates,  including  over  20,000  doctoral 
scientists  and  engineers.  With  that  skilled  a  labor  pool,  it's  no  wonder  everything  from  semicon- 
ductors to  aircraft  carriers  to  communications  equipment  is  manufactured  here.  This  is  even  more 
impressive  when  you  consider  how  surprisingly  affordable  our  labor  pool  is.  But,  as  more  and  more 
companies  are  discovering,  that's  the  beauty  of  doing  business  in  Virginia.        WmmmXMmmmmSm. 


Contact  Wayne  Sterling,  CED.  Executive  Director,  Virginia  Economic  Development  Partnership,  PO.  Box  798.  Richmond,  VA,  232 1 8,  804-37 1  -8202.  www  YesVirgima  < 


Even  The  Best  Family 
Firms  Need  A  Sponsor 
To  Win  The  Race 

Well-run  family  firms  can  outperform  the  very  best  in  the 
race  to  consolidate  an  industry. 

Heritage  Partners'  12  year  old  franchise  has  been  built 
on  achieving  successful  generational  transitions  for 
family-owned  businesses  seeking  to  grow  rapidly  in 
consolidating  industries. 

Windsor  Industries,  the  nearly  $100  million 
business  owned  by  the  Francis  Family,  is  our 
latest  example.  The  Company  needed  capital 
to  grow  its  highly  successful  commercial 
floor  cleaning  equipment  business. 


Heritage  proposed  its  Private  IPO®  structure  to 
the  family,  offering  liquidity  to  shareholders, 
low  leverage  and  a  strong  financial  partner 
to  insure  growth.  '  --> 

Early  into  the  partnership,  Heritage  and 
the  Francis  Family  acquired  Century  400, 
enhancing  Windsor's  leadership  in  the 
commercial  cleaning  segment. 

Windsor,  supported  by  Heritage, 
is  well  on  its  way  toward 
doubling  in  size. 

The  Francis  Family 
and  Heritage  —  a 
winning  partnership     ^^ 
founded  in  trust, 
integrity  and  growth. 


HERITAGF 

A  Ipartners,  inc.  I    J 


a  private  equity  fund  with  $530  million  under  management,  specializing 

in  facilitating  generational  siu  <  ession  in  family-owned  businesses. 
For  more  information,  contact  Peter  Hermann:  617-439-06X8 


Hunter  or  hunted? 

Last  spring  Forbes  wrote  that! 
Ocean  Energy,  Inc.,  an  independent! 
oil  and  gas  producer  in  Houston,! 
was  again  acquiring  oil  properties  onl 
the  cheap — the  way  it  did  when  itl 
started  out  in  the  mid-1980s  inl 
another  period  of  low  oil  prices] 
(May  4,  1998). 

This  time,  though,  Ocean] 
Energy's  timing  wasn't  so  good.  The 
relentless  oil  price  slide  has  eatenl 
away  at  Ocean  Energy's  cash  flow 
and  net  worth.  Its  stock,  once  as 
high  as  $30,  fell  to  $7  in  late  I 
November  and  the  company  cut  way  | 
back  on  drilling. 

Chief  Executive  Officer  James 
Flores  is  trying  to  merge  his  way 
out  of  trouble  by  joining  up  with 
Seagull  Energy  Corporation,  anoth- 
er weakened  Houston  oil  company, 
but  one  with  a  healthier  balance 
sheet.  The  companies  say  layoffs 
alone  will  generate  $35  million  in 
annual  savings. 

Although  the  Ocean  Energy  name 
will  remain  and  its  shareholders  will 
hold  62%  of  the  merged  company's 
stock,  Flores  will  be  number  two  to 
Seagull  Chief  Executive  Officer 
James  Hackett. 

-William  P.  Barrett 

Tarnished  investment 

When  Forbes  looked  at  the  price 
of  silver  seven  months  ago  (June  1, 
1998),  we  concluded  that  at  $6.24  an 
ounce  it  had  nowhere  to  go  but  up. 
Worldwide  demand  was  outstripping 
supply  by  some  200  million  ounces  a 
year.  Straw  in  the  wind:  Berkshire 
Hathaway  had  accumulated  a  130- 
million-ounce  hoard. 

Silver  unfortunately  hasn't  obliged 
us.  Silver  prices  tumbled  over  the 
summer,  and  are  now  around  $5. 
Warren  Buftett?  Unconfirmed  reports 
have  had  him  unloading,  but  Berk- 
shire won't  comment. 

While  demand  for  silver  still  out- 
strips new  supply  from  the  mines, 
there  is  plenty  available,  and  indus- 
tries that  use  silver — photographic 
supplies  for  example — are  slump- 
ing. The  price  isn't  likely  to 
improve  while  much  of  the  world  is 
in  recession. 

-Peter  Kafka  WM 
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The  advantages  of  aircraft  ownership 
at  a  fraction  of  the  cost- 


Raytheon  Aircraft,  the  world's  leading 
business  aircraft  manufacturer,  has 
your  complete  transportation  solution: 


You've  always  known  traveling  by  private  plane  would  be  more 
comfortable,  not  to  mention  more  efficient.  It's  time  you  knew 
how  easy  it  is  to  own  one  with  Raytheon's  nationwide  Travel  Air 
fractional  ownership  program.  Imagine:  Your  own  brand  new  aircraft  to  take  you  anywhere  from  anywhere,  any  time- with 
only  one  call.  All  at  a  fraction  of  the  cost  of  a  new  plane.  For  maximum  mission  flexibility-  and  added  savings-  we  offer  a 
full  range  of  aircraft,  including  the  best-selling  midsize  jet  ever,  the  best- and  biggest- cabin  of  any  light  jet  in  the  sky, 
and  the  best  turboprop  for  25  years  running.  All  that,  plus  the  largest  sen/ice  base  in  the  industry.  To  find  out  more, 
call  1-888-TA  GO  FLY  (888-824-6359). 


TRaytheoif 


A  Wholly  Owned  Subsidiary  of  Raytheon  Aircraft 


Raytheon  Aircraft 
Beech 


Hawker 


my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 


The  negotiators 


By  Josephine  Lee 


These  ten 
executives  and 
attorneys  share 
their  wisdom 
about  the 
delicate  art 
of  negotiating. 


"When  the 
chairman  of 
the  seller 
walked  into 
the  board- 
room, we 
all  noticed 
that  he  had 
no  shoes 


5? 


on. . . . 


Lawrence  A.  Larose, 
partner, 
Cadwalader, 
Wickersham  &  Taft 


Michelangelo  Volpi 

Vice  President  of  Business  Development 
Cisco  Systems,  Inc. 

We  are  basically  buying  one  company  a 
month.  We  are  trying  to  build  acquisitions 
into  a  process  by  removing  a  lot  of  flexibility 
out  of  the  deals. 

Not  being  flexible  does  not  mean  saying, 
"No,  no,  no."  It  simply  means  saying:  "Our 
terms  were  good  enough  for  30  other  people 
[whose  companies  we  bought].  Why  is  it  that 
they  are  not  good  enough  for  you?"  In  most 
cases  nobody  can  argue  with  that  question. 

You  have  to  be  able  to  draw  the  line  and 
hold  your  guns.  In  the  past  we  told  the  entre- 
preneurs whose  companies  we  bought  that  we 
weren't  flexible.  These  people  are  now  our  co- 
workers, so  we  have  to  continue  to  be  true  to 
that  word. 

Mark  Achler 

former  President 
Kinesoft  Development 

We  wanted  to  negotiate  with  Microsoft  from  a 
position  of  strength.  So  we  created  technolo- 
gy that  bridged  the  Windows  95  operating 
system  to  Sega  and  Nintendo  game  platforms. 
The  technology  filled  a  big  hole  because  with- 
out it  you  couldn't  play  complicated  games  on 
Windows  95  very  well. 

Then  we  got  Intel,  Sega  and  IBM  interested 
in  making  an  investment  in  us.  As  we  were 
negotiating  with  IBM  we  got  a  phone  call  from 
a  partner  of  Microsoft  saying,  "Bill  Gates  says 
we  have  to  do  business  with  you.  Don't  do 
the  deal  [with  rBM].M 


Robert  Kindler 

Partner 

Cravath,  Swaine  &  Moore 

Very  often  when  you  are  negotiating,  each  party  | 

makes  the  exact  same  points  over  and  over.  And 

every  time  they  bring  up  a  certain  point  they 

precede  it  with  the  same  long  speech  about  why 

they  are  right.  So  in  a  couple  of  deals  I  made  up 

code  cards  for  particular  points.  Then  I  told 

everyone  that  in  lieu  of  making  their  points, 

they  can  just  hold  up  a  card. 

Almost  immediately  they  stopped  making 
speeches  and  started  negotiating  the  deal. 

Thomas  O.  Hicks 

Chairman  and  Chief  Executive  Officer 
Hicks,  Muse,  Tate  &  Furst  Inc. 
For  complex  negotiations  it's  very  helpful  to 
get  away  from  the  telephones.  So  I've  had  a  lot 
of  negotiations  in  my  cabana,  which  is  a  3,500- 
square-foot  building  adjacent  to  my  home  in 
Dallas.  It  has  a  swimming  pool  and  a  recreation 
room  with  a  pool  table,  all  helpful  when  you 
need  to  take  a  break  during  negotiating. 

I  have  an  old-fashioned  Dr  Pepper  vending 
machine  from  the  1950s  there,  stocked  with  the 
small  bottles  of  old-fashioned  Dr  Pepper.  I  got  it 
from  the  first  lbo  I  did  back  in  the  1980s,  and 
it's  brought  me  luck  in  negotiating. 

Keith  Rosenbaum 

Partner 

Berger,  Kahn,  Shafton,  Moss, 

Figler,  Simon  &  Gladstone 

Once  w  hen  we  were  negotiating  to  buy  a 

business,  we  found  that  the  owner  was  going 
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IS   IT   POSSIBLE   TO   BE   THIS   PASSIONATE 

ABOUT   A   DOCUMENT   SYSTEM? 


-  C)99&  Minolta  O'pof»;<w-  Vlpgf  rs  a  reg 


.rghini  is,  a  registered  trademark  of  Automoblji  lambor&htf^Sj^i 


Lodel:    Di620 


Digital    Copier 


(V) 

Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for 
the  remarkable  Minolta  Di620.  Designed  specifically  to  allow 
you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability.  •  At  it's  heart,  an  advanced  digital  image  processing  technology: 
LIMOS  (Laser  Intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.         Yet  perhaps  what  really 


warrants 


positions.  Punches  2-hole  or  three-hole.  Even  folds  in  three  ways:  half-fold,  crease-fold  (with 

saddle-stitch),  or  z-fold  for  oversized  pages.   ft  Of  course,  you  can  access  all  these  capabilities 

directly  from  your  desktop  using  the  Di62o  as  a  network  printer.  Experience  the 

power  of  the  Di620.  See  why  it's  nothing  short  of  a  high  performance  machine. 

For  more  information  call  1-800-964-6658.  www.min0ltad3.com/ad.  IVIIIMWLI/\ 


my  mind 


<cWe  knew  a 
lot  more 
about  him 
than  he 
wanted . . . 
and  were  able 
to  twist  him 
a  little  bit" 


Keith  Rosenbaum, 
partner, 
Berger,  Kahn, 
Shafton,  Moss, 
Figler,  Simon  & 
Gladstone. 


through  a  nasty  divorce.  We  were  on  good 
terms  with  the  wife's  attorney  and  we  learned 
the  seller's  net  worth.  California  is  a  commu- 
nity property  law  state,  so  we  knew  he  had  to 
pay  her  half  of  everything.  We  knew  his  time 
frame.  We  knew  what  he  was  willing  to  part 
with  and  what  he  was  not. 

We  knew  a  lot  more  about  him  than  he 
would  have  wanted  us  to  know.  We  were  able 
to  twist  him  a  little  bit,  and  get  a  better  price. 

Jacqueline  G.  Peterson 

President  and  Chief  Executive  Officer 
Eldercare  2000,  Inc. 

Sometimes  you  need  to  sweeten  the  deal  to 
get  it  done. 

I  really  wanted  Burger  King  to  locate  in  my 
development  project,  Clyburn  Village, 
Denver,  Colo.  Burger  King  is  a  AAA  tenant 
and  was  important  in  attracting  other  tenants. 

But  Burger  King  is  very  specific  about  its 
locations.  You  have  to  have  a  car  traffic  flow 
of  at  least  100,000  cars  a  day.  Our  area  has 
only  a  flow  of  40,000  cars  a  day.  Burger  King 
wants  to  be  close  to  a  highway.  We  are  ten 
minutes  away  from  the  highway. 

Still,  I  managed  to  bring  them  in,  because  I 
made  them  an  offer  they  couldn't  refuse.  I 
told  Burger  King  that  I  would  reduce  their 
cost  by  owning  the  building  and  the  land. 

David  M.  Bernstein 

President 

Schottenstein/Bernstein  Capital  Group 
(asset  recovery  and  retail  advisory  service) 
When  I  negotiate  I  always  bring  someone  else 
with  me.  The  person  at  the  other  side  of  the 
table  might  just  not  click  with  me.  I  might 
remind  him  of  a  friend  or  a  father  that  he  does 
not  like.  In  that  case,  I  can  shift  the  negotia- 
tions over  to  someone  else,  who  may  be  more 
likable  than  me,  and  make  a  successful  deal. 

Lawrence  A.  Larose 

M/A  Partner 

Cadwalader,  Wickersham  &  Taft 
The  most  amusing  posturing  I've  ever  seen 
took  place  when  I  was  representing  a  U.K. 
company  buying  a  subsidiary  of  a  U.S.  com- 
pany. The  first  meeting  of  the  chief  executive 
officers  occurred  in  New  York,  in  the  board- 
room of  the  seller. 

When  the  chairman  of  the  seller  walked  in, 
we  all  noticed  that  he  had  no  shoes  on,  but 
nobody  said  anything.  About  half  an  hour 
into  the  meeting  the  door  opens,  and  a 
butler  wearing  white  gloves  comes  in.  He  is 


carrying  a  silver  tray  with  the  most  perfectly 
polished  pair  of  shoes  you've  ever  seen.  In 
midsentence  the  chairman  of  the  U.S.  com- 
pany stuck  out  his  feet,  and  the  the  butler 
got  down  on  the  floor  and  put  on  his  shoes 
for  him. 

It  was  his  idea  of  sending  the  signal  as  to 
who  runs  the  show.  But  at  the  end  of  the  day 
our  British  client  was  satisfied  with  the  terms 
of  the  deal.  The  seller's  posturing  was  more 
amusing  than  effective. 

Victor  H.  Palmieri 

Chairman 

AlixPalmieri  Associates 

(turnaround  firm) 

Don't  let  anybody  take  you  by  surprise. 

That  happened  to  me  when  I  was  negoti- 
ating the  restructuring  of  Penn  Central  with 
its  creditor  banks  in  1978.  Walter  Wriston 
represented  Citibank  as  chairman.  We  had  all 
the  terms  nailed  down  when  I  presented  a 
"what-if '  scenario.  I  said,  "Now  wait  a 
minute.  What  if  the  banks  in  fact  don't  come 
up  with  the  new  money  that  is  required 
here?" 

And  from  the  other  end  of  this  huge,  long 
table  came  Walter  Wriston's  voice.  "Mr. 
Palmieri,  you  can't  make  history  in  the  sub- 
junctive." There  was  a  stunned  silence  and 
everybody  tried  to  figure  what  the  heck  he 
was  talking  about. 

I  later  found  out  that  the  statement  had  no 
meaning.  He  was  just  trying  to  throw  me  off 
guard.  I  should  have  asked  what  he  meant 
right  away,  but  he  took  me  by  surprise. 

I  was  a  lot  younger  then. 

Craig  A.  Winn 

Chairman  and  Chief  Executive  Officer 
Value  America 

Look  for  partners  out  of  the  box.  An  Internet 
company  doesn't  always  have  to  go  to  AOL  or 
Excite  to  form  partnerships.  You  can  get  a 
better  deal  if  you  try  to  form  a  partnership 
with  a  party  that  really  needs  what  you  have 
to  offer. 

So  we  approached  a  labor  union  because  we 
figured  that  since  some  people  view  labor  as 
dated,  it  really  needed  to  be  associated  with 
cutting-edge  technology.  The  union  people 
agreed  that  investing  in  an  Internet  company 
gave  them  an  opportunity  to  shed  the  image 
of  being  part  of  the  past  and  pick  up  the 
image  of  being  in  tune  with  the  future.  The 
American  Labor  Movement  invested  $40  mil- 
lion in  Value  America.  H 


Wfl 


What's  on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
Digital  Tool  at  http://wwwJforbes.com/mind,  or  e-mail  us  at  mind@forbes.com. 
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When  We  Looked  At  The  Future  Of  Transportation, 

We  Knew  Exactly  Which  Way  To  Go. 


►  Markets  and  supply  chains  are 
global.  Distribution  centers  are  closer 
tii  the  point  of  sale.  Time-to-market 
is  a  critical  competitive  strategy.  And 
technology  that  delivers  information 
about  freight  is  as  important  as  the 
freight  itself.  These  are  a  few  of  the 
forces  driving  transportation  on  the  eve 
of  a  new  century.  They  also  provide 
our  direction  at  CNF  Transportation. 
We're  a  group  of  market-leading  busi- 
nesses that  deliver  solutions  in  a  "need- 
it-now"  world.  Global  and  domestic 
logistics,  air  freight,  ocean  services, 
customs  broker. me,  less-than-truckload  and  full  truckload  delivery,  nationally  and  regionally.  Collectively, 
we're  a  $5  billion  company  operating  worldwide,  with  33,000  people,  25,000  pieces  of  equipment,  up  to 
100  jet  freighters  and  the  industry's  most  advanced  information  systems.  But  the  real  strength  we  bring  to 
customers  is  a  healthy  exchange  of  ideas  -  starting  with  a  clear  idea  of  where  transportation  is  going. 


chf 

TRANSPORTATION 


Where  ideas  carry  weight 


Emery    Worldwide     ♦     Con-Way    Transportation    Services     ♦     Memo    Logistics      http://www.cnf.coi 


Yes,  it's  only  a  vision.  But  what  if  it  came  true?  Heart  and  circulatory  diseases  are  still  the  major  cau  I 
death.  That's  why  the  scientists  at  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  are  putting! 
hearts  into  research  and  development  to  find  new  ways  of  improving  the  lives  of  cardiac  patients.  Si  J 
some  day  the  only  cure  necessary  for  an  aching  heart  will  be  a  smile  on  the  face  of  a  loved  one. 


Imagine   lovesickness  being  the  only  thing  that  can  caue 


Hoechst  Marion  Roussel  is  the  oh 


armaceutica!  company  of  Hoechst,  an  international  group  of  co 


The  Future  in  Life  Sciences       lOGCnST 


ache 


ig  innovation  in  Life  Sciences. 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 
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readers@forbes.com 

Learning  versus  loot 

Sir:  Re  "The  tyranny  of 
the  diploma"  (Dec.  28, 
1998,  p.  104).  Is  the  point 
of  higher  education  only  to 
help  graduates  earn  more? 
A  college  diploma  may  not 
dramatically  impact  future 
earnings,  but  that  doesn't 
mean  it's  unnecessary. 
Anecdotes  about  a  few 
indhiduals  who  became 
wealth}7  without  college 
will  not  change  my  convic- 
tion  that  higher  education 
is  worthwhile. 
-Shannon  Horn 
LaVergne,  Tenn. 


Entrepreneur  John  Magennis,  17 
No  degree?  No  problem. 


Sir:  One  point  your  excel- 
lent story  might  also  have 
made  is  the  truth  of  the 
adage  "A  college  education 
is  probablv  the  onlv  thing 
we're  willing  to  pay  for  and 
not  get." 

-Edward  G.  Koran 
Phoenix,  Ariz. 

Why  pay  more? 

Sir:  Re  "The  hustling  of 
X-rated  shelters"  (Dec.  14, 
1998,  p.  198).  You  offer  a 
distorted  view  of  tax  con- 
sulting. Companies  in  a 
global  market  must  navi- 
gate the  maze  of  U.S.  tax 
rules  and  those  of  foreign 
countries.  A  corporation 
that  pays  more  taxes  than 
required  by  law  w  ould  not 
serve  the  interests  of  its 
workers,  shareholders  or 

28 


customers.  That  is  why 
clients  expect  us  to  formu- 
late effective  tax  strategies. 
The  ones  we  offer  meet  the 
test  of  all  current  tax  laws. 
You  might  recall  a  quote 
from  U.S.  Circuit  Judge 
Learned  Hand:  "Over  and 
over  again  courts  have  said 
there  is  nothing  sinister  in 
so  arranging  one's  affairs  as 
to  keep  taxes  as  low  as  pos- 
sible. Everybody  does  so, 
rich  or  poor;  and  all  do 
right,  for  nobody  owes  any 
public  duty  to  pay  more 
than  the  law  demands." 
-Samuel  A.  DiPiazza  Jr. 
Managing  Partner, 
Tax  Services 
PricewaterhouseCoopers 
New  York,  N.T. 

Economics  101 

Sir:  Re  "Why  do  vou  leave 
tips?"  (Dec.  14,  1998, 
p.  138).  Your  article  shows 
remarkably  little  under- 
standing of  how  the  world 
works  when  it  comes  to 
money.  At  the  very  least,  a 
good  tip  is  a  demonstration 
of  both  gratitude  and 
abundance.  The  "Golden 
Rule"  comes  to  mind.  So 
does  the  injunction, 
"Whatsoever  a  man 
soweth,  that  shall  he 
also  reap." 
-Kirk  Cornwell 
Albany,  NT. 

Sears  couture? 

Sir:  Re  "The  measure  of  a 
man"  (Dec.  14,  1998, 
p.  290).  Your  historical 
research  comes  up  short. 
You  say  the  French  were 
the  first  to  make  made-to- 
measure  suits,  in  the 
1980s,  but  from  the  late 
1950s  through  the  1960s  I 
got  several  made-to-mea- 
sure suits  at  the  Sears,  Roe- 
buck store  in  Salem,  Ore. 
A  competent  salesman  or 
the  alterations  man  would 
make  all  the  measure- 


Tip  now  or  pay  later 


Sir:  Re  "Why  do  you  leave  tips?"  (Dec.  14, 
p.  138).  For  most  of  us  the  inconvenience  of 
tipping  is  well  worth  the  convenience  of  having 
someone  willing  to  bring  the  food,  carry  the  load,  take 
us  where  we  want  to  go,  and  fix  our  hair  just  the  way  we 
like  it.  If  and  when  the  IRS  manages  to  eliminate  tipping, 
you  may  find  yourself  paying  substantially  more  for  these 
services  or  doing  more  of  them  yourself. 

I  hope  you  enjoy  self-serve  restaurants,  carrying  your 
luggage  and  driving  around  in  unfamiliar  cities. 
-Susan  Michie 
Stillwater,  Okla. 


ments.  You  were  then  pho- 
tographed and  asked  to 
choose  fabric  and  styles; 
the  suits  were  ready  in 
about  three  weeks. 
-James  I.  Elliott 
Eugene,  Ore. 

Misplaced  moose 

Sir:  Re  "The  last  tourist  at 
the  end  of  the  earth" 
(Dec.  14,  1998,  p.  294). 
The  accompanying  photo- 
graph was  most  certainly 
not  taken  at  Deadhorse, 
Alaska.  There  are  probably 
no  moose  that  far  north, 
and  there  certainly  aren't 
any  trees,  as  the  far  north 
slope  is  actually  north  of 
the  timberline. 
-Larry  ETamilton 
Buffalo  Creek,  Colo. 

You're  right.  We  mistaken- 
ly used  a  photograph  taken 
approximately  350  miles 
south  of  Deadhorse.  -Ed. 

Foul! 

SIR:  Re  "Selective  account- 
ing" (Dec.  14, 1998, 
p.  124).  What  is  wrong 
with  this  picture?  An  NBA 
player  playing  for  the  mini- 
mum made  more  than  a 
third  of  the  NBA  teams, 
which  lost  monev.  A  single 
plavci\  Michael  Jordan, 
made  more  than  the  Port- 
land Trail  Blazers,  the  most 
profitable  team.  And  teams 


averaged  $6.6  million  in 

profits,  which  is  less  than 

the  combined  salaries  of  anl 

average  team's  starting  five 

players. 

-Eric  Anderson 

Loma  Linda,  Calif. 


Right  man, 
wrong  group 

We  misidentified  Daniel 
Yankelo\ich  in  "The 
church  versus  the  mall" 
(Nov.  16, 1998,  p.  194).  Mi. 
Yankeloxich  is  chairman  of 
DYG  Inc.  and  president  of 
the  Public  Agenda.  He  is 
not  associated  with 
Yankelovich  Partners.      H 

Letters  should  include  the  author's 
address  and  phone  number. 
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Claremont  aug  Company 

Antique    Art   Carpets 


Antique  Eakshaish,  1 Ift  7m.  *  /  8ft.  4in.  —  A  highly  inspired  150  year  old  Persian  folk  art  carpet, 
replete  with  multiple  weeping  willow,  tree  of  life  and  dragon  forms. 


True  art  i&  timeless 

Inquiries  &color  catalog  ($10),  call  1-800-441-1332 
6087  Claremont  Avenue,  Oakland,  CA    USA    94618 

Serving  a  discriminating  international  clientele  from  the  beautiful  San  Francisco  area. 
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Fairfax  County  is  home  to  more  than 
2,000  leading  information  technology  companies. 


In  a  world  where  technology  changes  overnight,  there's  one  place  where  the  conditions  for  change  never  change 
a  bit.  Where  companies  like  Cable  &  Wireless,  Oracle,  Nextel,  Concert  and  Network  Solutions  can  count  on  access 
to  three  major  airports.  Where  the  schools  are  among  the  nation's  best.  Where  the  world's  largest  customer  for 
information  technology,  the  federal  government,  is  right  next  door.  Want  to  change  the  face  of  information  technology? 
Then  change  your  business  address.  Call  703-790-0600  or  visit  our  Web  site.  And  join  us  in  Fairfax  County. 
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FAIRFAX  COUNTY,  VIRGINIA.  HOME  OF  THE  1998  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY. 


www.FairfaxCountyEDA.org 


"With  all  thy  getting  get  understanding 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


VINDICATING— AND  UNDERGIRDING— THE  CONSTITUTION 


Despite  impressive  popularity  in  the  polls,  despite  daz- 
zling midterm  election  successes  for  his  party,  despite  an 
incredible  capacity  for  appealingry  framing  an  issue  or  for 
emotionally,  plausibly  defending  himself  against  embarrass- 
ing issues  or  revelations,  President  Clinton  was  impeached 
by  the  House  of  Representatives.  The  Rule  of  Law  tri- 
umphed.   The  Founders  would  be  gratified  with  this  evi- 


dence that  we  are  indeed  a  government  of  laws,  not  men. 
The  President  lied  under  oath,  tampered  with  witness- 
es and  obstructed  justice.  His  party  never  disputed  the 
charges,  only  the  gravity  of  the  events  behind  them.  The 
House  action  will  powerfully  deter  offenses  against  our 
system  of  justice  by  future  Presidents  and  will  prevent  a 
cancerous  undermining  of  the  Rule  of  Law. 


MAN  OF  THE  YEAR 

Henry  J.  Hyde 

WHAT  ARE  THEY  DOING? 


Tnh  WORD  u<  HA1  I  I  NG1  "  is  often  a  euphemism  for  a  prob- 
lem. And  the  new  year  will  be  challenging.  Incredibly,  lit- 
tle progress  has  been  made  clearing  away  problems  evident 
more  than  12  months  ago.  Despite  three  baby-Step  inter- 
est rate  cuts,  the  Federal  Reserve  is  as  deflationary  as  ever. 
Crop  and  livestock  prices  have  dropped  even  further,  along 
with  other  commodities  such  as  oil.  The  Exxon/MobD 
merger  is  the  big  headline  grabbing  response  to  deflation's 
gradually    grow-        
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Source:  Bridge  Commodity  Research  Bureau. 


ing  bite.  Short 
term  and  long 
term  interest  rates 
are  virtually  on 
the  same  level — 
another  disturb- 
ing symptom. 
The  White  House- 
continues  to  op- 
pose a  substan- 
tial, incentive-ori- 
ented tax  cut. 

The  Pacific  Rim 
has     supposedly 

bottomed  out.  But  what  a  bottom — starvation  in  Indone- 
sia, economic  depression  in  South  Korea,  currency  con- 
trols and  confusion  in  Malaysia,  etc.  Recovery  will  be  very 
slow.  Our  trade  numbers  will  continue  to  deteriorate,  fan- 
ning protectionist  pressures.  Amazingly,  the  Internation- 
al Monetary  Fund,  whose  malpractice  has  devastated 
much  of  the  world,  got  more  money  out  of  the  U.S. 
Where  are  those  trial  lawyers  when  you'  really  need  them? 

China  still  hasn't  fully  come  to  grips  with  moneylosing 


30-year  Treasury  yield    10-year  Treasury  yield 
Federal  Funds  rate 


The  broad-based  plunge  in  commodities  is  a  flashing  red  light.  Another:  the  narrowing  gap 
between  short-  and  long-term  interest  rates. 


government  companies  whose  endless  appetite  for  cash 
threatens  the  country's  financial  system.  Japan  looks  as  if  it 
is  finally  coming  to  grips  widi  its  banking  crisis  but,  as  usual, 
it  is  too  little,  too  late.  And  Western  Europe's  subpar 
growth  is  jeopardized  by  the  new  German  government's 
addiction  to  ever  higher  taxes.  The  euro,  moreover,  is  no 
substitute  for  substantial  tax  and  structural  reform. 

Troubles  arising  from  die  so-called  Millennium  Bug  (chips 

and  programs  that 
think  00  is  1900, 
not  2000)  will  sur- 
face as  companies 
and  governments 
shift  to  fiscal  year 
2000.  The  depre- 
dations of  trial 
lawyers  looking 
to  get  in  on  the 
action  will  be 
fueled  by  outra- 
geous fees  from 
those  tobacco 
settlements.  Our 
Founders  would  be  astonished  to  find  that  massive,  de 
facto  tax  increases  can  be  enacted  on  an  industry  and  its 
customers  without  legislative  approval. 

Genuine  Social  Security  reform  will  languish  despite  all 
the  Washington  blather.  And  the  White  House  will  ready 
a  new  assault  on  independent  health  care  in  the  name  of 
protecting  patients.  Stocks  will  be  under  pressure,  and, 
once  again,  most  will  end  up  the  year  lower.  Interest  rates, 
particularly  on  the  short-term  side,  will  go  down  fur- 
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ther.  Consumers  will  effectively  increase  incomes  by  refi- 
nancing mortgages.  But  that  won't  be  enough  to  keep  us 
from  experiencing  an  increasingly  weak  economy. 

IDEAL 

This  issue  of  Forbes  marks  an  extraordinary  milestone: 
It  is  the  last  one  to  be  edited  by  James  W.  Michaels.  Jim 
joined  Forbes  in  1954,  became  managing  editor  in  1957 
and  editor  in  1961.  Now,  1,000  issues  later,  he  goes  to 
work  for  us  as  Group  VP/  Editorial  to  accelerate  our  ex- 
pansion into  books,  newsletters,  TV  and  other  projects. 

It's  no  exaggeration  to  say  that  Jim  virtually  created 
American  business  journalism.  When  Jim  started  here, 
Forbes  was,  to  put  it  charitably,  a  second-tier  publication. 
Business  journal- 
ism itself  was  a 
backwater.  Today 
business  and  eco- 
nomics are  rou- 
tinely front-page 
stuff.  Under  Jim, 
Forbes  has  be- 
come one  of  this 
country's  pre- 
mier publica- 
tions, as  well  as 
the  most  influen- 
tial in  its  field. 

When  my  fa- 
ther took  the  helm 
in  1964,  he  im- 
mersed himself  in  all  facets  of  Forbes.  The  one  exception 
to  his  microscopic  management  was  the  editorial  depart- 
ment. With  conviction,  my  father  told  me,  "Jim  Michaels 
is  a  genius.  I  trust  him." 

Jim  is  an  amazing  combination  of  integrity,  tenacity, 
energy,  courage,  curiosity,  brains  and  shrewd  judgment. 
He  made  this  magazine  the  drama  critic  of  business,  rou- 
tinely praising  or  panning  corporate  management.  Our 
writers  learn  to  look  beneath  the  surface  of  things,  to  find 
what  others  are  missing.  Our  stories  have  conclusions, 
none  of  this  on-the-one-hand — on-the-other-hand  hand- 
wringing.  Each  article,  ideally,  should  be  something  of  a 
morality  tale  from  which  the  reader  comes  away  thinking 
there  is  a  useful  lesson.  Jim  gave  the  magazine  its  consis- 
tent, conversational  tone.  His  judgments  are  penetrating. 
He  can  praise  as  quickly  as  he  can  criticize.  And,  although 
a  hardened  skeptic,  he  is  fueled  by  a  genuine  optimism. 

Jim  never  fell,  as  do  so  many,  into  a  lazy  rut.  More  than 
once,  in  my  early  years  here,  I  saw  Michaels  erupt  like  a  vol- 
cano when  he  thought  the  staff  was  getting  complacent  or 
had  fallen  into  a  dull  routine.  He  hammered  home  the  need 
for  brevity,  something  every  writer  (including  this  one)  needs 
to  relearn  constantly.  Jim  recognized  that  our  audience  is 
uniquely  made  up  of  people  who  are  usually  short  on  time. 
I  remember  Jim's  comment  when  I  handed  him  my  first 
piece:  "Some  nice  points,  but  you  can  make  'em  at  half  the 
length."  I  cut  the  story  in  half — and  then  he  cut  it  some 
more.  I  traveled  with  Jim  in  the  early  1980s  to  Australia.  He 
wrote  a  piece  on  our  findings  and  handed  it  to  me,  saying, 


SF  and  JWM:  Imperfect  pupil  learned  much 
from  this  tough,  truly  talented  teacher. 


Yes,  U.S.  fundamentals  remain  powerfully  strong.  Bui 
the  White  House  seems  determined  to  undermine  them| 
like  termites  nibbling  at  a  mighty  structure. 

EDITOR 

"Tell  me  if  I've  left  out  anything  important  and  where  I  ca 
cut."  I  thought,  "Me,  a  junior  reporter,  editing  a  legenda 
editor!"  Michaels  read  my  mind:  "Everyone  needs  editing.' 
Jim  has  been  a  constant  innovator,  never  needing  focus 
groups  or  surveys  to  determine  what  to  put  on  thesel 
pages.  He  pioneered  the  grading  of  mutual  funds.  He  rec-l 
ognized  decades  ago  the  way  executives  can  manipulate! 
numbers  and  accounting  rules.  (Even  today  reported| 
earnings  are  often  taken  at  face  value.)  Jim  saw  the  impor- 
tance of  institutional  money  managers  before  other  pub- 
is  lications  did.  He  pushed  us  into  international  coveragel 
|   and  launched  numerous  sections.  He  turned  lists  such  as  I 
I  the  Forbes  400,  the  Top  40  Entertainers  and  the  200 
Best  Small  Companies  in  America  into  staples.  He  would 
never  let  a  story  run  if  he  had  seen  it  elsewhere,  admon- 1 
ishing  us,  "Tell  me  something  I  don't  know." 

Although  an  immensely  strong  leader,  Michaels  be- 
lieves in  a  bottom-up  approach  to  generating  ideas  and 
writing  stories.  Every  cycle  you  are  expected  to  come  up 
with  ideas  that  can  pass  muster  with  your  peers  and  the 
editors.  You  learn  quickly  not  to  come  in  with  half-baked 
or  no-baked  proposals.  But  that's  what  attracts  capable 
writers:  Get  an  idea  accepted,  and  you  have  the  opportu- 
nity to  execute  it.  Jim  hates  pack  journalism,  because  it 
encourages  laziness  and  dulls  critical  faculties. 

William  Baldwin,  a  19-year  veteran,  is  succeeding  Jim. 
Bill  is  a  first-rate  editor  with  an  enormous  capacity  for  taking 
on  increased  responsibility.  He  has  demonstrated  a  real 
knack  for  innovation  and  creativity.  Our  annual,  always  fresh, 
Investment  Guide,  for  instance,  is  Bill's  creation.  Thorough 
reporting,  brevity,  originality  and  solid,  unambiguous 
^^^^^^^^^^^^^^^^  ^   conclusions    will    remain 

Forbes  characteristics. 

Jim  will  bring  that  same 
spirit  to  his  new  endeavors. 
We     are     making     these 
changes  because  we  believe 
we   can   give   true   added 
value.  But  there  is  more  at 
stake:  survival.  Technology 
is  breaking  down  tradition- 
al barriers  between  differ- 
ent   mediums.    Freshness 
and  success  in  these  other 
areas  are  vital  for  the  con- 
tinued growth  and  health  of  this  magazine.  Jim  will  be  a 
pacesetting  pioneer  with  these  ventures,  just  as  he  has 
been  with  Forbes  itself. 

On  page  116  you  will  find  a  history  of  the  Mchaels  era. 
We  also  have  a  video  tribute  to  Jim,  which  is  full  of  the 
insights,  humor  and  edginess  that  characterized  his  reign  at 
the  magazine.  You  can  see  it  on  forbes.com/michaels,  and 
if  you  would  like  a  copy,  gratis,  just  call  212-206-5100.  After 
viewing  it,  you  will  share  our  conclusion  that  Jim  Michaels 
is  one  of  the  finest  American  editors  of  this  centurv.        WM 


Bill  Baldwin:  Apt  apprentice 
becomes  master  editor. 
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industry  penorms  wen 


with  advanced  automation  solutions 


that  increase  quality,  productivity  and  profit 
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Honeywell  solutions  deliver  unequaled  valu 


Honeywell 

www.honeywell.com 
Home  and  Building  Control  •  Industrial  Control  -Space  and  Aviation  Control 


Does   the   car   you    now   drive   call   your   name   or   shout   its   own? 


Does  it  whisper  to  your  soul  or  proclaim  itself  to 
passersby?  Is  it  a  signpost  to  the  future  or  a  symbol 
of  the   past?  A  road-ripping  dynamo   or  a 
dinosaur?  Presenting  the  1999  Audi  A8.  With  an 
aluminum  space  frame  developed  by  Audi  and 
Alcoa,  it's  lighter,  stronger  and  safer  than  its 
exalted  competitors.  In  fact,  this  V8-powered, 
all-aluminum   wundercar   sets   new   standards 
in  safety,  performance  and  comfort.  And  then 


ventures  forward  with  choices  the  others  don't 

offer.  For  example,  class-exclusive  Front  Irak™ 

front-wheel  drive  or  our  legendary  quattro' 

-A  all-wheel  drive.  The  versatility  of  a  five-speed 

'N  Tiptronic"  transmission  with  automatic  and 

manual  modes.  With  up  to  300  hp  and  all  the 

refinements  you  expect  in  a  premium  luxury 

sedan,  Audi  and  the  A8  proudly  add  one  more: 

The  luxury  of  being  well  ahead  of  the  curve. 


Call  1  800-FOR- AUDI  or  visit  us  at  www.audiusa  com  for  mote  about  the  Audi  A8  and  a  dealer  near  you    "Audi."  "quattro."  "A8"  and  the  four  rings  emblem  are  registered  trade 


I'frontTrak'  is  a  trademark  of  AUDI  AG    "Tiptronic"  is  a  registered  trademark  of  Dr    Ing.  h    c    F   Porsche  AG-  ©1998  Audi  of  America,  Inc. 


Other  Comments 


No  Trifling  Matter 

[Bill  Clinton's]  dalllvnce  with 
Monica  was  irresponsible,  but  of  no 
important  consequence  until  the  lying 
began.  Playing  with  death-dealing 
weapons  and  the  lives  of  American 
soldiers  is  another  matter  entirely. 
Irresponsibility  here  carries  a  cost. 

It  is  preciselv  because  attacks  on 
Iraq  and  terrorists  are  justified  that 
they  should  not  be  clouded  by  per- 
ceptions that  the  American  President 
is  less  interested  in  the  global  conse- 
quences than  in  taking  any  action 
that  will  enable  him  to  hold  on  to 
power.  It  is  in  fact  a  further  demon- 
stration that  he  has  dangerously 
compromised  himself  in  conducting 
the  nation's  affairs,  and  should  be 
impeached,  sooner  rather  than  later. 
-Wall  Street  Journal 

Most  Taxing  Tax 

Inflation  is  the  most  pervasive 
economy- wide  tax.  Declining  infla- 
tion is  a  huge  economy-wide  tax  cut, 
stimulating  real  capital  investment 
returns,  real  wages  and  real  incomes. 
Growth  does  not  cause  inflation. 
Low  inflation  causes  growth. 
-Lawrence  A.  Kudlow, 
American  Abundance 

Weird  Science 

Did  you  hear  the  one  about  the  sci- 
entist who  got  people  to  watch  the  film 
Who's  Afraid  of  Virginia  Woolf?  while 
he  told  them  ethnic  and  sexual  jokes? 
No?  Well,  you  must  not  keep  up  with 


grants  awarded  by  the  National  Science 
Foundation.  The  NSF  gave  that  profes- 
sor SI  07,000  of  tax  money  to  conduct 
that  experiment.  Maybe  it  could  pay  a 
researcher  to  find  out  why  the  govern- 
ment funds  such  wacky  experiments. 
-Charles  Oliver,  Reason 


The  President's  dog,  Buddy,  bit 
the  hand  of  a  Marine  Corps  heli- 
copter pilot.  The  White  House — 
seriously — blamed  the  hand. 

-National  Review 


Crime  Report 


Between  iawmen  and  reporters  on 
the  whole  it  is  impossible  not  to 
notice  this  difference:  Most  lawmen 
seem  to  hate  criminals,  and  most 
reporters  couldn't  care  less. 
-David  Gelernter,  Drawing  Life 

Bittersweet 

Never  mind  that  the  [euro]  will  be 
used  only  for  paperless  transactions 
until  2002.  Finnish  money  makers 
have  already  started  minting  euros. 
Workers  are  already  deserting  the 
markka  and  asking  to  be  paid  in  the 
new  currency.  Some  stores  are  posting 
prices  in  it.  At  least  one  political  part}' 
has  published  its  budget  in  euros. 

It  isn't  the  promise  of  European 
economic  and  monetary  union  that 
has  them  abuzz.  What  moves  them  is 
that  the  euro  is  a  chance  to  make  an 
even  firmer  break  with  Russia.  Sure, 
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"My  client  would  like  to  do  his  community  service  in  the  financial  community." 
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Finns  are  pleased  about  not  having 
to  change  money  before  traveling  tc 
Italy.  But  the  real  allure  for  Finlanc 
is  cementing  itself  to  the  West. 

But  for  all  the  monetary  madness 
in  Finland,  a  few  Finns  are  grieving 
for  the  passing  of  the  markka.  "I  had| 
a  moment  of  sorrow  talking  to  my 
7-year-old    daughter,"    says    Suvi-I 
Anne  Siimes,  Finland's  minister  ofl 
culture.  "She  said,  'Mommy,  when  il 
am  12  years  old,  I'll  have  euros  inj 
my  purse.'  I  realized  that  her  life  will| 
be  different  from  mine." 
-Helene  Cooper, 
Wall  Street  Journal  Europe 

King's  Ransom 

Many  features  of  monarchies  gained  | 
a  life  of  their  own  even  after  monar- 
chies were  abolished  or  at  least  dimin- 1 
ished  to  ceremonial  status.  Taxation  is  j 
one  such  institution.  It  should  eventu- 
ally be  replaced  with  a  system  of  fees ! 
for  service  rendered.  In  the  U.S.  there 
is  implicit  awareness  of  this  when  it  is 
argued  that  ultimately  taxes  are  paid  III 
voluntarily.  It  is  a  fiction,  but  one  re-  IJfl 
quired  by  the  logic  of  the  inalienability  || 
of  indhidual  rights  to  life,  liberty  and 
the  pursuit  of  happiness  (or  property). 
-TlBOR  R.  MACH\N,  research  fellow, 
Hoover  Institution,  Valley  Morn- 
ing Star  (Harlingen,  Tex.) 

Catch  of  the  Day 

When  mackerel  are  fine,  fat  and 
plentiful,  there  is  no  better  fish  to  be 
bought  for  the  price.  They  are  not 
only  beautiful  to  look  at  but  are  one  of 
the  oily  fish  meant  to  be  so  good  for 
you.  They  must  be  spanking  fresh.  I 
[Jennifer]  remember  once  in  Ullapool 
[Scodand],  with  its  fishing  harbour 
and  boats  all  lined  up,  that  it  was  im- 
possible to  buy  a  fish  in  the  shops,  such 
is  the  waywardness  of  bureaucracy,  but 
you  could  sometimes  gather  them 
when  they  were  dropped  by  a  passing 
seagull.  Slighdy  damaged  maybe,  but 
the  fish  couldn't  be  fresher — they  were 
delicious  beyond  compare. 
-Two  Fat  Ladies:  Gastronomic 
Adventures,  by  Jennifer  Paterson 
&  Clarissa  Dickson  Wright    wm 
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Hilton  HHonors*  and  your 
American  Express5  Card 
can  earn  you  double  miles 
and  double  points. 

Free  trips  twice  as  fast.  Sound  good? 
We  thought  so.  As  a  member  of 
Hilton  H  Honors,  the  hotel  program 
business  travelers  prefer,  charge 
your  business-rate  stays  at  Hilton 
with  your  American  Express  Card 
and  earn  both  double  points  and 
double  miles  with  your  choice  of 
eight  participating  airlines  including 
United,  Delta,  Northwest  and 
Continental.  This  offer  is  available 
between  January  4  and  March  31, 
1999  so  make  your  plans  on  the 
double.  Because  earning  free  trips 
twice  as  fast  makes  them  twice  as  fun. 
For  worldwide  reservations,  call 
your  professional  travel  agent.  To 
enroll  in  Hilton  H  Honors  or  make 
reservations  visit  www.hilton.com 
or  call  1-800-HILTONS. 
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Cards 


To  apply,  call  1  800  THE  CARD 


It  happens  at  the  Hilton. 


Available  for  stavs  from  January  4  1999  throuqh  March  31,  1999.  Hilton  HHonors  membership,  earning  and  redemption  of  points  are  subject  to  HHonors 

letfan^o^ 

restrictions.  Participating  airlines  include  AJaska  Airlines,  America  West  Airlines",  Con  menial  Air  nes.  Delta  Air  Unes  ^"^^LjgJ^^!^ 

TWA'  and  United  Airlines.  At  participating  Hilton  and  Conrad  International  hotels  outside  the  US.,  you  can  earn  doub  e  poin  s  anc '  °™  ™  es  w,tn  anV 

payment  method  See  www.hilton.com  for  details.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  ©1999  Hilton  Hotels. 


VSi 


,,-' 


~*& 


^4     STAR  ALLIANCE' 

The  airline  network  for  Earth. 


STONISHIN 
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We  want  to  leave  you  amazed  when  you  fly  because  we've  successfully  altered  your  notions  about 
air  travel  We  want  you  to  be  able  to  say:  The  food  was  really  good,  the  seat  was  truly  comfortable, 
the  people  all  along  the  way  were  genuinely  nice.  It  felt  altogether  different  than  air  travel  usually 

feels.  We  are  changing  things.         ////UNITED       I  S     RISING" 

Prepare  to  be  pleasantly  surprised.     VJJ      w    B^    ■     ■      ■"     "T; 

■-■-''  www.ual.com 


m[  Sapphire  Martini.  As  Balanced 
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ommentary 

on  events  at  home  and  abroad 

Bv  Caspar  W.  Weinberger,  Chairman 


ENGLAND  AND  EUROPE  AT  THE  NEW  YEAR 


Thoughts  on  England  and  Europe,  as  we  begin  the 

new  year — the  last  year  before  the  new  currency,  the 
euro,  is  introduced  and  the  way  is  paved  tor  the  new 
Europe  that  many  hope — and  more  fear — will  change 
things  forever. 

The  British  have  no  desire  to  join  the  monetary  union 
nu\  give  up  the  pound  sterling.  They  still  have  a  deep 
suspicion  of  and  opposition  to  Brussels,  the  seat  of  the 
European  Union  (EU).  Tony  Blair's  Labour  govern- 
ment, however,  has  been  trying  to  drum  up  support  for 
joining.  But  when  reports  surfaced  that  Germany's  new 
Social  Democratic  government  was  pushing  tor  the  EU 
to  be  able  to  lew  taxes  bv  majority  vote  rather  than  by 
the  rule  of  unanimity,  the  British  press  erupted.  Mr. 
Blair's  people  said  these  were  only  rumors,  but  unanim 
ity  on  taxes  is  a  near  impossibility  in  ,\n  entity  as  large  as 
the  EL'  is  expected  to  become.  It  is  safe  to  say  that  were 
a  plebiscite  to  be  held  now,  the  U.K.  would  overwhelm- 
ingly reject  monetary  union. 

Most  Europeans  who  were  stronglv,  bitterly  opposed 
to  monetary  union — even  while  their  governments  were 
adopting  the  new  currency — have  since  become  apathet- 
ic. Although  doubts  remain  as  to  how  this  is  all  going  to 
work,  the  euro  has  been  printed,  minted  and 'prepared 
for  issuance  in  2002. 

The  Maastricht  treaty  specified  that  participating  coun- 
tries must  reduce  budget  deficits  to  no  more  than  3%  of 
GOP.  This  and  other  policies  were  put  in  place  to  con- 
vince Germany  that  the  euro  would  be  a  strong,  stable 
Currency,  one  worthy  of  replacing  the  deutsche  mark.  It 
will  be  interesting  to  see  if  countries  such  as  France,  Italy, 
Spain  and  Porttigal  can  maintain  such  rigid  fiscal  policies 
or  whether  they  will  go  back  to  big  deficits  and  vast  social 
spending  programs.  If  they  return  to  past  policies,  the 
euro  will  be  as  weak  as  the  Italian  lira  or  the  French  franc. 

The  real  worry  for  the  U.S.  is  that  the  push  among 
European  governments  to  be  "ever  closer"  will  lead  to 
the  forming  of  common  defense,  foreign  and  fiscal  poli- 
cies and,  ultimately,  to  a  single,  new  sovereignty.  This 
entity  would  more  than  likely  follow  the  left-leaning 
socialist  policies  of  Jacques  Delors,  the  French  socialist 
who  ran  the  EU's  European  Commission  for  many  years. 
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Mr.  Clinton's  policy  has  been  to  look  benignly  on, 
oblivious  to  the  fact  that  there  is  no  guarantee  a  single 
European  sovereignty  would  be  as  strong  a  friend  of  ours 
as  have  been  most  NATO  countries. 

Germany's  new  coalition  government  of  the  Social 
Democratic  Party  and  the  environmentalist  Greens  has 
been  slow  to  change  many  of  Helmut  Kohl's  policies.  But 
the  choice  of  the  Greens'  leader,  Joschka  Fischer,  as  for- 
eign minister  may  presage  some  immediate  changes.  Mr. 
Fischer  is  noted  for  his  less-than-warm  speeches  about 
NATO  and  Germany's  role  in  it.  He  has  tried  to  be  reas- 
suring about  this  now  that  he  is  the  foreign  minister,  but, 
at  the  same  time,  he  is  trying  to  upset  NATO's  nuclear 
strategy.  NATO  has  always  rightly  refused  to  abjure  the 
possibility  of  using  nuclear  weapons  first.  Predictably, 
France,  as  soon  as  it  was  sure  that  even  the  Clinton  Ad- 
ministration opposed  any  change  in  this  policy,  began  to 
make  encouraging  noises  for  Mr.  Fischer's  point  of  view. 

We  Must  Reset  Our  Moral  Compass 

The  new  year  has  always  been  a  time  for  optimism — 
even  eager  anticipation.  But  at  this  particular  time, 
America  needs  hope.  This  could  and  should  be  the  year 
in  which  we  learn  that  there  are  more  important  activities 
for  our  government  than  simply  presiding  over  our  eco- 
nomic growth.  The  fact  that  we  even  sent  our  troops  into 
harm's  way  just  before  an  impeachment  debate  began, 
only  to  withdraw  them  minutes  after  the  impeachment 
vote  ended — with  the  armed  forces'  job  less  than  half 
done  and  Saddam  Hussein  still  claiming  victory — shows 
that  we  need,  now  more  than  ever,  to  reset  our  moral 
compass.  Our  policies  must  be  guided  by  something 
other  than  a  perceived  domestic  political  advantage.  If 
our  government  and  its  leader  are  not  willing  or  able,  as 
George  Washington  said,  to  "raise  a  standard  to  which 
the  wise  and  the  honest  can  repair,"  no  one  else  can. 

America  urgently,  desperately  needs  leaders  of  whom 
we  can  again  be  proud  and  who  can,  by  their  leadership, 
serve  as  models  for  children  to  emulate  and  revere.  This 
may  sound  impossibly  old-fashioned,  but  that  would  be 
far  better  for  us  and  the  world  than  the  tawdry  interna- 
tional joke  we  have  become.  IB 
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here's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business.  Seeking 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software — from  the  world's  leader  in  decision 
support — lets  you  get  down  to  business  with 
SAP  AG's  R/3  —  or  any  other  data. 


♦  Achieve  a  rapid  return  on  your  ERP  investment 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources — using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more 

SAS  software  leverages  strategic  partnerships  and 
is  Year  2000  compliant  and  platform  independent. 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


M 


SAS  is  a  registered  trademark  ot  SAS  Institute  Inc.  Copyright  ©  1998  by  SAS  Institute  Inc 


www.sas.com/erpsolutions 


E-mail:  forbes@sas.com 


919.677.8200 
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Digital  rules 

technology  and  the  new  economy 


5y  Rich  Karlgaard,  Publisher 
tmbhsher@forbes.com 


JUST 

I've  always  struggled  with  the  idea  of  New  Year's  res- 
olutions. Then  I  discovered  you  could  write  them  for 
other  people — and  what  a  hoot! 

lack  Smith,  chairman  of  General  Motors: 

Think  outside  the  box.  Here's  a  radical  idea,  free  of 
charge.  I  If  you  don't  like  it,  blame  my  pal  Herb  Allison, 
president  and  COO  of  Merrill  Lynch.)  It  starts  with  a 
painful  premise:  Rich  baby  boomers  are  not  buying  GM 
cars.  Nor  will  this  trend  be  easily  reversed.  Great  cars, 
sweetly  priced,  won't  immediately  get  boomer  juices  flow- 
ing; boomers  don't  warm  to  the  GM  brand. 

The  trick  is  to  work  with  boomer  biases.  Put  a  boomer 
under  your  microscope.  Plunge  into  his  soul,  and  you'll 
never  touch  the  bottom  of  his  narcissism.  When  your 
typical  boomer  left  his  Spock-trained  mother's  breast  in 
the  1950s,  that  was  the  start  of  a  lifelong  quest  for  mean- 
ingful experience.  So  sing  his  tune.  Play  into  his  dreams. 
Make  each  boomer  customer  feel — anointed!  For  a  $695 
monthly  lease,  offer  a  combination  of  cars,  each  tailored 
for  each  lessee  and  his  personal  boomer  whims:  a  Cadil- 
lac Seville  STS  for  weekday  commutes  to  the  office  (so 
he'll  feel  big),  a  Cadillac  Escalade  SUV  for  weekends  in 
the  winter  (macho),  and  a  hot,  felony-red  convertible 
Chevy  Corvette  (the  rising  sap  of  youth)  for  summer  get- 
kways.  Throw  in  50  hours  of  annual  door-to-door  Caddy 
DeYille  limo  service  (for  nights  when  he  prefers  to 
unlock  the  shackles  of  accountability),  and  you  just  may 
do  the  deal. 

Use  the  Web  to  coordinate  the  logistics.  For  little  cost, 
you  can  make  a  market  of  dreamy  boomers  with  $695  a 
month  to  drop  and  the  desire  to  have  it  all.  That's  what 
the  Web  is  for — custom  service  at  low  transaction  costs. 
This  plan  is  also  how  you  could  turn  GM's  impossibly 
broad  lineup  of  cars  into  an  unmatchable  asset. 

■  Michael  Eisner,  chairman  and  CEO  of  Walt  Disney: 
Buy  Apple  Computer,  and  tell  your  board  that  the  bril- 
liant Steve  Jobs  is  your  successor. 

■  Steve  Jobs,  chairman  of  Pixar  Studios,  chairman  and 
interim  chief  executive  officer  of  Apple  Computer: 

Steve,  take  Eisner's  offer.  Technology,  entertainment, 
the  chance  to  shape  global  popular  culture  for  the  next  40 
years — insanely  great!  You've  trained  your  whole  life  for 
this!  But  first  call  my  wife  and  tell  her  why  you've  made  it 
so  blasted  hard  to  transfer  old  files  to  her  new  iMac. 


DOIT 

■  Tom  Wolfe,  writer: 
MORE!  MORE!  MORE! 

■  George  Soros,  hedge  fund  manager  and  weekend  author: 
Less!  Less!  Less!  If  the  unstated  goal  of  your  book  author- 
ing is  to  absolve  guilt  and  make  yourself  feel  better,  we  rec- 
ommend praying,  tithing  and  two  tablets  (300  mg  each)  of 
St.  John's  Wort,  four  times  a  day,  with  a  glass  of  warm  milk. 

■  Arthur  Levitt,   chairman,  Securities   &   Exchange 
Commission: 

As  you're  hosing  down  the  stables  of  capitalism,  take 
care  not  to  drown  the  golden  calf.  Your  chief  accountant, 
Lynn  Carter,  has  got  a  crazy  bug  in  his  wig  that  large 
companies  that  eat  little  ones  are  expensing  way  too  much 
"in-process  R&D"  as  they  burp  off  the  costs  of  acquisi- 
tions. He  denounces  technology  companies,  in  particular, 
for  this  sordid  practice.  Carter  is  out  of  step.  Expensing  is 
a  proper  thing,  not  a  bad  thing— especially  now.  Techni- 
cal innovation  lasts  about  as  long  as  a  fruit  fly  in  today's 
Web  ecology,  which  has  become  everyone's.  It  is  ridicu- 
lous to  force  companies  to  amortize  R&D  for  several 
years.  Do  the  right  thing  for  America — let  dollars  sprint 
from  old  assets  to  new  ones  at  the  speed  of  light. 

■  Bill  Gates,  chairman  and  CEO  of  Microsoft: 
Don't  let  the  bozos  get  you  down. 

■  Jim  Barksdale,  CEO  of  Netscape: 

Be  kind  to  yourself  in  your  Mississippi  retirement  years. 
You  didn't  lose  to  Microsoft.  You  created  $4  billion  in 
new  wealth  and  indirectly  launched  a  business  revolution. 

■  Jeff  Bezos,  founder,  Amazon.com: 

Do  something,  anything — go  buy  Boardwalk  and  Park 
Place  with  that  $14  billion  market-cap  toy  money  of 
yours.  The  big  boys  are  a-gunnin'  for  you.  You'll  need 
more  assets  than  you  now  possess  for  the  coming  battles. 
Hire  away  Mike  Volpi,  the  young  M&A  ace  from  Cisco. 

■  Congressional  Republicans: 

Consult  your  doctors  about  spinal  transplants.  Then  stand 
up  in  support  of  broad-based  tax  cuts  and  greater  free  trade. 

■  Congressional  Democrats: 

Make  our  day!  Lift  the  cap  on  payroll  taxes.  Give  in  to 
your  deepest  redistributionist  desires  and  blow  life  into 
Barbara  Boxer's  plan  to  tax  the  inside  capital  gains  on  Joe 
Worker's  401(k)  plan.  That  was  a  boffo  idea  in  1993;  it's 
even  better  now,  when  the  world  is  watching  your  plan  to 
"save"  Social  Security.  B 
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No  one  knows 
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vvuitJ-jjftisft.  coverage 

OU  sent  him  halfway  around  the  world  to  mine  opportunity.  He's  a  valuable 
employee.  He's  in  trouble.  What  should  you  do?  Do  you  know  the  laws?  The  culture? 
The  courts? 

This  is  the  real  world  small  companies  live  in  when  they  work  overseas.  When 
things  go  wrong,  they  go  wrong  on  a  large  scale.  And  if  your  company  is  not  properly 
covered,  the  world  becomes  an  ugly  place. 

How  can  AIG  help?  By  doing  things  others  can't.  By  taking  what  you  know 
about  "insurance''  and  turning  that  notion  on  its  head. 


ho  insures 


you 


9 


Take  our  WORLDRISK '  coverage.  It  goes  far  beyond  the  mere  coverage  of 
method  of  shipment  or  unforeseen  events.  Our  coverages  insure  you  against  property 
damage,  product  liability,  marine  and  foreign  travel  accidents,  kidnapping,  ransom, 
and  extortion,  and  provide  for  emergency  medical  assistance. 

Perhaps  our  greatest  strength  lies  in  our  ability  to  act  swiftly  most  anywhere. 
Because  we  have  operations  in  virtually  every  major  market,  we  have  people  who 
bring  a  local  understanding  to  your  business,  who  grasp  the  intricacies  of  a  foreign 
culture,  who  can  negotiate  foreign  law. 

This  experience  uniquely  positions  us  to  work  where  others  can't,  to  tackle 
problems  others  shy  away  from.  And  because  our  reputation  is  solidly  backed  by 
Triple-A-rated  financial  strength,  you  can  rest  assured  that  the  AIG  Companies  will 
be  there  for  you. 

So  no  matter  what  the  risk,  no  matter  where  the  risk,  the  AIG  Companies  possess 
the  experience,  sophistication,  and  global  resources  to  custom-tailor  a  policy  that  places 
a  buffer  between  you  and  the  unexpected. 

Call  your  broker  or  e-mail  daniel.confalone@aig.com  to  find  out  more  about  our 
WORLDRISK  '  coverage. 

What's  the  worst  that  could  happen?  That's  what  we  think  about  every  day. 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Companies,  70  Pine  Street,  Dept.  A,  New  York,  NY  10270.  www.aig.com 
Insurance  coverage  provided  by  member  companies  ol  American  international  Group.  Inc  Issuance  ot  coverage  is  subject  to  underwriting  Please  refer  to  the  actual  policy  tor  a  complete  description  of  scope  and  limitations  ol  coverage 
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"With  all  my  job  changing, 

I  should  consolidate  my  retirement 
savings  at  Fidelity."  -  Don  Rickles 

Call  to  roll  over  your  eligible  401  (k),  403(b)  or  pension  savings  with  Fidelity  Rollover  Express! 


If  you've  changed  jobs.  Fidelity  can  make  it  easy 
to  roll  over  your  eligible  retirement  savings  to  a 
Fidelity  Rollover  IRA.  Consolidating  your  money 
at  Fidelity  helps  make  it  easy  to  manage.  You  also  gain 
access  to  our  money  management  expenence  and  vari- 
ety of  mutual  funds,  stocks,  bonds,  and  annuities,  so 


Fidelity 

ROLLOVER 
Express 


you  can  develop  a  strategy  to  match  your  needs.  All 
it  takes  is  a  phone  call  to  get  started,  and  our  Rollover 
Specialists  will  help  you  find  an  investment  strategy 
that's  nght  for  you,  and  even  complete  the  Rollover 
paperwork.  Call  today  or  visit  our  website  to  get 
your  Rollover  Express  Kit.  Its  fast.  It's  easy.  It's  smart. 


Fidelity 


Investments 


WHERE    12   MILLION   INVESTORS   PUT  THEIR  TRUST. 


CALL        1  - 


O    O    -    F   I    D 


L    I   T  Y 


O    R 


US        AT        WWW.FIDELITY.COM 


For  more  complete  informatioi    on  any  fund  or  annuity  available  through  Fidelity,  including  charges  and 
expenses,   call   for  a   free   prospectus.   Please   read   it  carefully   before   you   invest  or   send    money. 

Annuities  are  distributed  by  Fidelity  Insurance  Agency,  Inc.  and  Fidelity  Investments  Insurance  Agency  of  Texas,  Inc. 

Fidelity  Brokerage  Services,  Inc.,  Member  NYSE,  SIPC.  6624 1 .001 
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I)  see  a  world  in  a  grain  of  sand... "/Edited  by  Ben  Pappas 
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There  are  tradeoffs  for  everything.  Take 
herbal  healing.  Sure,  it's  a  gentle,  nonindustri- 
al  way  to  achieve  health  and  tranquillity.  But 
wait  a  minute — there's  a  catch.  Pop  too  much 
St.  John's  wort  to  lift  your  mood  and  before 
you  know  it,  there's  no  more  St.  John's  wort 
left.  So  while  you're  worrying  about 
saving  dolphins  and  trees,  add 
herbs  like  goldenseal  and  black 
cohosh  to  the  exploited  species 
in  need  of  bumper-sticker 
assistance.  Last  year  con- 
sumers spent  an  estimated 
$3.5  billion  on  herbal  sup- 
plements, almost  twice  the 
amount  as  in  1994.  St.  John's 
wort  isn't  on  the  herbs-at-risk 
list  as  yet,  but  19  other  plants 
are — including  American  ginseng 
and  echinacea;  an  additional  25  plant 
species  are  "to  watch."  So  says  United  Plant 
Savers,  a  nonprofit  group  based  in  East  Barre, 
\ 't.  dedicated  to  Saving  the  Herbs. 

The  implacable  laws  of  economics  are  already 
hard  at  work.  Goldenseal,  a  root  found  only  in 


North  America,  now  costs  $100  a  pound,  up 
from  $15  a  pound  a  decade  ago.  Worse,  the  fact 
that  many  medicinal  plants  are  harvested  for 
their  roots  means  killing  the  plant  entirely  when 
it's  harvested.  "The  press  coverage  of  the 
herb  craze  doesn't  seem  to  worry  about 
where  are  all  these  plants  going  to 
come  from,"  says  Richard  Lieb- 
mann,  the  executive  director  of 
United  Plant  Savers.  Last  year 
cites,  the  Convention  for 
International  Trade  of  Endan- 
gered Species,  put  goldenseal 
on  its  list.  Plant  Savers  took 
action  and  began  appealing  to 
companies  to  commit  land  to 
medicinal  plant  cultivation 
work.  Plant  Savers  is  also  setting 
up  its  own  sanctuary  for  research 
and  cultivation  on  400  acres  in  south- 
east Ohio.  There's  one  sure  way  to  halt  the 
carnage,  however.  Just  go  back  to  using  syn- 
thetic medicines  made  from  good  old  chemicals 
in  good  old  laboratories.  Pop  a  pill,  save  a  plant! 

-B.P. 


"As  we 
approach  the 
millennium, 
cool  colors 
will  enliven 
consumers." 


Out  with  the  yellow, 
in  with  the  blue 


Another  year,  another  color.  The  1,500 
designers  who  make  up  Alexandria,  Va.- based 
Color  Marketing  Group  are  predicting  that 
1999's  predominant  shade  will  be  blue. 
That's  a  sharp  contrast  to  the  upbeat  yellows 
and  greens  that  reigned  last  year.  It  doesn't 
portend  a  mood  of  gloom,  however.  Rather, 
it  sets  a  tone  of  soothing  tranquillity  and 
rebirth,  say  cmg's  designers.  "As  we  approach 
the  millennium,  cool  colors  will  gain  in 
prominence  and  will  enliven  the  consumers' 
emotions  with  the  feeling  of  being  renewed," 
says  Cochairman  of  Consumer  Color  Direc- 
tions Christine  Dickey.  Judging  from  the  fig- 
ures we've  seen  on  consumers'  debt  levels,  it 
is  their  bank  balances,  not  their  emotions, 
that  need  renewal. 

Never  mind.  CMC  has  already  concocted 
the  palette  for  the  year  ahead  and  sees  yet 
more  blue.  New  shades  for  the  millennium 
will  include  Blue  Moon,  a  watery  kind  of  hue; 
Cancun  Blue,  a  bright  tropical  tint;  and  Blue 
Planet,  the  color  of  the  ocean  as  viewed  from 
space.  Even  green  and  pink  will  show  a  lot  of 
blue:  Par  Four  Green  will  be  a  blue-green 
mix,  while  Pink  for  Sure  will  be  a  blue-and- 
pink  concoction. 


Forbes  ■  January  11,  1999 


47 


The  Forbes/Bridge  Economic  Forecast 

Edited  by  Shlomo  Z.  Reifinan 


Actual 

last  year  latest 


1998  est 
high 


4-wk 
—  %  chg 
low       in  mean 


^PHE  U.S.  ECONOMY 

Automobile  sales  (mil)  "jM...  "')^^""'3a'..  15-9        12°         °-3 

Capacity  utilization  (%)  83.3  80.6  nov         81.7  .  82.5        81.0         0.0 

New  housing  starts  (thou)  1,475  1,604*"°*        1.557  WJ|„„I^[.„„A^ 

Retail  sales  ($bil)  1,941  2,019*"°"        2,345  2,650       2.028          NA 


Trade  balance  (Sbil) 

-110.7 

-158.8*°ct 

-201.4 

-120.0 

-251.0 

-1.9 

Unemployment  rate  (%) 

4.7 

4.4  nov 

4.6 

5.0 

4.2 

0.2 

Gross  domestic  product  (%) 

3.9 

3.9  3rd 

3.2 

3.7 

2.5 

2.9 

Inflation 


CPI  services  (unadjusted)  (%) 

2.7 

2.5  nov 

2.6 

3.1 

2.2 

-1.9 

CPI  total  (unadjusted)  (%) 

1.7 

1.5  nov 

1.6 

1.8 

1.5 

-3.7 

©NTEREST  RATES 

30-year  Treasury  yield  (%) 

5.92 

5.01 

5.25 

6.00 

4.90 

-1.9 

3-month  Treasury  yield  (%) 

5.35 

4.46 

4.66 

5.42 

4.00 

-1.3 

©RICES 

CRB-Bridge  spot  indexes 

271.81 

228.66 

240.00 

270 

210 

-7.7 

Gold  per  troy  ounce  ($) 

288.80 

291.20 

280.33 

290 

255 

-2.3 

Oil/bbl  W  Texas  Intermediate  ($) 

17.63 

11.03 

14.05 

18 

9 

-13.2 

QuRRENCY 

German  marks  per  dollar 

1.80 

1.67 

1.67 

1.85 

1.18 

-2.9 

Yen  per  dollar 

130 

116 

129 

160 

119 

0.2 

^pEDERAL  FUNDS  WATCH  Next  Federal  Reserve  meeting:  Dec.  22. 1998 
Current  rate:  4.75%  Last  action:  Nov.  17, 1998     -25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  who  art 
surveyed  biweekly  by  Bridge  Information  Systems  anl 
Forbes  magazine.  Consensus  forecasts  as  of  1 2/1 6/98.    I 


"Economists  must  recognize  that  the 
textbook  model  of  vigorous  econom- 
ic growth  followed  by  high  inflation  is 
wrong,"  says  John  Ryding,  senioi 
economist  at  Bear,  Stearns.  Ryding 
argues  that  rising  labor  productivity  is 
dampening  inflation  pressure.  He  says 
that  at  the  end  of  the  last  business 
expansion  (third  quarter  of  1990) 
employee  output  per  hour  in  nonfi- 
nancial  corporations  was  up  only  0.4% 
over  the  year-earlier  period.  In  con- 
trast, during  19981s  third  quarter  pro- 
ductivity grew  at  a  2.8%  clip.  Ryding 
thinks  that  companies  will  not  be 
forced  to  raise  prices  to  maintain  prof- 
its. His  1999  forecast:  gross  domestic 
product  growth  of  3%  to  3.5%  and  just 
a  1.5%  increase  in  the  price  deflator 
(the  broadest  measure  of  inflation). 

SPECIAL  FOCUS 


Trade  deficit 

.(Sbil) 


For  the  12  months  ending  in  Octo- 
ber, the  trade  deficit  (goods  and  ser- 
vices) expanded  48%,  to  $158  bil- 
lion, over  the  same  period  last  year. 
By  the  time  the  books  are  closed  on 
1998,  our  survey  economists  expect 
a  trade  gap  of  $201  billion. 


FORRE£  INDEX  (1967=100)   Current:  305.1*+  Previous:  304.0+ 

0.3 '- 

310 

'Pre 

imin 

»l 

-Re 

visec 

285 

260 

235 

210                  . 

'84         '86         '88         '90          92         '94         '96         '98  j 

The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  eight  equally  weighted 
elements:  the  cost  of  services  relative  to  all 
consumer  prices,  the  level  of  new  orders  for 
durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new 
housing  starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail  sales 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forbes.com,  has  daily 
updates  on  economic  estimates  and  detailed 
information  on  Forbes  Index  components. 


Change 
-0.6 


'Twelve  months.  Autos,  light  and  heavy  trucks,  including  imports   Total  single  and  multiple  family,  seasonally  adjusted.  3Excluding  auto  sales,  annualized  anG  seasonally  adjusted. 

'Total  goods  and  services,  annualized  and  seasonally  adjusted.  'Percent  of  civilian  labor  force.  6Quarter-to-quarter  percent  change,  annualized.  NA:  Not  available.  Source:  Bridge  Information  Systems  Inc. 
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Ask   for   three 


proposals   before 


you    award    your 


networking    business 


Ask   to   see 


this   symbol,   too. 


(a  Cisco 

^     Powered  Network,. 


Putting  your  networking  business  our  for  bid  is  like 
putting  your  life  on  the  line.  You  want  to  be  certain  your 
service  provider  has  the  right  combination  of  services  and 
technologies  to  meet  your  needs.  You  want  to  be  certain  of 
a  reliable  connection.  You  want  to  be  certain  of  corporate 
security.  You  want  to  be  certain  your  provider  can  grow 
w.th  your  business.  That's  where  the  Cisco  Powered 
Network  program  comes  in. 

The  Cisco  Powered  Network  symbol  is  your  assurance 
that  a  service  provider  is  powered  with  the  same  equipment 
that  virtually  all  the  Internet  traffic  travels  on  today.  Ask 
your  service  provider  if  they're  part  of  the  Cisco  Powered 
Network  program.  Or  visit  www.csco.com/cpn  to  find  a  list 
of  authorized  program  participants.  „ 

Cisco  Systems 

And  take  the  uncertainty  out  of 


selecting  your  networking  partner 

&  fallllCL-  Internet  Generation™ 
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RETAILING 


Discounting  has  a  dowdy  image  but 
Target  is  making  low-price  shopping  hip. 

Mass  with  class 


By  Michelle  Conlin 

On  A  recent  Late  Night  with  Conan 
O'Brien,  actress  Sarah  Jessica  Parker 
spent  most  of  her  time  raving  about  a 
pair  of  frilly  cotton  pajamas  she  had 
just  bought  at  Target  for  $12.99.  The 
next  morning  it  was  high-fives  all 
around  at  the  $21  billion  (sales)  divi- 
sion of  Minneapolis-based  Dayton 
Hudson  Corp. 

Besides  giving  Target  millions  in  free 
publicity,  the  incident  showed  the 
executives  that  their  message  was  get- 
ting through:  Target  is  a  cool  place  to 
shop.  Positioning  itself  between  Wal- 
Mart  and  upmarket  retailers  like 
Banana  Republic,  Target  caters  to 
women  in  Range  Rovers  as  well  as 
those  in  Chevy  Cavaliers.  They  want 
classy  stuff  at  unclassy  prices. 

Twenty-two-year-old  Shannon 
Smith,  a  college  student  in  Lawrence, 
Kans.,  says  she  wouldn't  be  caught 
dead  buying  clothes  in  her  local  Wal- 
Mart  or  Kmart.  But  when  it  comes  to 


her  $20  mock  leather  jacket,  she 
revels  in  revealing  its  origins. 
"Target's  stylish  and  hip,"  says  Smith. 
"Wal-Mart  and  Kmart.  Those  are 
grandma  clothes." 

This  month  Target,  the  country's 
third-largest  discounter,  will  begin 
offering  top-end  Calphalon  cookware 
and  stylish  appliances  designed  by 
architect  Michael  Graves.  Target  will 
charge  10%  less  for  the  Calphalon  than 
you'd  have  to  pay  at  Williams-Sonoma. 
Want  a  wool  twin  sweater  set?  Banana 
Republic  asks  $126;  Target,  $40  for  a 
similar  item. 

Talk  to  Target  President  Kenneth 
Woodrow,  a  tall,  patrician-looking 
Dayton  Hudson  lifer,  and  you'd  think 
you  were  talking  to  a  rival  of  Saks  Fifth 
Avenue,  not  Sears.  In  an  interview, 
Woodrow,  54,  gushes  terms  like 
"panache,"  "color  palette"  and  "the 
runways."  The  company  hosts  a  yearly 
fashion  show  in  New  York,  featuring 


Haute 
bargains 

Can  you  spot  the 
knockof  f  ?  Target 
lures  the  style- 
conscious  with 
lower-priced 
copies  of  the 
hottest  goods. 


$111.00 


Neiman  Marcus, 
Target 


Target,  Williams-Sonoma 


$78.00 


Target's  Merona  cardigan  sweater 
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Banana  Republic's  pricier  version 


Dayton  Hudson  Chief  Executive  Robert  (J Irich .( irget sol* 


The  mastermind  behind  'Tarjay.' 


msands 
Target 
5125,000  s 


focal » 

!  k  VOll' 


its  own  discount-priced  knockoffs  of 
the  hottest  styles. 

Style  is  the  lure  for  Target  "guests, 
as  Target  refers  to  its  customers.  They  i  mperson; 
help  burnish  the  hip  image  by  calling  j  Toducts 
Target's  851  stores  in  41  states  t lisplav\ 
"Tarjay."  The  stores  account  for  75%  I  helves ii 
of  Dayton  Hudson's  $28  billion  rev-  |knin» 
enues  and  75%  of  its  $751  million 
earnings.  The  secret  is  in  the  soft  I 
goods.  Clothes  account  for  25%  of 
Wal-Mart's  sales,  but  nearly  35%  of 
Target's.  "Target's  obliterating  the 
boundaries  of  traditional  discounting 
and  posing  a  serious  threat  to  mall- 
based  retailers,"  says  Goldman,  Sachs 
retail  analyst  George  Strachan.  The 
numbers  tell  the  tale.  While  Target's 
same-store  sales  have  been  growing 
5%,  both  Sears  and  jc  Penney  have 
been  shrinking  this  year,  Sears  by  1 .5% 
and  Penney  by  0.8%. 

It  helps  that  Target's  parent  also 
owns  upscale  department  stores 
Dayton's,  Hudson's  and  Marshall 
Field's.  Its  buyers  swap  information 
and  figures  with  one  another  so  that 
each  gets  insight  into  a  slighdy  differ- 
ent but  related  market.  Target  would 
get  snubbed  at  die  lobby  of  the  Euro- 
pean fashion  shows.  But  buyers  for 
Dayton's  chichi  Oval  Room,  where  it 
sells  top  designer  lines,  are  always  wel- 
come. The  Dayton's  buyers  share  tips 
and  vendors  with  Target,  whose  team 
of  20  trend  watchers  do  their  own 
combing  of  the  globe  for  the  next  chic 
diing  in  places  like  St.  Tropez. 

Thus  does  Target  ensure  that  its 
own  private-label  knockoffs  are  on  the 
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elves  at  the  same  time  the  fligh- 
ted stuff  arrives.  Take  the  color  gray, 
was  all  the  rage  last  fall,  touted  on 
;  pages  of  Vogue  as  the  new  black. 
Target  was  right  there  with  Mar- 
ill  Field's  and  Dayton's,  rolling  out 
lew  of  grav  pants  and  turtlenecks — 
t  at  a  hefty  discount.  Target's  "gray 
es"  blew  away  Wal-Mart  and 
nart  on  style.  Moreover,  Target's 

le  of  gray  goods  was  on  average 

>%  cheaper  than  similar  offerings  at 

;nnev  and  Sears. 

I  What  Target  learns  in  apparel,  it 
islates  to  the  rest  of  the  store.  Cap- 

dizing  on  the  grav  rage  this  fall, 

lrget  sold  silver  serving  plates,  ster- 

|ig  jewelry,  opaque  metallic  garbage 

is  and  goblets  with  platinum  swirls. 

Target  stores  are  big — an  average 

55,000  square  feet,  equivalent  to  the 

>ical  Wal-Mart.  But  you  don't  feel 

|kc  you're  wandering  through  an 

ipersonal,  harshly  lit  warehouse  with 
boducts  stacked  to  the  ceilings.  Target 
iispLivs  its  goods  on  low,  accessible 

lclvcs  in  neat,  color  coded  sections, 

luminated  by  track  and  halogen  light- 


ing. Nor  does  Target  clut- 
ter its  10-foot- wide  aisles 
with  store  displays  and  mer- 
chandise the  way  Wal-mart 
and  Kmart  do.  The  place  is 
easier  to  shop,  too,  with  the 
shoelaces  next  to  the  shoes 
instead  of  over  in  aisle  7. 

All  this  keeps  Target 
appealing  to  those 
"guests."  Who  are  they?  ^^^B 
College-educated,  stay-at- 
home-but-tuned-in  moms  with  family 
incomes  of  $47,000,  compared  with 
$42,000  for  Sears  and  $41,000  for 
Penney.  Says  Woodrow's  boss,  Dayton 
Hudson  Chief  Executive  Robert 
Ulrich,  55,  "Our  research  clearly 
shows  that  the  higher  the  income,  the 
better  educated,  the  more  the  guests 
like  to  shop  our  stores." 

Target's  edgy  $500  million  market- 
ing campaign,  featuring  models  in  boas 
made  of  feather  dusters  and  skirts  that 
are  really  accordion  lampshades,  strikes 
just  the  right  note  for  this  audience: 
Get  it?  Target  sells  household  goods 
plus  the  latest  trends  of  fur  collars  and 


^ 


Toaster  by  Graves 
A  Target  exclusive 


accordion-style  pleats. 

The  company  doesn't 
stop  at  knocking  off  the 
competition's  merchandise. 
After  Gap  ran  a  successful 
ad  featuring  swing  dancers 
last  year,  Target  jumped  in 
with  its  own  version  just  in 
time  for  Christmas.  The  big 
coup  came  when  Vogue  and 
Elle  accepted  Target  ads  last 
year,  a  first  for  a  discounter. 
Next:  a  massive  expansion  in  the 
Northeast,  where  Wal-Mart  has  yet 
to  make  inroads  and  lots  of  other  dis- 
counters have  flopped.  Target  has 
opened  60  East  Coast  stores  in  places 
like  Exton,  Pa.,  Wilmington,  Del. 
and  College  Point,  N.Y.,  just  across 
the  bridge  from  Manhattan.  It  plans 
to  open  100  more  in  the  next  two 
years.  So  far  its  high  taste  and  sharp 
pricing  have  been  a  big  hit  in  the 
region,  with  expected  comparable- 
store  sales  growth  of  5%  and  revenue 
and  operating  earnings  growth  of 
13%.  That  Sarah  Jessica  Parker  plug 
didn't  hurt,  either.  ■■ 


ram 


Steve  Wynn  has  a  new  neighbor  on  Las  Vegas'  Strip. 
She's  a  73-year-old  grandmother.  Don't  snicker. 

Die  with  your  boots  on 


By  John  Gorham 

A  LITERAL  MONUMENT  to  con 

spicuous  consumption,  Steve 
Wvnn's  3,000-room  Bellagio 
hotel  and  casino  is  replete  with 
S300  million  in  fine  art,  syn- 
chronized operatic  water  shows, 
Hermes,  Armani,  and  Prada 
boutiques,  and  $1.6  billion  in 
Wall  Street  money. 

But  what's  this  next  door? 

Nestled  beneath  the  Bella- 
gio's  unmissable  neon  sign  is  a 
tiny  low-rent  time-share  Strip 
resort  called  the  Jockey  Club, 
and  eight-and-a-half  acres  of 
ugly  parking  lots. 

The  party  pooper  is  a  73-year- 
old  grandmother  named  Mar- 
garet Elardi,  a  grande  dame  with  brass 
knuckles.  Almost  as  rich  as  Wynn,  just 


Las  Vegas  pioneer  Margaret  Elardi 
This  Granny  is  no  pushover. 


as  shrewd  though  much  less  visi- 
ble, she  has  made  an  estimated 
$300  million  or  more  in  real 
estate  and  casinos.  She  bought 
the  parcel  last  January  for  $46.5 
million  cash  from  a  bankrupt 
outfit  called  Dynasty,  Inc.  Wynn 
once  considered  buying  the 
parcel,  but  now  claims  he  isn't 
interested. 

Elardi's  shabby  site  is  now 
the  only  significant  plot  Wynn 
doesn't  own  in  a  150-acre  parcel 
he's  assembled  in  the  heart  of 
the  Las  Vegas  Strip.  The  two 
don't  care  much  for  each  other. 
Wynn,  no  doubt,  worries  that 
the  low-rent  operation  spoils  the 
upscale  image  he  cultivates. 
According  to  a  close  associate, 
Elardi  is  still  smarting  because 
she  heard  that  Wynn  called  her 
family  the  Beverly  Hillbillies. 

Elardi  has  been  a  power  in 
town  for  longer  than  Wynn.  She 
was  running  the  old  Pioneer 
Club  in  downtown  Las  Vegas 
when  Wynn  was  just  out  of 
Wharton.  She  is  a  throwback  to  an 
older  generation  of  Nevada  gambling 
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Steve  Wynn's  Bellagio 
Elardi's  $1.6  billion  view. 


entrepreneurs  who  created  fortunes 
from  sawdust- floored  gambling  halls 
long  before  Wall  Street  and  junk 
bond  peddlers  discovered  Vegas. 

By  Las  Vegas  standards,  Elardi  is 
almost  pioneer  stock.  She  apparently 
got  her  start  in  business  managing 
the  books  for  her  husband  Charles1 
Los  Angeles  contracting  business.  By 
the  mid-1960s  the  Elardis  had  made 
enough  to  retire  to  Las  Vegas. 

While  her  husband  enjoyed  piloting 
his  small  plane,  Margaret  got  bored 
quickly.  In  1967,  with  her  share  of  the 
retirement  money  and  backing  from 
legendary  Las  Vegas  banker  Parry 
Thomas,  she  leased  the  space  in 
downtown  Las  Vegas  that  housed  the 
shuttered  Pioneer  Club.  She  opened 
it  as  a  true  "grind  joint" — nothing 
fancy,  with  192  slot  machines  and 
nine  betting  tables.  To  keep  an  eye  on 
the  business,  Elardi  slept  upstairs. 
Within  a  few  years  Elardi  was  funnel- 
ing  profits  from  the  casino  into  other 
investments  like  a  local  bank  and  an 
Arizona  hotel.  Elardi  sold  the  casino 
in  1983. 

Her  biggest  score  was  in  1981 
when  she  wrested  control  of  a  small 
casino  in  Laughlin,  Nev.  She  paid 
around  $3  million  and  renamed  it  the 
Pioneer  Hotel  &  Gambling  Hall. 
Laughlin  was  an  hour-and-a-half 
closer  than  Vegas  to  gamblers  dn\  a 
in  from  Phoenix  and  Los  Angeles.  She 
gussied  it  up  a  bit,  adding  200  hotel 
rooms  and  a  fancy  restaurant  called 


Granny's  with  a 
maitre  d1  and 
champagne 
brunch. 

She  also  installed 
one  of  the  first 
player-tracking  sys- 
tems in  Nevada. 
By  holding  costs 
down,  she  generat- 
ed a  cash  flow 
margin  of  43%. 
That  compares 
with  the  25%  mar- 
gins achieved  these 
days  by  the  best 
Strip  hotels. 

But    right    be- 
fore    big    casino 
companies       like 
Circus  Circus  and 
Harrah's  overbuilt 
her  Laughlin  turf,  she  sold  out  in 
1988    for    $112    million.    Superb 
timing.  In  1992  the  market  cratered, 
done  in  by  overcapacity  and  the  rise 
of  Indian  casinos  in  Arizona  and 
California. 

Her  next  project  was  a  $70  million 
investment  in  the  aging  Frontier 
Hotel  and  adjoining  land  on  the  Las 
Vegas  Strip.  The  Frontier  was  union- 
ized and  Elardi  has  no  use  for  unions. 
After  the  union  contracts  expired  in 
1989,  she  forced  a  strike  by  the  Culi- 
nary Workers  Union  Local  226  and 
several  others.  She  stayed  in  business 
on  a  shoestring,  neglecting  mainte- 
nance but  refusing  to  give  in.  The 
strike  was  settled  six  years  later  in 
1998  when  Wichita  developer  Phil 
Ruffin  bought  the  rundown  Frontier 
for  $167  million. 

What  does  she  plan  to  do  with  the 
Strip  land  and  its  rather  tawdry  facili- 
ties? Elardi  has  discussed  leasing  the 
undeveloped  acreage  to  outside 
investors,  including  New  York  real 
estate  firm  NorthStar  Capital.  Or  she 
could  develop  it  herself. 

No  hurry.  Each  day  Wynn's  Bella- 
gio complex  is  open,  her  land 
becomes  more  valuable.  If  Wynn  or 
anyone  else  ever  hopes  to  buy  it,  they 
had  better  be  ready  to  write  a  very  fat 
check.  Though  she  refuses  to  talk  with 
FORBES — or  anyone  else  from  the 
media — she  did  recently  tell  an 
acquaintance:  "Die  with  your  boots 
on.  Don't  ever  sell  out."  ■■ 


TECHNOLOGY 


The 

glitch 

watch 


By  Adam  L.  Penenberg 
and  Joanne  Gordon 


What  are  you  doing 
for  New  Year's— a 
year  from  now,  that 
is?  That's  when  Y2K 
arrives,  and  it's  pos- 
sible that  computers, 
air-traffic  radar, 
banking  systems  and 
utilities  will  be  teeter- 
ing. We  asked  the 
experts  and  others 
about  their  plans. 
You  have  to  take 
their  answers  with  a 
grain  of  salt,  since 
some  of  these  guys 
make  a  living  as  Y2K 
alarmists.  But  then 
again,  maybe  you 
should  take  some 
precautions. 


Forbes  ■  January  11,  1999 


Edward  Yardeni,  48. 

Chief  economist  for 
Deutsche  Bank  Securities, 
New  York,  N.Y. 
Says  V2K  likely  to 
cause  recession. 
"11  be  home  in  the  suburbs  with 
rxtra  cash  on  hand,  some  boxes  of 
Ipaghctti,  bottled  water  and  flash 
■gilts.  I  won't  be  running  out  into 
jhe  woods  with  a  shotgun — I'd  be 
|:oo  afraid  of  running  into  other 
biys  with  shotguns." 

Gary  North,  56. 

Self-employed  Y2K  extrem- 
ist, Fayetteville,  Ark.;  his 
Web  site  (gary 
north.com)  prophesies 
Armageddon. 
Will  watch  the  chaos  on  television — 
if  it  still  works. 

"I  predict  a  stock  market  collapse; 
the  breakdown  of  most  postal  ser- 
vices, banks  and  credit  card  compa- 
nies; and  a  mass  exodus  of  program- 
mers, leaving  no  one  to  fix  things." 

James  (Randy) 
Schwitz,  46. 

Executive  vice  president, 
National  Air  Traffic 
Controllers  Association, 
Washington,  D.C. 
No  airplane  trips. 

"The  only  way  the  faa  will  know  if 
its  Y2K  fixes  work  will  be  when  the 


clock  ticks  past  midnight  on  Jan.  1, 
2000 — during  live  traffic.  I  don't 
care  to  be  one  of  their  guinea  pigs." 

Scott  Nason,  47. 

Chief  information  officer, 
■  American  Airlines, 

Fort  Worth,  Tex. 

Early  on  Dec.  31, 

"We'll  call  Qantas 
Airlines  in  Australia.  They'll  hit  the 
millennium  14  hours  before  we 
do."  Then  he'll  throw  an  office 
party  for  his  staff:  "We'll  start 
drinking  after  midnight,  and  they'll 
partv  until  they  fall  asleep.  If  need- 
ed, I'll  know  where  to  find  them." 

Gregor  Bailar,  35. 

Executive  vice  president 
and  chief  information  offi- 
cer, National  Association 
of  Securities  Dealers, 
Rockville,  Md. 

Might  your  account  get  deleted? 

"Ludicrous.  But  I'll  have  paper 

printouts  of  my  personal  finances. 

Just  in  case." 

Vito  C.  Peraino,  42. 

Partner,  Hancock 
I   Rothert  &  Bunshoft, 

Los  Angeles,  Calif. 

"It  will  be  the 

biggest  litigation 
event  in  history,  so  I'll  be  busy  with 
clients.  Remember  the  L.A.  riots? 


Very  scary.  The  nature  of  this  problem 
makes  large-scale  unrest  conceivable." 

Frank  lanna,  49. 

President,  at&t 
Network  Services, 
Basking  Ridge,  N.J. 
Parent   spent    $600 
million  on  Y2K.  Will 
be  at  work,  preparing  contingency 
plans. 

"Since  we  are  an  international  com- 
pany, we'll  greet  the  New  Year  24 
times  in  one  day."  Sees  the  potential 
for  trouble  even  earlier,  on  Sept.  9, 
1999.  "The  computer  could  read 
'9999'  as  an  error  code.  .  .  .  But 
look  on  the  bright  side:  It's  one  of 
the  few  instances  where  it  projects 
come  in  on  time — or  else." 

Peter  de  Jager,  43. 

Consultant,  Brampton,  Out., 
first  sounded  the  Y2K 
alarm  in  1993. 
"My  biggest  fear  is 
the  media  will  ramp 
up  the  Y2K  threat  so  high  that  peo- 
ple will  panic  and  cause  a  run  on 
the  banks.  Don't  listen  to  the 
lunatics  who  tell  you  to  head  to  a 
cabin  in  the  woods  with  a  year's 
worth  of  food." 

John  Panchery,  45. 

Technology  vice  president, 

Securities  Industry 

Association,  New  York,  N.Y. 

Will  run  SWAT  teams 

working  to  stave  off 

Y2K  disaster. 

"Anything  we  can't  control,  like  util- 
ities, is  a  liability.  Wall  Street's  big 
computers  are  cooled  by  water  and 
can't  function  without  it.  Some  bro- 
ker-dealers keep  securities  in  safes 
with  embedded  chips — but  safes  may 
not  open  come  the  year  2000." 

Edward  Yourdon,  54. 

Y2K  consultant;  coauthor, 
Time  Bomb  2000,  New  York, 
N.Y. 

Says  1 5%  of  systems 
won't  be  fixed  in 
time.  Will  stay  in  New  Mexico, 
where  rooftop  solar  panels  free  him 
from  relying  on  power  grid.  "We 
won't  be  in  any  urban  areas:  Power 
outages  could  cause  social  unrest." ■■ 


Forbes  ■  January  11,  1999 


53 


Every  year  we  ask  Wall  Street's 
experts  to  pick  a  single  stock 
to  ride  or  sell  short  for  the 
year  ahead.  In  1998  our  bears 
did  better  than  our  bulls. 


If  you  could 
love  only  one 


By  Mila  Alper  and  Robert  J.  Sherwood 

Though  the  s&p  500  gained  20%  in 
1998,  our  bulls  were  trampled  last 
year:  On  average  their  12  stocks  rose 
only  8%.  But  the  year's  volatility 
served  our  bears  well.  Their  5  picks 
fell  37%,  on  average. 

In  this  litde  game  each  year  we  ask 
the  analysts  who  outperformed  the 
market  to  trv  their  luck  for  another 


year.  We  replace  the  underperformers 
with  fresh  blood.  Our  nine-year 
champion,  Van  Brady,  finally  took  a 
fall.  His  stock  for  1998,  Impath,  is 
down  27%.  Only  4  of  last  year's  12 
bulls  managed  to  beat  the  s&P. 

Walter  Schenker  of  Brook  Asset 
Management  bucked  the  trend.  His 
stock,  Comcast  UK  Cable  Partners, 


was  acquired  by  ntl  in  October  and 
is  credited  with  a  105%  gain. 

The  other  returning  bulls  are  Peter 
Canelo  from  Morgan  Stanley.  Canelo 
went  long  with  Time  Warner,  which 
is  up  78%.  PacifiCare  Health  Systems, 
chosen  by  Philip  Foreman  of  wm 
Advisors,  rose  40%.  Also  returning  is 
three-year  veteran  William  Nasgovitz 


Km'.' 

tit  WW 


Stocks  to  buy  . . . 

Name/affiliation 


Ticker      Stock 


Price 
12/11/98 


Reason 


Peter  Canelo/Morgan  Stanley  CPQ  Compaq  Computer  $41.88 

John  A  Carey/Pioneer  Investments  HWP  Hewlett-Packard  65.44 

Charles  B  Carlson/DRIP  Investor  Newsletter                T  AT&T  70.06 

James  E  Chaney/Hansberger  Global  Investors  PAP  Asia  Pulp  &  Paper  (ADR)  8.00 

Drew  J  Collins/Federated  Investors  ICLRY  Icon  (ADR)  29.00 

John  Dessauer/Dessauer  &  Mclntyre  Asset  Mgmt       BFT  Bally  Total  Fitness  22.38 

Joel  Dobberpuhl/AIM  Value  Fund  WC0M  MCI  WorldCom  64.38 

Jeffrey  Feiner/Lehman  Brothers  WMT  Wal-Mart  Stores  76.31 

Philip  Foreman/WM  Advisors  MDM  MedPartners  5.00 

Al  Frank/Prudent  Speculator  ALU  Allou  Health  &  Beauty  9.00 

William  Nasgovitz/Heartland  Advisors  BEV  Beverly  Enterprises  6.44 

Walter  Schenker/Brook  Asset  Mgmt  ABTX  AgriBiotech  10.94 


expects  positive  1999  earnings  after  1998  writeoffs 

cheap  relative  to  industry 

shifting  focus  from  telecom  to  technology 

Asia  recovery  play 

cheap  relative  to  expected  40%  EPS  growth  rate 

strong  management  &  growth  potential 

best  highway  system  for  Internet  &  data  travel 

expects  strong  earnings  growth 

insiders  are  buying  as  company  focuses  on  core  businesses 

cheap  stock  with  big  Internet  presence 

stock  is  cheap  &  company  is  buying  back  20%  of  shares 

rapid  growth  makes  it  an  acquisition  target 


. . .  stocks  to  sell 


Manuel  Asensio/Asensio  &  Co 
Alan  Jacobs/Avalon  Research  Group 
Robb  Knie/Equity  Advisors 
Robert  B.  Lang/Lang  Asset  Mgmt 
David  Tice/Prudent  Bear  Fund 


PRKR  ParkerVision  $23.13  technology  laggard  with  falling  sales 

MTRS  Metris  39.75  will  miss  high  1999  earnings  expectations 

NEON  New  Era  of  Networks  39.38  pressure  from  Microsoft  &  Y2K  expenditures 

BUD  Anheuser-Bush  63.25  overpriced  compared  with  prospective  sales  &  EPS  growth 

AFS  Associates  First  Capital  74.38  expects  rising  default  rates  in  home  equity  loans 


We  replaced  eight  of  last  year's  bulls  because  they  failed  to  beat  the  S&P  500;  only  four  bulls  from  last  year  are 
back  for  another  round.  Four  of  last  year's  bears  were  right  on  the  mark;  Robert  Lang  is  this  group's  only  newcomer. 


54 


Forbes  ■  January  11,  1999 


bc 
lar 
bii 
mi 
fit 


[eartland  Advisors.  Nasgovitz's 
El  Paso  Electric,  is  up  22%. 
Three  of  our  bears  shone;  only 
A,  Thomas  Chanos  of  Badger  Con- 
stants, failed  to  pick  a  winner, 
■tead  of  dropping,  his  short  rec- 
iJtmendation,  Musicland  Stores, 
Ined  66%. 

■David  Tice  of  the  Prudent  Bear 
■nd  said  FirstPlus  Financial  was  a 
Brat  short.  Right  on,  David.  The 
lckisoff90%. 

Ian  Jacobs  of  Avalon  Research 

loup  shorted  North  American  Vac- 

»e.  It  dropped  65%.  Splash  Tech- 

flogy  Holdings,  shorted  by  Robb 

ie  of  Equity  Advisors,  fell  64%. 

)Time,  picked  by  Manuel  Asensio 

|Asensio  &  Co.,  is  off  31%. 

:or  the  bullish  and  bearish  picks 

1999,  see  the  table  on  page  54. 

I)  monitor  these  picks,  visit  our  Web 

e  at  www.forbes.com/tool/tool- 

>x/lovejustone/  where  we  maintain 

mtinuous  price  updates.  ■■ 


Volatility  hurt  the  bulls  . . . 


Name/affiliation 


Ticker 


% 
change1 


Walter  Schenker/Brook  Asset  Management 

CMCAF 

Comcast  UK  Cable  Partners 
Time  Warner 

105%2 

Peter  Canelo/Morgan  Stanley 

TWX 

78 

Philip  Foreman/WM  Advisors 

PHSYA 

PacifiCare  Health  Systems 

40 

William  Nasgovitz,  Heartland  Advisors 

EE 

El  Paso  Electric 

22 

Alan  Skrainka/Edward  Jones 

HLI 

Hartford  Life 

11 

Ronald  Muhlenkamp/Muhlenkamp  Fund 

GNT 

Green  Tree  Financial 

113 

Michel  Hanigan/SBC  Warburg  Dillon  Read 

NTDOY 

Nintendo  (ADR) 

-5 

Wendy  Abramowitz/Argus  Research 

FDC 

First  Data 

-11 

Van  Brady/Presidio  Management 

IMPH 

Impath 

-27 

William  Edwards/Palo  Alto  Investors 

SDIX 

Strategic  Diagnostics 

-28 

Edward  Cronin  Jr/Manchester  Capital  Management 

TBH 

Telebras  (ADR) 

-30 

Judith  Vale/Neuberger  &  Berman 

NOI 

National-Oilwell 

-71 

. . .  and  woke  the  bears 

David  Tice/Prudent  Bear  Fund 

FP 

FirstPlus  Financial 

-90 

Alan  Jacobs/Avalon  Research  Group 

NVX 

North  American  Vaccine 

-G5 

Robb  Knie/Equity  Advisors 

SPLH 

Splash  Technology  Holdings 

-64 

Manuel  Asensio/Asensio  &  Co 

BTIM 

BioTime 

-31 

Thomas  Chanos/Badger  Consultants 

MLG 

Musicland  Stores 

66 

'Performance  from  Dec.  31, 1997  to  Dec.  11, 1998.  Represents  0.3745  shares  of  NTL  Represents  0.9165  shares  of  Conseco. 

Last  year's  bullish  experts  were  up  only  8%  on  average,  versus  20%  for  the  S&P 
500.  But  four  of  our  five  bears  posted  losses  bigger  than  the  gain  in  the  market. 


COMPANIES 


'hen  you  are  in  the  franchising  business,  a  little  love  and  tenderness 
foes  a  long  way.  Just  ask  those  Midas  Muffler  shop  owners. 

[Life  is  about  trust 


•y  Brandon  Copple 

Iv*endbl  Province's  first  job,  at 
ge  1 1,  was  sweeping  out  a  Western 
Vuto  parts  shop  in  Jonesboro,  Ark. 
ly  the  time  he  was  30  Province 
wned  a  couple  of  parts  warehous- 
es selling  hoses  and  crankcases  to 
ndependent  garages  in  Jonesboro. 
t  was  a  hard  living.  Since  he  had 
io  contracts  with  his  customers, 
ach   sale    had   to   be   negotiated 
separately.  This  is  what  he  learned: 
Life   isn't   about   contracts,   it's 
about  trust." 

That  philosophy  has  taken  him 
far.  In  1989  he  joined  auto  parts 
chain  Pep  Boys,  where  he  rose  to 
become  chief  operating  officer.  In 
[anuary  1998  Province,  50,  was 
hired  as  chief  executive  of  $600 
million  (sales)  Chicago-based  muf- 
fler maker,  Midas,  Inc. 


Until  a  year  ago  Midas  was  a 
subsidiary  of  Rolling  Meadows, 
Ill.'s  Whitman  Corp.,  a  minicon- 
glomerate  that  bottled  Pepsi 
and  made  refrigeration  equipment. 
Like  many  conglomerate  children, 
Midas  was  badly  neglected.  The 
number  of  shops  stayed  about 
the  same  between  1992  and 
1997;  the  company  hadn't  offered 
a  new  product  since  1982.  Same- 
store  sales  were  flat  through 
the  1990s,  and  operating  margins 
slipped  from  13.6%  to  11.2%  from 
1993  to  1997. 

Midas  was  in  a  good  business. 
There  was  clearly  room  for  expan- 
sion. It  held  only  18%  of  the 
$2.7  billion  replacement  exhaust 
market  and  12%  of  the  $4.4  billion 
replacement     brake     market.     It 


was  twice  the  size  of  its  only  nation- 
al competitor,  Meineke  Discount 
Mufflers. 

Whitman  spun  off  Midas  to 
shareholders  in  January  1998.  With 
the  dead  hand  of  conglomerate 
management  lifted,  Midas  needed 
a  different  touch.  To  help  provide 
it,  Province  brought  with  him  Pep 
Boys'  senior  vice  president  for 
merchandising  and  its  chief  infor- 
mation officer. 

Now  for  a  little  of  that  trust 
that  Province  has  always  believed 
in.  The  company's  780  franchisees 
had  for  years  felt  alienated  by  Whit- 
man. One  of  the  reasons  was  that 
Midas'  150  company-owned  stores 
were  in  markets  like  Chicago,  Los 
Angeles  and  New  York,  and  were 
competing  directly  with  its  fran- 
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Midas  Chief  Executive  Wendel  Province 

His  retail  smarts  and  country  charm  have  franchisees  swooning. 


chisees.  Since  the  franchisees 
account  for  more  than  90%  of 
Midas'  re/enues,  this  was  a  serious 
problem. 

To  show  whose  side  he  is  on, 
Province  told  franchisees  he  would 
unload  the  company  stores.  To 
date,  he  has  sold  them  103  shops. 
With  the  $20.6  million  in  proceeds 
from  these  sales,  he's  planning  to 
give  every  franchisee  a  check  for 
$15,000  per  shop  for  new  signs  and 
fresh  paint  inside  and  out. 

In  his  second  week  on  the  job  he 
fired  off  a  letter  to  every  franchisee 
promising  price  cuts  on  a  different 
part  every  month — meaning  they 


56 


So  far  Province  has  shaken 
hands  with  the  owners  of 
1,500  shops.  "I  will  always 
be  out  there,"  he  says. 


were  assured  of  having  specials 
to  offer  on  a  regular  basis.  Brake 
pads  by  10%  one  month.  Wheel 
cylinders  by  15%  the  next. 

To  get  some  sales  growth  going, 
he  added  Midas'  first  new  products 
in  16  years,  a  new  line  of  batteries 
that  came  out  last  September.  In 
1999  expect  Midas  to  introduce 


5  alternators  and  air-condi- 
A  tioning  parts.  By  adding 
3  products,  Midas  derives 
°  additional  revenues.  He 
hopes  the  stores  will  buy  j 
80%  of  their  parts  from 
Midas,     up     from     65%  I 
today,  adding  $55  million 
to  corporate  revenues. 

In  wooing  the  fran- 
chisees, Province  asked 
them  to  do  something  I 
that  was  outside  of  their 
contracts  with  Midas: 
stick  with  nationally 
advertised  prices.  The 
franchise  agreement 

requires  only  that  they 
buy  exhaust,  brake  and 
suspension  parts  from  the 
company;  it  says  nothing 
about  prices. 

Province  offered  fran- 
chisees a  series  of  slick 
national  TV  campaigns  if 
they  would  agree  to  stick 
to  the  advertised  prices. 
They  did,  and  next  year 
Midas  will  double  its 
national  TV  spending 
from  20  weeks  to  49 
weeks,  mostly  prime  time 
and  sports  programming. 
Franchisees  will  not  have 
to  pay  any  part  of  the 
added  spending. 

"We    all    fell    in    love 
with    him,"    says    Kent 
Childs,  the  co-owner  of 
16  shops  in  Massachu- 
setts, Connecticut,  Mis- 
souri   and    Illinois.    He 
bought  12  of  those  shops 
after  meeting  the  new  boss  at  a 
February       conference,       where 
Province  stood  before  400  fran- 
chisees in  shirtsleeves,  confidently 
fielding  tough  questions  for  two 
straight  hours. 

Province  has  vowed  to  shake 
hands  with  every  single  franchisee; 
so  far  he  has  met  the  owners 
of  1,500  shops  of  Midas'  total  of 
1,890.  After  an  interview  with 
Forbes,  the  affable  Province 
hopped  a  plane  to  Los  Angeles, 
where  he  plans  to  press  a  lot  of 
flesh.  "We're  tied  to  their  [fran- 
chisees'] coattails,"  he  says.  "I  will 
always  be  out  there."  B 
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ts  of  this  box 
ompaq  forever? 


Introducing  Compaq  Prosignia 
for  growing  businesses. 

The  best  products  and  prices,  direct  from  Compaq. 
The  hottest  Internet  solutions,  direct  from  Compaq. 
World-class  service  and  support,  direct  from  Compaq. 


Compaq  Prosignia"'  is  a  new  line  of  powerful,  top-quality,  state-of-the- 
art  computer  systems.  (Okay,  so  far  your  existing  view  of  Compaq  is  safe.) 

But,  at  prices  low  enough  to  fit  the  tightest  budget? 

With  access  to  a  whole  suite  of  Internet  solutions,  optimized  for 
growing  businesses?  Available  not  only  from  a  reseller,  but  direct  from 
Compaq  via  the  Web  or  the  phone? 

The  answers:  yes,  yes  and  yes.  Fact  is,  we  at  Compaq  are  committed  to 
doing  whatever  it  takes  to  be  the  best  technology  partner  a  growing  business 
ever  had.  To  make  it  as  easy  and  as  affordable  as  possible  for  you  to 
choose,  order  and  own  (or  lease,  if  you  prefer)  the  leading-edge  systems 
and  solutions  you  need. 

And  to  be  there  for  you,  today  and  well  down  the  road — to  answer 
your  questions,  help  chart  your  long-term  technology  path  and  provide 
whatever  else  you  need  to  make  your  business  grow  to  match  your  dreams. 
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COMPAQ 

n  lc  ise  direct  from 
Compaq  at: 

1-800-888-5977 


: 


SER 


uestion  is, 
bitions?" 


pentium  J| 


■  Max  CD-ROM  150  KB/'s  to  3600  KB/s.  32X  Max  CD-ROM  150  KB/s  to  4800  KB/s.  40X  Max  CD-ROM   150  KB/S  to  6000  KB  s.  2.!  I 
Jo  not  reach  56Kbps  and  will  vary  with  line  conditions    3    Limited  Warranty:  Ask  for  a  copy  of  the  limited  warranty  for  any  pro 

Ml  prices  shown  are  DirectPius  prices  and  are  subject  to  change,  do  not  include  applicable  state  and  local  sales  tax.  or  shipping  chat  I 


PROSIGNIA 
SERVER  720 

$2,449 


Pentium   II  pwcessor  at  400  MHz;  512KB  L2  cache;  64  MB 
E(  (  SDRAM  meflKa^4.3  GB  St  SI  hard  drive;  Wide  Ultra2 
sc  si  c  ontroller;  >2X  Max  CD-ROM;  Integrated  Netelligent 
10/100  TX  LTP  NIC;  SmartStart  software  setup;  Compaq 
Insight  Manager;  Automatic  Server  Recovery;  C  ompaq  V55 
15"  Monitor    1 5.7"  viewable);  J-yr.  1  muted  Warrants 


PROSIGNIA 
NOTEBOOK  120 


$1,999 


Or  configure  your  own  desktop, 
notebook  or  serin;  with  options  or 
upgrades  of:  processors,  memory, 
hard  drive,  DVD  drive,  ZIP  drive, 
network  card,  controllers  and  more. 

Mobile  Pentium  II  processor  at 

2 J  J  MHz;  64  MB  SDRAM  memory; 

J.2GB  SMART  hard  drive;  12.1" 

SVGA  1X00x600)  display; 

24X  Max  CD-ROM;  One-Touch 

Internet  Access  Button;  Li-Ion 

battery;  Integrated  AC:  adapter; 

Microsoft  Windows    98  & 

Microsoft  Office  Small  Business 

Edition  V2;  }-yr.  I  muted  Warranty  ; 

Free'  trial  of  online  services 


PROSIGNIA 
DESKTOP  310 

$1,279 


Intel   c  eleron    processor  at  J00A/66  Ml  I/; 
J2  MB  SDRAM  memory;  8.4  GB!  hard  drive 
40X  Max   C  D-ROM;  Matrox  G100  AGP/4 
Mil  graphics;  shk    V.90  data/tax  modem; 
C  ompaq  l'rcmierSound/2-picce  speakers; 
Microsoft  Windows  98  Cx  Microsoft  Office 
Small  Business  Edition  V2;  Compaq  S700 
1""  Monitor  (15.7"  viewable);  3-yr.  limited 
Warrants  ;  Free   trial  of  online  services 


'  downloads  from  56K  compliant  digital  sources.  Maximum  achievable  download 

lor  details.  Certain  re  isions  apply.  Battery  packs  and  certain  options  are 

ard  drives,  one  GB  =  billion  b.-  cr-s.  Internet  access  required. 


COMPAQ. 


Buy  or  lease  direct  from 
Compaq  at: 

1-800-888-5977 


Why  is  thi 
than  the  cfl    Jguy  s 


Ir's  simple:  long  after 
you've  unpacked  our  box, 
you'll  still  be  getting  a 
lot  out  of  it.  Namely,  our 
comprehensive  set  of 
powerful,  affordable 
Prosignia  extras — special 
services  and  support 
tailored  for  the  needs  of 
growing  businesses,  and 
designed  to  help  you  and 
your  computers  do 
things  faster,  easier  and 
more  affordablv. 

online.commerce 
Everything  you  need  to 
do  business  over  the 
Web — easily,  affordably 

and  safely.  Complete 
solutions  from  billing 
and  order  processing  to 
secure  credit  card 
transactions.  Including 


online  tutorials  and 
guidance  that  can  have 
you  opening  up  your  first 

Internet  storefront  in 


24  hours  or  less, 
online. connectivity 
Fast,  affordable  [Tfe- 
and,  above  all,     |^ 


1 


dependable  Internet 
access — including 
the  Web,  FTP,  IRC  and 
Newsgroups.  Choose 
from  a  wide  range  of 
Internet  service  plans,  or 
customize  your  own  to 
fit  your  business. 


online. delivery 

For  the  fast,  confirmed 
delivery  of  critical 
business  documents — 
from  large,  complex 
files  to  confidential 
contracts,  blueprints  or 
financial  reports.  Fully 
encrypted,  for  absolute 
security. 

online. backup 
Quick,  easy,  offsite 
backup  of  your  business 
data,  in  a  secured 
Compaq  data  center. 
No  extra  hardware  to 
buy,  no  IT  experts  to 
hire.  Scalable  from  one 
user  to  several  thousand; 
available  24/7/365. 
online. briefcase 


Remote  access,  the  easy 
way.    Complete  (and 
completely  secure) 
point-and-click  access  to 
all  your  files,  from  any 
computer  on  the 
Internet — for  authorized 
users  onlv,  of  course. 


online. library 

Hints,  tips  and  full 
tutorials  show  how  to 
get  the  most  out  of  all 
your  business  software: 
Microsoft  Windows 
98,  Word  97,  NT® 
Workstation  4.0  and 
more.  Reasonably 
priced,  and  ready  when 
you  are. 

Compaq  CarePaqs 

Value-priced  service- 
and-support  packages 
for  business-critical 
computing.  Extended 
warranties,  with 

kjj  response  times 
1|  as  fast  as  four 


hours.  Telephone 
support  for  over  200 
popular  business 
software  packages. 
In  short,  a  first-rate 
technical  staff  that 
you  pay  for  only  when 
you  need  it. 
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COMPAQ 


Buy  or  lease  direct  from 
Compaq  at: 

1-800-888-5977 


What  else?  Compaq  Prosignia.The 
proven  systems,  solutions  and  support 
you  need  to  grow  your  business.  And 
the  world's  best-selling  computer 
company  to  stand  behind  them — 
and  beside  you — today  and  down 
the  road.  Buy  or  lease  direct  from 
^^  Compaq  at  1-800-888-5977  or 
f\p       www.directplus.compaq.com. 
>\0^    ^k    Or  call  1-800-282-6672 
jjyr  ^v        to  find  your  authorized 

0°^ 


Compaq  reseller. 


COMPAQ. 

Buy  or  lease  direct  from 
Compaq 

1-800-888-597 
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Better  answers. 


transnational  companies  lead  to  world  government? 

No  more  barriers 


A.  chat  with  Jiirgen  Schrempp  by  Justin  Doebele 


Multinational  companies  arc  old  stuff 
now,  but  DaimlerChrysler  is  something  else 
again.  Most  multinationals  have  one  nation- 
ality but  operate  across  borders.  Daimler- 
Chrysler  has  two  nationalities.  In  a  sense  this 
[gives  the  S143  billion  (1998  estimated  rev- 
enues) new  entity  enormous  flexibility'.  It  can 
shirt  investments  and  manufacturing  to  whcr- 
evcr  conditions  are  most  favorable.  We  talked 
about  this  with  DaimlerChrysler  Cochairman 
Jiirgen  Schrempp. 

Schrempp:  You  touch  upon  an  important 
point.  We  have  to  review  the  corporate  gov 
ernance  of  truly  international  companies. 
That  doesn't  mean  you  take  as  your  model 
how  U.S.  companies  operate,  or  how 
German  companies  operate. 

At  DaimlerChrysler  we  are  finding  our 
own  answer.  We  have  a  codetermined  [by 
shareholders,  management  and  labor]  super- 
visory board,  and  a  shareholder  committee. 
We  have,  for  example,  the  president  of  the 
United  Auto  Workers  union  on  our  codeter- 
mined board.  Thus  we  will  have,  on  the  labor  HI^^B 
side,  a  transatlantic  coming  together  [of  the 
German  and  American  systems]. 

This  is  just  a  starting  point  in  changing  corporate  gov- 
ernance. The  end  result  is  that  you  will  have  companies 
making  decisions  on  a  neutral  basis,  not  a  German  or  U.S. 
basis.  We  have  started  an  evolutionary  process  that  will  also 
have  an  influence  on  national  politics. 

Forbes:  What  does  this  mean  for  national  sovereign- 
ty. Who  sets  the  rules? 

Just  as  we  businessmen  have  had  a  dialogue  with  politi- 
cians on  a  national  basis,  we  need  now  a  dialogue  with 
politicians  on  an  international  basis.  First  of  all  we  have  to 
do  this  on  a  transatlantic  basis.  Once  we  get  that  right, 
then  we  can  do  it  on  a  global  basis. 

At  the  end  of  the  day  we  will  have  a  transatlantic 
union — and  then  let's  take  it  further,  eventually  building 
a  world  union.  No  barriers  anymore.  International  com- 
panies. Internationally  accepted  corporate  governance. 
Access  to  all  markets,  with  management  coming  from  all 
parts  of  the  world.  DaimlerChrysler  can  be  a  catalyst  in 
moving  in  that  direction. 
Whose  model  will  prevail? 
The  U.S.'?  Or  Europe's? 

[Laughter]  It  will  be  somewhere  in  the  middle,  maybe  a 
little  bit  more  toward  that  of  the  U.S. 

We  were  the  first  German  company  to  introduce  stock 


DaimlerChrysler  Cochairman  Jurgen  Schrempp 
Can  a  corporate  merger  change  the  world? 


options,  and  I  have  been  criticized  in  the  [German]  media 
about  this.  You  know,  in  Germany  people  are  worried  that 
if  just  a  few  guys  with  stock  options  run  a  company,  they 
will  optimize  short-term  results  and  then  run  off  with  the 
money.  But  now  my  peer  group  is  following  our  lead. 

We  have  tried  to  design  [an  executive  compensation] 
system  that  should  be  a  model  for  continental  European 
companies.  It  has  two  elements.  First,  management  should 
not  optimize  or  maximize  shareholder  results  on  a  short- 
term  basis.  You  must  have  [compensation]  elements  that 
are  medium-  to  long-term. 

We  also  want  to  strike  a  balance  between  interests  of 
employees  and  shareholders.  This  is  why  we  have  four  parts 
in  a  plan  that  is  now  under  discussion.  First,  there  is  a  fixed 
base  salary,  no  more  than  25%  to  30%  [of  total  compensa- 
tion]. [Then  there  is]  a  bonus  that  is  linked  to  operating 
profits,  and  then  a  medium-term  stock  plan  that  clearly 
defines  targets  on  an  annual  basis.  We  also  have  stock 
options  designed  to  make  you  part  owner  of  the  company. 

Finally,  there  is  a  fifth  element:  If  you  are  a  top  guy  in 
the  company,  you  must  buy  the  stock.  This  is  a  new  thing 
for  Germany. 

Your  ideas  about  international  governance  sound 
Utopian. 

It  will  take  a  few  decades  to  get  there,  but  you  have  to 
start.  I  think  the  start  is  transatlantic.  BH 
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Mass  training  (left)  and  Miss  Internet  contest 
"They've  wired  everybody." 


ceived,  privately  operated  system  can 
easily  handle  live  video  streaming, 
movie -quality  video,  interactive  mul 
timedia  applications  and  services  such 
as  video-on-demand  and  education 
on-demand.  Singapore's  schools, 
offices,  libraries  and  government 
agencies  will  be  connected. 

"Singapore  one  is  at  least  two  to 
three  years  ahead  of  anything  compa 
rable  in  the  world,"  comments 
William  Chung,  director  of  IBM's 
Emerging  Technology  Center  in  Sin 
gapore.  Chung  says  IBM  is  using  Sin- 
gapore as  a  laboratory  to  test  high 
bandwidth  management  and  services. 
"Here  in  Singapore  they've  wired 
everybody." 


An  island  in  more  ways  than  one,  little 
Singapore  is  eagerly  embracing  change  while 
its  Asian  neighbors  seem  paralyzed  by  it. 

Wired  island 


By  Andrew  Tanzer 

Surrounded  by  devastated  econ- 
omies, this  affluent  city-state  hasn't 
escaped  unscathed.  Economic  growth 
in  1998  and  1999  will  be  near  zero, 
off  from  nearly  8%  in  1997.  But 
unlike  those  of  many  of  its  neighbors, 
Singapore's  problems  are  largelv 
imported  rather  than  self-imposed. 
Singapore's  institutions  and  financial 
system  are  sound.  Whereas  both 
Hong  Kong  and  Malaysia  panicked 
and  backtracked  on  laissez-faire  poli- 
cies, and  Korea  (sec  "Symptom  ther- 
apy," p.  88)  has  failed  to  curb  the  all- 
powerful  chaebol,  Singapore  has  used 
the  crisis  as  an  opportunity  to  further 
liberalize  the  financial  sector,  cut 
taxes  and  roll  out  the  red  carpet  to 
immigrants  with  skills. 

"Singapore  has  responded  by  open- 
ing up  even  more,  embracing  global- 
ization," comments  Linda  Lin  ,  a  pro- 
fessor of  Southeast  Asian  busuu  ss  a: 
the  University  of  Michigan.  "11k 


releasing  policies  and  incentives  to 
ensure  that  Singapore  emerges  as  the 
preeminent  business  hub  in  Asia," 
says  Steve  Stine,  of  PriceWaterhouse- 
Coopers  in  Singapore. 

Instead  of  trying  to  micromanipu- 
late  the  economy,  the  Singapore  gov- 
ernment has  concentrated  on 
strengthening  what  is  becoming  the 
most  modern  national  information 
infrastructure  in  the  world.  Singa- 
pore's computer-to-household  ratio 
of  45-to-100  is  one  of  the  highest  in 
the  world,  and  its  Internet  penetra- 
tion rate  is  the  highest  in  Asia. 

Consider  this:  By  the  fall  of  this 
year  every  household  on  this  tiny, 
densely  populated  island  of  3.2  mil- 
lion will  be  hooked  up  for  Singapore 
ONI  (one  network  for  everyone)  ser- 
vice. This  high-speed  broadband 
network  operates  at  one  hundred 
times  the  speed  of  standard  dial-up 
modems.    This    government-con- 


Singapore  has  used  its  superb  and 
reliable  port  and  airport  facilities  as  a 
selling  point  to  attract  multinational 
investors.  The  rapidly  modernizing  IT 
backbone  will  serve  the  same  pur- 
pose. The  principle  is:  Build  the 
superhighway  and  the  traffic  will 
come.  "Connectivity  will  attract 
cyberactive  multinationals  to  develop 
services  for  Asia,"  predicts  Chan  Wai 
Leong  of  Booz,  Allen  &  Hamilton. 

This  commitment  to  technology 
permeates  the  government  from  the 
top  down.  "B.G.  Lee,  Goh  Chok 
Tong  and  Lee  Kuan  Yew  are  all  Web 
surfers,"  savs  Lim,  referring  to  the 
country's  deputy  prime  minister, 
prime  minister  and  senior  minister, 
respectively. 

Government  services,  such  as  per- 
mits and  payments,  are  increasingly 
delivered  over  the  Net,  as  are  bids  for 
Defense  Ministry  procurement  pro- 
grams; import-export  clearance  is 
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HOW  TEXHCD  MS  WISH  WATER  INTO  IRRIGHTIDN  FIR  THIRSTY  CROPS. 


Oil  and  water  go  together.  When  you  find 
one,  you  find  the  other.  Which  means  we  end 
up  finding  millions  of  gallons  of  water  every  day. 

But  we  didn't  want  to  waste  it.  So  we  came 
up  with  an  innovative  way  to  use  it.  We  take 
water  we  don't  need  from  oil  fields  and  channel 
it  to  farms  all  over  the  California  Central  Valley. 


Where  water  is  as  precious  to  farmers  as  oil  is  to 
us.  And  now,  green  acres  of  farmland  are  feeding 
people  coast  to  coast,  everything  from  apples  to 
oranges,  to  yes,  you  guessed  it,  watermelons. 
It's  one  more  way  our  relentless  pursuit  of 
energy  keeps  the  world  running.  Looks  like  that 
water  made  quite  a  splash. 


o 


Visit  www.texaco.com 


handled  in  minutes  by  a 
paperless  customs  process. 
The  Port  of  Singapore 
Authority,  which  operates 
the  busiest  container  port  in 
the  world,  uses  an  artificial 
intelligence  system  for  opti- 
mum container-stacking 
and  ship -berthing  arrange- 
ments. "The  labor-intensive 
tasks  are  being  phased  out," 
notes  Eric  Lui,  director  of 
PSA's  it  department. 
"Everybody  will  be  a  tech- 
nician or  controller." 

In  1998,  to  reduce  road 
congestion,  Singapore 
launched  the  world's  first 
electronic  road  pricing  system,  in 
which  value  is  automatically  deduct- 
ed from  smart  cards  installed  in 
devices  in  all  motor  vehicles.  Even  the 
courts  are  being  hooked  up  to  elec- 
tronic filing  and  retrieval  systems  to 
boost  productivity.  "We  hope  that  by 
raising  efficiency,  more  disputes  and 
cases  from  other  countries  will  be 
tried    in    Singapore    courts,"    says 


Singapore  fruit  vendor  checks  for  orders 
Internet  access  is  a  kind  of  right. 


Chiam  Boon  Keng,  registrar  of  Sin- 
gapore's Supreme  Court. 

Singapore's  drive  to  become  the 
world's  first  entirely  wired  society 
starts  with  the  schools.  The  govern- 
ment is  spending  $1.2  billion  over 
five  years  to  bring  computers  and 
broadband  access  into  all  the  schools; 
proportionate  to  the  population,  that 
is  equivalent  to  a  $100  billion  pro- 


gram in  the  U.S.  It  wil 
require  tearing  down  anc 
rebuilding  many  of  th 
school  buildings.  "We  an 
looking  to  an  educatior 
system  appropriate  fo 
the  knowledge -based  econ 
oray  of  the  future,"  say 
Minister  for  Education  Tec  j 
Chee  Hean. 

Kids  are  easy  to  teach 
but    what    about    adults: 
With  corporate  sponsorship 
from  the  likes  of  Microsoft 
and    Cisco    Systems,    the 
National  Computer  Board 
hosts  mass  training  sessions 
for  adults,  a  kind  of  boot 
camp  to  teach  basic  computer  and 
Internet  skills.  Thousands  of  house- 
wives, retirees  and  blue-collar  work- 
ers learned  how  to  log-on  at  last  Sep- 
tember's weeklong  Surf@Stadium, 
held  at  an  indoor  stadium. 

For  those  who  can't  afford  com-i 
puters  or  Internet  access  at  home, 
there  are  computer-filled  community  ^ 
clubs,  staffed  by  volunteer  "cyber- 
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Tread  lightly  and  luxuriously  ,n  Lincoln  Navigate  rread  spaciously  too.  Navigator  has  room  for  seven  ,n  three  rows  of  leather-trimmed  seats.  To  learr 


nivs,"  near  every  public  housing 
:omplex  ( more  than  80%  of  the  pop- 
ilation  lives  in  public  housing). 
Thousands  of  computer  kiosks  are 
;oing  up  right  now  near  public  trans- 
port stations.  Internet  access  will  be 
i  kind  of  universal  right.  "The  gov- 
ernment is  willing  to  look  at  the 
ocial  aspects  of  technology,  so  that 
t's  accessible  and  used  by  everyone, 
not  just  by  a  technical  elite,"  says 
IBM's  Chung. 

We  don't  want  any  part  of  our 
population  or  work  force  to  be  left 
out,''1  says  Teo.  "You  [can't  have] 
mass  system-efficiency  if  you  have  a 
system  where  some  of  the  people  are 
computer  literate  and  some  are  not." 
Tangible  results  are  already  in. 
Compaq  and  Hewlett-Packard  have 
set  up  e-commerce  Web  sites  in  Sin- 
gapore to  serve  consumer  markets  in 
the  Asia-Pacific  region.  A  local  firm, 
Asia  Manufacturing  Online,  is  con- 
ducting integrated  supply-chain  man 
agement  for  industrial  companies 
such  as  Sony  and  Matsushita.  Disney, 
HBO,  MTV,  Discovery,  CNBC,  ESPN  and 


others  have  set  up  shop  here,  raising 
hope  that  the  island  could  become 
a  kind  of  Far  Eastern  extension  of 
Hollywood.  Despite  a  history  of 
censorship,  Singapore  now  realizes  it 
can  do  little  to  control  the  flow  of 
information. 

"We  have  been  a  traditional  entre- 
pot, and  e-commerce  is  an  extension, 
or  another  means,  to  do  trade,"  says 
Ng  Kim  Neo,  a  senior  director  of  the 
Trade  Development  Board.  "We 
think  there  is  a  case  for  an  e-com- 
merce hub  in  Asia  to  work  through 
the  maze  of  different  laws,  payment 
systems,  currencies  and  languages." 

To  stimulate  the  development  of 
the  software  and  content  industries, 
Singapore  has  thrown  the  door  wide 
open  to  immigrants  with  skills.  Soft- 
ware engineers  from  India,  China,  the 
Philippines  and  elsewhere  are  wel- 
comed. Says  Minister  for  Information 
&  the  Arts  George  Yeo,  "[Foreigners] 
bring  brainpower,  talent,  connections, 
entrepreneurism." 

Note  that  the  government  isn't 
using  subsidies  to  artificially  create 


computer  or  chip  businesses  to  com- 
pete with  Silicon  Valley.  It's  a  more 
subtle  emphasis,  on  harnessing  tech- 
nology rather  than  on  creating  it. 
"Most  countries  in  Asia  promoted 
the  production  of  computers,  but 
Singapore  has  put  the  most  emphasis 
on  the  use  of  computers,"  explains 
Jason  Dedrick,  coauthor  of  the 
recendy  published  book  Asia's  Com- 
puter Challenge.  "There's  a  lot  of 
value  in  being  first  in  using  and 
exploiting  new  technology,"  com- 
ments Saw  Ken  Wye,  managing 
director  of  Microsoft  Singapore. 

In  short,  the  people  who  run 
this  country  seem  to  have  embraced 
change  wholeheartedly  and  intelli- 
gently. Even  to  the  extent  of  trying 
to  change  social  attitudes — not  by 
government  dictate  but  through  a 
free  market  and  a  free  society.  "Sin- 
gapore understands  the  need  to 
change  what  was  a  successful  model," 
says  Keven-john  Mclntyre,  general 
manager  of  Discovery  Channel-Asia. 
"Japan,  Malaysia  and  Korea  are  resist- 
ing change."  WM 
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Lmployees  often  stay  home  when  their  kids  get  sick  or  the  nanny  disappears. 
Should  companies  offer  emergency  day  care?  Here's  an  argument  in  favor. 

Those  baby-sitter  blues 


Bv  Susan  Adams 


Alan  Conway's  pregnant  wife  was 
bedridden,  suffering  from  severe 
morning  sickness.  Conway  couldn't 
take  off  from  his  job  at  Morgan  Stan- 
ley Dean  Witter,  where  he  was  a 
computer  systems  programmer.  Who 
would  care  for  the  couple's  13- 
month-old  daughter,  Ashley?  No 
family  or  friends  lived  near  their 
home  in  Cedar  Grove,  N.J. 

No  problem.  Morgan  Stanley 
offers  backup  child  care.  Every  day 
for  two  months  this  past  summer, 
Conway  dropped  Ashley  off  at  a  day 
care  center  just  three  blocks  from  his 
midtown  Manhattan  office,  fie  knew 
Ashley  was  in  good  care.  Run  by 
ChildrenFirst,  a  Boston  outfit,  the 
center   offers    gleaming    toys,    fish 


tanks,  computers  and  highly-trained 
staffers,  most  with  master's  degrees  in 
education. 

Who  paid?  Morgan  Stanley.  It  is  one 
of  1 50  companies  that  contract  with 
ChildrenFirst  to  stand  ready  to  provide 
emergency  day  care  for  their  employ- 
ees' children.  To  reserve  one  space  at  a 
(  ChildrenFirst  center  in  New  York  City, 
companies  pay  up  to  $27,500  a  year; 
that  price  often  drops  for  additional 
Some  employers  charge  their 
'payment  of  up  to  $30  per 
day,  and  usually  limit  their  employees 
to  20  days  usage  per  year. 

Backup  child  care  is  a  fast-growing 
em,  lyee  b  ts  program — and  it's 
easy  >  see  why.  It's  relatively  inex- 
pensive  for  companies  and  a  lifesaver 


Lifesaver:  A  backup 
day  care  center. 


for  workers.  Fifl 
teen  percent  oj 
large  corporation:! 
offer  some  form  oj 
backup  day  care| 
up  from  only  8%  ir 
1993,  according  tc 
a  1997  study  b\ 
human  resource 
consultants  Hewit 
Associates. 

Standby     chile 
care  comes  in  vari- 
ous  concoctions. 
Some    companiesl 
run      their     ownl 
centers  on-site  orl 
nearby  the  place  of] 
business.    Others! 
pay  for  baby-sitters 
to      go      to      an 
employee's  house] 
(see  box,  p.  72). 

Statistics  showl 
that  the  need  for 
emergency  child 
care  is  a  common  problem.  Accord- 
ing to  the  Families  and  Work  Insti- 
tute, most  families  require  it  an  aver- 
age of  four  times  a  year.  A  baby-sitter 
gets  sick  or  suddenly  quits.  A  child 
catches  cold  and  can't  go  to  a  day 
care  center.  Or  someone  falls  ill.  The 
parent  doesn't  want  to  miss  work, 
but  what's  the  choice? 

The  cost  to  companies  of  these 
unplanned  absences  can  be  stagger- 
ing, especially  in  businesses  like  law  or 
accounting,  where  professionals  bill 
hourly.  Indeed,  law  firms  pioneered 
backup  child  care,  starting  in  the  late 
1980s  when  Arnold  &  Porter  opened 
a  center  with  space  for  15  children  at 
its  home  office  in  Washington,  D.C. 
The  firm  calculates  that  it  saves  more 
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yer  helped  develop 
a  poly  carbonate  stop 
sign  that  is  more 
visible  than  any  other 
stop  sign. 

Bayer 

Changing  the  world 
with  great  care. 


BayeiUS.com 


The  players  in  backup 
day  care: 

Bright  Horizons  Family  Solutions 

Based  in  Cambridge,  Mass.,  runs  33 
backup  programs  in  31  cities.  Yearly  cost 
to  clients:  $17,000  to  $24,000  per  slot 
in  an  off-site  center  in  New  York  City. 
Charges  up  to  $350,000  to  run  on-site 
center  with  20  to  30  spaces. 

ChildrenFirst  Inc. 

Privately  held,  with  estimated  $10  mil- 
lion in  annual  revenues.  Based  in 
Boston,  it  was  founded  in  1992  by  Rose- 
mary Jordano,  36.  It  runs  15  centers  in 
6  cities.  Yearly  cost  to  New  York  City 
clients:  $21,000  to  $27,500  per  space 
in  an  off-site  center.  Charges  up  to 
$400,000  to  run  an  on-site  center  with 
20  to  30  slots. 

Upton  Corporate  Child  Care 
Centers,  Inc. 

Founded  in  1990  by  Diane  Lipton  Dennis. 
Family-run  East  Coast  provider  based  in 
Washington,  D.C.  Runs  only  small,  off- 
site  centers.  Charges  $23,000  a  year  for 
one  slot. 

Caregivers  on  Call 

Based  in  Lynbrook,  N.Y.  Company  sends 
certified  home  health  aides  to  care  for 
children  and  adults,  including  those  with 
mild  illnesses.  Companies  pay  between 
$5,000  and  $10,000  yearly.  Typically, 
employees  are  entitled  to  30  hours  of 
care  yearly.  -S., 


than  a  half-million  dollars 
yearly  above  the  cost  of 
running  the  center. 

Chase  Manhattan  offers 
a  center  for  110  children, 
ages  8  weeks  to  12  years, 
at  its  offce  complex  in 
Brooklyn.  It  is  operated 
by     Bright     Horizons 
Family  Solutions.  Chase's 
re  turn -on -investment 
analysis  found  that  it  was 
saving  some  $1.5  million 
in   avoided  absenteeism 
alone,  while  the  yearly  cost 
of  running  the  center  was 
$700,000.    Chase    is    so 
pleased  with   its   Brooklyn 
experience,  says  Vice  President 
Joy  Bunson,  that  it's  opening  si 
more  backup  centers  over  the  next 
18  months.  wm 


work 

A  contrarian  view:  It  sounds  lovely  to  help  out  worker* 
with  families,  except  then  you  are  discriminating 
against  singles. 

Who  needs        ] 

family-friendly 

companies? 


By  Dan  Seligman 

A  few  years  ago  the  U.S.  Depart- 
ment of  Labor  appointed  a  Glass 
Ceiling  Commission,  which  pre- 
dictably produced  a  report 
bemoaning  the  unfair  treatment 
said  to  prevent  women  and  minori- 
ties from  getting  ahead  in  business- 
land.  My  favorite  comment  on  this 
exercise  was  that  of  economist  Paul 
Craig  Roberts,  who  observed  that 
the  only  useful  thing  in  the  report 
was  its  list  of  84  compa- 


nies rated  especially  friendly  t 
women  and  minorities.  The  list 
Paul  posited,  would  be  indispens 
able  to  white  male  college  gradu 
ates  wanting  to  know  what  employ 
ers  to  not  bother  with. 

As  this  wisecrack  reminds  us,  it  i 
extremely  difficult  on  this  planet  tc 
give  a  break  to  group  A  withou 
instantly  reminding  groups  B  througl 
D  (if  not  X)  that  they  are  being  dis 
criminated  against 
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Does  this  remind  you  of  your  organization? 


These  days,  the  most  formidable 
barriers  to  your  success  arer« 
necessarily  in  the  marketplace* 
They're  in  your  organization. 


How  to  integrate  all  of  your 
essential  components.  How  to 
merge  global  strategies  and 
focal  priorities.  How  to  develop 


a  diverse  organization  that  sti 
functions  and  reacts  as  one. 
By  aligning  your  strategy, 
technology,  process  and  peopl 


.o  individual  *re"9th*  -  us  „  wv,,wom 

ave  collective  impact.  National 


1 


Current  case  in  point:  the  backlash 
against  family-friendly  companies. 

A  1998  Nexis  on-line  search  for 
"family-friendly  company"  points  you 
to  600  articles  invoking  that  lovable 
phrase.  Eyeballing  the  headlines,  one 
immediately  notes  that  a  sizable 
number  of  them  are  reporting  on  a 
serious  backlash  against  the  concept. 

One's  heart  goes  out  to  the  thou- 
sands of  managers  who  assumed  that 
they  were  doing  the  right  thing — 
not  to  mention  the  guaranteed 
applause-winning  thing — when  they 
bought  into  the  family-friendly  pack- 
age: flexible  hours  for  parents,  on- 
site  day  care  centers  (see  story,  p.  70), 
special  deals  on  parental  leave,  gen- 
erous family  health  care  packages, 
you  name  it.  In  offering  substantial- 
ly heftier  fringe  benefits  to  working 
mothers,  they  saw  themselves  as 
responding  to  an  obvious  social 
need — and,  of  course,  the  insistent 
demands  of  the  women's  movement. 

Not  that  they  didn't  garner 
some  bouquets.  Some  of  their  com- 
panies have  been  saluted  on  lists  of 
the  most  family-friendly  companies 
published  by  Working  Mother  and 
Business  Week,  all  of  which  tend  to 
produce  some  victories  on  the  p.r. 
front.  But  the  backlash  was  totally 
unexpected. 

It  shouldn't  have  been.  The  bene- 
ficiaries of  family-friendlyism  are 
clearly  a  small  minority  of  the  labor 
force.  More  than  60%  of  labor-force 
members  have  no  children  under  18. 
Among  working  women,  those  with- 
out children  under  18  (38  million) 
far  outnumber  those  who  have  such 
kids  (25  million).  Women  with  chil- 
dren under  6 — the  core  of  the  target- 
ed day-care  beneficiaries — represent 
only  8%  of  the  labor  force.  Why 
should  it  come  as  a  surprise  that  so 
many  of  those  600  Nexis  citations 
incorporate  tales  of  bitterness  and 
envy  among  those  not  in  on  all  the 
family-friendly  benefits? 

The  tales  are  of  singles  who  have 
plans  for  the  evening  but  are  expected 
to  alter  them  and  cover  for  the  mother 
whose  child  has  a  temperature,  and  are 
expected  not  to  ask  for  the  prime-time 
summer  vacation  slots,  and  d  >n't  ben- 
efit from  day  care  centers,  and  take 
it  for  granted  that  the  money  iiwested 
in  the  centers  is  ultimately  coning 


out  of  their  own  pockets. 

Family-friendly  companies  have 
clearlv  touched  some  sensitive  nerves 
among  singles,  many  of  whom  see 
themselves  as  living  in  a  society  that 
endlessly  discriminates  against  them. 
Singles  pay  more  per  capita  for  hotel 
rooms  than  do  married  folks.  A  single 
worker  gets  a  crummier  return  on 
Social  Security  than  a  married  worker 
with  a  nonworking  spouse.  Cruise 
ships  don't  offer  single-person  cabins. 
Health  clubs  offer  discounts  for  mar- 
ried couples.  Restaurants  give  singles 

Day  care  winners  &  losers 

Winners  are  mostly  drawn  from  the  25  million  women 
(out  of  63  million  in  the  labor  force)  who  have  kids 
under  18,  and  especially  the  11  million  with  kids  under 
6.  Losers  are  drawn  from  the  other  110  million  workers. 

Women  in  the  labor  force 
Men  in  the  labor  force 


With  children 
under  18 


Total  labor  force:  135  million 

lousy  tables.  Singles  note  bitterly  that 
they  hit  the  31%  bracket  at  $61,400 
of  taxable  income  in  1998,  while 
their  friends  who  have  acquired  stay- 
at-home  spouses  don't  see  that  brack- 
et until  $102,300. 

Another  constituency  long  beset 
by  a  sense  of  discrimination  is  the 
childless,  who  may  or  may  not  be 
single.  A  1996  Conference  Board 
survey  of  companies  with  family- 
friendly  programs  found  56%  of  the 
companies  acknowledging  that 
childless  employees  harbor  resent- 
ments against  those  with  children. 
One  high-profile  complainer  about 
bias  against  the  childless  is  Leslie 
Lafayette,  an  unmarried  Californian, 
who  in  1992  founded  the  ChildFree 
Network,  which  now  claims  38 
chapters  and  around  5,000  mem- 
bers. In  endless  interviews  and  talk- 
show  gigs,  Ms.  Lafayette  has  com- 
plained bitterly  about  employers 
who  discriminate  against  the  child- 
less, expect i.  •  them  to  work  longer 


hours  and  accept  lower  levels 
compensation. 

"To  expect  other  people  to, 

effect,  subsidize  you  for  having  ycl 

own  children,  I  think  is  really  off  tj 

mark,"  she  said  on  Good  Mornii 

America  last  April.  In  an  interval 

with  Training  magazine,  she  said  s| 

thought  day  care  on  the  premises  \\| 

a  great  idea — but  also  thought  [ 

should  be  paid  for  by  its  users. 

wouldn't  they  expect  to  pay  for  it 

she  demanded.  "I  mean,  I  wouldr 

expect  my  employer  to  buy  me  socksl 

The  child-free  movl 

ment  insistently  usl 

the  vocabulary  of 

civil  rights  movement! 

"diversity,"  "altematr! 

lifestyles,"         "inch! 

sion" — in   making  il 

case    against    famiW 

friendly  companies. 

Missing  so  far,  bv| 
also    seemingly    pre 
dictable,  is  federal  lej 
islation  to  curb   tl 
family-friendly  comp;! 
ny,  possibly  by  amend 
ing  the  Equal  Pay  Ac  J 
The  act  makes  it  illel 
gal  to  have  separate  compensatioj 
scales  for  men  and  women  perforr 
ing  similar  tasks.  Well,  what  aboul 
separate  scales  for  workers  who  dil 
and  don't  have  kids?  Writing  in  thf 
St.  Petersburg  Times  last  Januar>| 
columnist  Robyn  Blumner  made 
devastating  point  about  the  act  thai 
I  had  not  seen  elsewhere.  The  acl 
was  written  into  law  back  in  196;| 
precisely  to  counter  the  argumenl 
that  men  needed  higher  pay  because! 
they  were  more  likely  than  women 
to  be  providing  for  families.  ThtJ 
logic  of  the  law  was  that  compensa 
tion  should  be  driven  by  job  perfor 
mance,  not  family  responsibilities.  I; 
you  buy  that  logic,  asked  Blumner  I 
how  can  you  accept  the  spectacle  oil 
thousands  of  companies  offering! 
vastly   greater   fringe    benefits   to| 
workers  with  kids? 

But  who  needs  legislation  to  cor- 1 
rect  family- friendly  injustice?  There's 
always  the  free  market,  in  the  form  of 
millions  of  workers  without  kids, 
quite  a  few  of  whom  are  out  there 
looking  around  for  companies  to  not  | 
bother  with. 
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Brett  Goldberg  studied  Amharic  at  Yale. 

By  convoluted  paths  it  led  him  to  the  Dead  Sea— 

and  to  romance  and  business  success. 

Marketing  mud 


The  Goldbergs  in  Ahava's  m:| 
A  business  built 

on  science  and  romances 

and 

phcme 

Has 

':"'.:-' 
ttiflill 

pit  in  1 


By  Phyllis  Berman  and  Adrienne  Sanders 


The  floor  of  the  Dead  Sea  is 
1,300  feet  below  sea  level — the 
lowest  point  on  earth.  Its  bottom, 
rich  in  magnesium,  potassium, 
bromine  and  calcium,  is  reputed  to 
cure  psoriasis  and  eczema  and  even 
case  arthritis  pain.  This  is  one  of  the 
many  reasons  some  600,000  tourists 
flock  there  every  year  to  float  effort- 


lessly on  its  salt-laden  waters. 

Cleopatra  believed  the  mud 
enhanced  her  allure.  Whatever  the 
appeal,  the  folks  at  Kibbutz  Ein  Gedi 
(built  on  the  shores  of  the  sea)  fig- 
ured there  must  be  a  way  to  wring 
some  revenue  from  it.  Thus  was  born 
a  products,  40  cosmetic  varia- 
tions on  the  mud  theme,  from  sham- 


poo to  foot  cream. 

Unfortunately  for  t! 
kibbutzniks,  Ahava  ne' 
took  off.  That  is,  n 
until     Brett     Goldbe 
happened      along. 
Bostonian,       Goldbe 
studied  linguistics  at  Y; 
graduating  in  1981.  I 
age  9  he  had  read  abo 
the  tribulations  and  t 
umphs  of  European  Jev 
fighting  to  get  to  Isra<    r 
after    World    War    I    i"i' 
Goldberg  never  lost  hi   it  »i 
fascination  with  Israel,      ttket:  i 
In  1981  a  charitabl    ich-sj 
agency  was  looking  fcj  pi's  I 
someone     who     spok 
Amharic  to  help  in  th    asete 
resettlement  in  Israel  c    I  Its 
Ethiopian  Jews.  Amharii    icct 
was  one  of  Goldberg'    . 
nine  languages,  and  h    — 
took  the  job.  He  latet 
joined  the  Israeli  arm> 
spending  one  and  a  hal 
years  in  the  tank  corp 
and   seven    and   a   hal 
years  in  reserve.  Wher 
Goldberg     visited     hi 
family  back  home,  hi: 
mother,       aunts       anc 
cousins  always  asked  fo; 
potions  made  from  the 
earth  and  waters  of  tht 
Dead  Sea. 

Brett  Goldberg  and 
the  Dead  Sea  were  made 
for  each  other.  Starting 
from  scratch  in  the  U.S. 
in  1991,  Goldberg  built 
a  business  based  on  it 
whose  sales  this  year  will 
reach  $10  million 
Within  five  years  he 
expects  $50  million. 

In  1991  Goldberg  approached  the 
kibbutz  that  had  been  trying  with 
little  success  to  market  Dead  Sea 
mud-based  cosmetics  under  the 
brand  name  Ahava — Hebrew  for 
"love."  The  kibbutz  agreed  to  let 
him  market  its  products  in  the  U.S 
Goldberg   headed    for   Saks   Fifth 
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enue.  He  was  turned  down,  but 
e  rebuff  had  a  happy  ending:  Later 
at  year  he  married  Eve  Berenblum, 
iks'  cosmetics  department  manager, 
horn  he  met  while  making  his  pitch. 
As  well  as  a  wife,  Goldberg  got  a 
irtner — and  some  good  advice  from 
er.  She  advised  him  to  forget 
;partment  stores  and  hit  the  200  or 
>  remaining  exclusive  independent 
gh-end  drugstores — like  Zitomer's 
n  New  York's  F.ast  Side  and  La  Par- 
;imerie  in  Baltimore.  Goldberg,  who 
ad  taken  Israeli  citizenship,  returned 
o  the  U.S.,  and  his  wife  joined  the 
lompanv  as  vice  president. 

At  first  our  product  was  simply  a 

my  for  tourists  to  prolong  their  love 

ffair  with  Israel,"  savs  Goldberg. 

That    wasn't    an    entirely    Jewish 

narket:  Goldberg  points  out  that 

hurch-sponsorcd  tourists  are  70%  of 

Lsrael's  U.S.  visitors. 

Bv    1995    Ahava's    hand    cream, 

:  greaseless  and  absorbent,  w  as  doing 

well.  It  goes  for  a  hefty  $16  for  a  3.4- 

i  auncc  tube.   That's  less  than  Estee 

7  Lauder's  at  S30,  but  tar  more  than 


A  modern-day  Cleopatra 
Slathered  in  Dead  Sea  mud. 


Neutrogena's  2.7-ounce  tube  at  $7. 
Goldberg  decided  to  broaden  his 
market  beyond  the  tourist  base.  To 
do  that,  it  was  time  to  hit  the  big- 
name  department  stores  again. 
Today,  Ahava  is  available  at  places  like 
/(Mi    stores    in    Utah    as    well    as 


Bloomingdale's  and  Saks. 

Television  or  magazine  advertising 
is  still  out  of  reach  since  Goldberg 
and  his  wife  don't  want  to  dilute 
their  ownership  by  taking  in  outside 
partners.  They  promote  chiefly  by 
giving  away  samples  at  stores  that 
carry  the  stuff. 

No  surprise — the  big  boys  in  cos- 
metics have  taken  notice.  L'Oreal 
introduced  its  Natural  Sea  Beauty 
line  (made  from  Dead  Sea  mud)  last 
year  in  the  U.S.  "No  problem,"  says 
Goldberg.  "L'Oreal's  Natural  Sea 
product  is  mass-market.  We're  not." 
(The  L'Oreal  products  go  for  50%  of 
what  Ahava's  hand  cream  costs.) 

Of  course,  we  had  to  ask  Gold- 
berg: Do  his  products  really  help  pso- 
riasis sufferers?  Do  they  really  have 
medicinal  properties?  "The  loyalty  of 
our  customers  goes  far  beyond  that," 
says  Goldberg. 

Or  is  it  just  the  romance  of  the 
stuff?  He  laughs.  What  he  does  know 
is  that  his  study  of  Amharic  had 
unforeseen  consequences — both  in 
business  and  in  love.  ■ 


I 


tt  I  heard  they  brought  in  an  'expert'  to  improve 
our  employee  stock  purchase  and  stock  option 
plans.  Seems  he  identified  'disqualifying  disposi- 
tions' that  resulted  in  a  recurring  tax  savings  of 
$1.5  million  per  year. 
That's  just  brilliant.  I  wonder  how  he  did  it.   " 


the  new  way  of  doing  business 
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By  James  D.  Zirin 


economy 


Roadblocks  to  tort 
reform 


The  recent  settlements  in  the  tobacco 
cases  in  which  contingency  fee  lawyers 
amassed  billions  at  the  expense  of  their  state 
government  clients  have  offended  die  sensi- 
bilities of  most  thinking  people.  Outrage  is 
piled  on  outrage. 

Junk  science,  extravagant  contingency  fees, 
dubious  evidence  of  causation  and  damages 
have  transformed  courts  of  law  in  many 
instances  into  collection  agen- 
cies where  the  playing  field  is 
anything  but  level. 

So  why  does  tort  reform 
make  such  little  progress? 
legislation  has  targeted  a  few 
areas  of  abuse,  but  state 
courts  have  nullified  most  of 
the  reforms. 

These  reforms  include: 

Modifying  the  "collateral 
source"  rule  to  prevent 
double  recovery.  The  "collat- 
eral source"  rule  permits  a 
plaintiff  to  try  the  case  with- 
out ever  informing  the  jury 
that  he  or  she  has  already 
been  compensated  for  an  mmmmmmmm 

injury  by  insurance. 

Imposing  rigorous  standards  for  awards  of 
punitive  damages. 

Limiting  damages  for  mental  stress  or 
other  noneconomic  injury — an  area  where 
totally  subjective  injuries  may  be  invented  or 
exaggerated. 

Limiting  damages  in  professional  malprac- 
tice cases  and  requiring  prescreening  of  claims 
by  a  malpractice  panel  before  a  suit  may 
proceed. 

Requiring  an  attorney  to  file  a  certificate  of 
merit  before  a  case  is  brought. 

Permitting  contribution  based  on  relative 
fault  of  third  parties. 

Short  statutes  of  limitations  in  certain  types 
of  cases  where  the  legislature  has  made  the 
judgment  that  the  meritorious  cases  are 
brought  expeditiously. 

Such  reforms  have  passed  in  many  states 
after  painstaking  committee  hearings  featur- 
ing seemingly  endless  debate  and  ample 


Junk  science, 
extravagant 
contingency 
fees  and  dubi- 
ous evidence 
have  trans- 
formed courts 
into  collection 
agencies. 


opportunity  for  public  comment. 

Yet,  in  86  cases  over  the  past  15  years, 
courts  of  last  resort  in  at  least  44  states  have 
invalidated  the  reforms  using  strained  inter- 
pretations of  the  states'  constitutions.  They 
have  thus  thwarted  the  will  of  the  people  as 
determined  by  the  legislatures.  This  has  hap- 
pened in  Kentucky,  Arizona  and  Alabama. 
Illinois  has  been  one  of  the  worst  offenders. 
By  citing  state  constitutions  the  local  courts 
bar  appeal  to  the  U.S.  Supreme  Court,  since 
the  courts  of  the  several  states  normally  have 
the  last  word  with  respect  to  the  meaning  of 
their  own  constitutions. 

These  rulings,  however,  are  questionable 
to  say  the  least.  They  are  vulnerable  to  legal 
attack  by  reason  of  the  "reception  statutes" 
adopted  in  most  states  at  the  time  of 
their  joining  the  Union.  Reception 
statutes  typically  provide  that  the 
state  legislature  "receives"  the 
common  law  of  England  as  of  the 
date  of  statehood  and  then  delegates 
to  the  courts  the  authority  to  develop| 
that  law  in  accordance  with  the  publi 
policy  of  the  state. 

The  reception  statutes  made  clear 
that  the  legislature  might  retrieve 
what  it  had  given  to  the  courts.  The 
legislature  reserved  to  itself  the 
authority  to  make  (or  reform)  tort 
law.  Many  state  courts  respected  this 
power  of  retrieval  exercised  by  their 
legislatures.  But  others  bowed  to 
mmm      the  political  pressure  of  trial  lawyers 
and  consumer  advocates  and  struck 
down  much  of  the  retrieval  legislation  as 
unconstitutional. 

What  can  proponents  of  tort  reform  do 
to  stem  this  tide  of  rampant  judicial 
activism?  Amending  state  constitutions  is 
an  arduous  process,  seldom  employed, 
that  normally  requires  ratification  by  a 
supermajority  of  the  legislature  and  the 
electorate. 

Another  remedy  might  lie  in  the  federal 
courts.  The  U.S.  Constitution,  Article  4, 
Section  4,  guarantees  to  "every  State  in 
this  Union  a  Republican  Form  of  Govern- 
ment." While  rarely  litigated,  this  provi- 
sion may  well  apply  to  judicial  usurpation 
of  the  unquestioned  process  of  the  execu- 
tive branch. 

Courts  in  those  44  states  have  arrogated  to 
themselves  the  power  to  make  tort  law  that  is 
directly  at  odds  with  the  will  of  the  American 
people.  M 
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James  D.  Zirin  is  a  senior  partner  in  the  New  York  law  firm  of  Brown  &  Wood. 
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pr  22  years  Mitchell  Fromstein  has  reigned  supreme 
Manpower.  The  last  few  years  have  been  a  disaster 


,  »r  the  company.  Is  the  board  finally  waking  up? 

Firne  to  go? 

-    y  Phyllis  Berman  and  Adrienne  Sanders 

ft 

■  ■, 

■ 

Mitchell  Fromstein,  now  70,  has  played  a  role  at  Manpower  for  46  years. 
Has  he  stayed  too  long  at  the  party? 

How  long  DO  chief  executives  at 
most  large  U.S.  companies  remain  in 
the  corner  suite?  About  seven  years, 
according  to  executive  search  firm 
Korn/Ferry  International.  That  makes 
Mitchell  Fromstein,  70,  something  of 
a  phenomenon.  He's  been  at  the  helm 
of  Manpower  Inc.  for  22  years,  and 
working  for  the  temp-staffing  outfit 
for  46  years.  Though  the  Milwaukee- 
born,  onetime  ad  copywriter  owns 
only  1.1%  of  the  shares,  he  has  long 
ruled  almost  unopposed. 


In  this  era  of  downsizing  and  out- 
sourcing Manpower  has  grown  from  a 
small  start  to  revenues  of  $8.4  billion 
with  3,000  offices  in  50  countries  that 
place  2  million  temporary  workers  in 
multiple  jobs  each  year.  On  any  given 
day,  a  quarter  of  a  million  of  those  are 
out  on  assignment. 

Manpower  started  by  supplying 
blue-collar  workers  on  a  part-time 
basis,  but  Fromstein  was  early  in 
seeing  that  the  demand  for  part-time 
clerical  workers  would  grow. 


But  maybe  Fromstein  has  stayed  on 
too  long. 

At  least  one  of  his  recent  actions  has 
seemed  highly  arbitrary.  Last  July  he 
abrupdy  ousted  his  heir  apparent,  the 
chief  of  Manpower's  $5  billion  Euro- 
pean operation,  Jon  F.  Chait.  From- 
stein then  moved  control  of  Chait's 
group  from  Brussels  to  the  home 
office  in  Milwaukee,  and  put  it  under 
Jeffrey  Joerres,  39.  Chait's  mistake? 
He  had  offended  Michael  Grunelius, 
an  old  Fromstein  colleague  and  head 
of  the  French  division  that  accounts 
for  30%  of  worldwide  sales. 

In  all  this,  not  a  peep  from  the 
board,  which  timidly  rubber-stamps 
just  about  anything  Fromstein  does. 

The  board  should  be  asking  ques- 
tions. Last  year  Switzerland's  Adecco 
edged  out  Manpower  as  the  world's 
largest  temporary  employment  agency. 
While  the  overall  market  for  temps  is 
growing  in  the  U.S.  at  more  than  15% 
a  year,  Manpower's  year-end  1998  U.S. 
revenues  are  expected  to  grow  only  7%. 

Manpower  shareholders  were 
shocked,  as  was  the  board,  when 
second-quarter  earnings  plummeted 
and  sent  Manpower's  stock  down 
29%,  to  $28  per  share,  in  a  single  day. 
Shares  now  trade  at  $22,  close  to  a 
four- year  low,  and  at  less  than  half  die 
May  1998  high  of  $45. 75. 

Fromstein  blames  Wall  Street  for  his 
troubles.  "I  won't  play  Wall  Street's 
games  just  to  get  the  stock  moving," 
he  tells  Forbes. 

As  for  the  earnings  surprise?  From- 
stein has  two  alibis:  The  French  gov- 
ernment repealed  tax  credits  that 
encouraged  the  hiring  of  temps  for 
low-skilled  jobs.  Fromstein  called  it  a 
"short-term  profit  falloff  that  came 
suddenly." 

The  second  alibi?  Some  of  the  earn- 
ings weakness  was  the  result  of  cost 
overruns  and  delays  on  a  new  com- 
puter system  that  would — with  luck — 
tie  together  all  of  Manpower's  offices, 
from  Malaysia  to  Manhattan.  "It's 
been  long  in  development,"  concedes 
Fromstein,  "but  it  will  do  anything 
you  want  it  to."  The  new  system 
should  ultimately  enable  Manpower  to 
quote  a  single  price  to  customers  who 
need  temps  all  over  the  globe. 

His  two  alibis  ignore  some  basic 
facts:  Though  bosses  aren't  expected 
to  be  computer  experts,  Fromstein  did 
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Where  is  the  power  in  Manpower? 

Company 

Total 

Operating  Operating  EBITDA 

IT  as  a 

revenue 

income      margin    margin 

percentage 

($mil) 

($mil) 

of  revenue* 

Adecco 

$9,125 

$383           4.2%       4.9% 

15%-20% 

Manpower 

8,359 

221          2.6         3.3 

10 

Olsten  Corp. 

4,431 

66          1.5         3.0 

less  than  10 

Randstad  Holding 

4,220 

230           5.5          7.4 

20 

Kelly  Services 

4,005 

140           3.5          4.2 

less  than  10 

Vedior 

3,479 

160           4.6          5.4 

15 

Interim  Services 

1,788 

123          6.9         9.3 

40 

Volt  Information  Sciences 

1,750 

66           3.8          5.0 

less  than  10 

Robert  Halt  International 

1,683 

202         12.0        13.3 

15 

Modis  Professional  Services  1.587 

162         10.2        12.3 

70 

Figures  based  on  trailing 

12  month  data.  *BT  Alex.  Brown  estimates 

Source:  BTAIex.  Brown  Inc. 

Mitchell  Fromstein 
claims  that 
technical  staffing 
accounts  for  20% 
of  Manpower's 
sales.  The  real 
figure  is  probably 
just  half  that.  Six 
of  his  competitors 
get  far  more 
revenues  from 
that  business. 


make  the  final  decision  to  proceed 
with  the  customized  system,  which  has 
already  eaten  an  estimated  $115  mil- 
lion, with  no  end  in  sight. 

Fromstein's  excuses  also  neglect 
to  explain  why  Manpower  lost  its 
international  first-place  position  to 
Adecco.  It  was  in  large  part  because 
Fromstein  missed  the  greatest 
growth  market  of  all — the  demand 
for  information  technology  temps,  a 


market  that  is  growing  at  25%  a  year. 
Manpower  gets  only  10%  of  its  rev- 
enues from  technical  staffing,  as 
against  nearly  twice  as  much  for 
competitor  Adecco.  Not  only 
Adecco,  but  specialists  like  Metamor 
Worldwide  and  Modis  Professional 
Services,  have  aced  Manpower  in  this 
booming  business.  Fromstein  plays 
down  this  setback:  "We've  done  this 
consciously,"  he  claims.  "The  jury  is 


still  out  on  how  long  the  IT  sec| 
will  continue  to  grow.  Besides, 
very    difficult    to    find    skilled 
employees.  And  the  demand  for  sk 
keeps  changing." 

If  that's  not  rationalization  we  dc 
know  what  is. 

So  why  hasn't  there  been  a  pc 
from  the  nine -man  board?  Cronyis 
All  but  one,  including  a  former  fra 
chisee,  are  long-term  comrades.  T\l 
board  members,  including  Newti 
Minow,  a  former  Federal  Commt 
cations  Commission  chairman, 
to  the  University  of  Wisconsin  \vi 
Fromstein.  Another  board  member 
lawyer,  helped  Fromstein  climb 
power  at  the  company  22  years  ago- 

It  was  surprising  that  the  board  i 
quiedy  by  when  Fromstein  edged  i 
Jon  Chait.  Chait  joined  the  compa 
after  serving  as  Fromstein's  lawyi 
during  the  batde  with  Blue  Arrow,, 
British  firm  that  took  over  Manpow* 
briefly  in  1987. 

After   reassurances   from   boa 
members  about  his  future,  in 
Chait  agreed  to  head  most  of  ill 


W^ 


International  operations,  includ-   | 
U  Europe.  Although  ostensibly   £ 
iswering  to  Chait,  in  reality  | 
irunelius  continued  to  operate   ? 
ranee  autonomously — as  he  had 
one   for   the    past   40    years. 
)uring  the  succeeding  two  years 
Chait  opened  70  offices  in  Italy 
bd  expanded  into  Spain  and 
weden,  capitalizing  on  recent 
iws  that  allowed  significant  tem- 
porary employment  for  the  first 
ime  in  those  countries. 
'  Chait's  mistake  was  tangling 
tith  Fromstein  and  his  battle- 
lardened  Frenchman.  When  the 
:rench  government  announced 
ast  January  that  it  would  reduce  a 
iubsidy  benefiting  employers  of 
ow-wage      workers — including 
:emp  agencies — the  boss  of  Man - 
jower's    French    business    was 
apparently   taken   by   surprise. 


It 


became  clear  to  me  that  there  was 
need   for  a   change   at   Manpower 

I  France,"  says  Chait. 

Chait  was  planning  to  return  to  the 

'  U.S.,  and  needed  a  strong  manager  to 


Jon  Chait  and  his  short-lived  hire,  John  Sharkey 
The  heir  apparent  and  his  successor  are  out. 

bring  France  into  line.  He  chose  John 
Sharkey,  the  former  head  of  Saatchi  & 
Saatchi  in  the  U.K.  who  also  managed 
Margaret  Thatcher's  election  cam- 
paign in  the  mid-Eighties.  Chait 
demanded  that  Grunelius  report  to 


Sharkey.  Grunelius  objected. 
Chait  backed  his  new  hire.  From- 
stein pushed  the  board  to  support 
Grunelius,  and  Chait  and  Sharkey 
resigned.  Fromstein  must  have 
been  relieved.  That  left  him  with 
no  apparent  successor. 

"It  just  didn't  feel  right  to  have 
France  reporting  to  a  new  guy,"  is 
Fromstein's  rationale  for  overrul- 
ing his  heir  apparent. 

If  nothing  else  to  date  has 
awakened  Manpower's  directors 
from  their  slumber,  this  should: 
Compare  Manpower's  operating 
margins,  at  2.6%,  with  Adecco's, 
at  4.2%,  or  Modis',  at  10.2%. 

Maybe  the  board  is  finally  stir- 
ring. Three  months  ago  John  R. 
Walter,  formerly  president  and 
chief  operating  officer  of  AT&T, 
joined  the  Manpower  board.  Is 
he  a  potential  stopgap  successor  to 
Fromstein?  Some  shareholders  think 
so.  Even  Fromstein  seems  to  realize 
that  his  time  has  come.  Says  he: 
"I'm  putting  pressure  on  myself  to 
replace  myself."  ■ 


TO  US,  THERE'S  ONLY  ONE  WAY  TO 
LOOK  AT  ANY  VEHICLE. 


At  Dana  Corporation,  there's  only  one  way  to  look  at  any  vehicle. 
From  underneath.  Because  that's  where  you'll  see  the  innovative 
Dana  systems  and  components  that  help  car,  truck  and  off-highway 

vehicle  manufacturers  around 
the  world  stay  ahead  of  their 
schedule  for  the  future.  Be  it 
a  complete  rolling  chassis  or  an  axle  with  Hydra-LokM  four-wheel 
drive.  Dana  is  more  than  just  a  systems  supplier  with  factories  all 
over  the  globe.  We're  an  idea  factory.  Visit  us  at  www.dana.com 
and  discover  how  we  can  serve  you  U'nder  the  vehicle  and  under 
the  hood  around  the  world.  ^sf^'f/ff€^/f^^pMy 


By  Thomas  Sowell 


Safety  and  wealth 


Society  pays 
a  heavy  price 
because 
liberals  tend 
to  seek 
"solutions" 
instead  of 
thinking 
in  terms  of 
trade-offs. 


A  recent  editorial  in  the  Washington  Post 
pointed  out  that,  while  thousands  have 
been  killed  by  Hurricane  Mitch  in  Central 
America,  it  has  been  a  quarter  of  a  century 
since  a  hurricane  killed  more  than  a  hun- 
dred people  in  the  United  States. 
Moreover,  the  editorial  writer  understands 
why:  We  are  a  wealthier  country,  which 
leads  to  a  better  ability  to  forecast  hurri- 
canes and  to  cope  with  them  through  stur- 
dier buildings,  mass  evacuations  and  more 
and  better  medical  care. 

In  short,  wealth  is  a  great  factor  in 
improved  safety.  This  is  too  often  complete- 
ly overlooked  by  safety  zealots  who  make 
grandiloquent  pronouncements  that  "what- 
ever it  costs,  it  is  worth  it  if  it  saves  just  one 
human  life."  Sacrificing  wealth  means  sacri- 
ficing safety  and  ultimately  lives.  Whether 
particular  regulations  save  more  lives  direct- 
ly than  they  cost  indirectly  by  sacrificing  or 
inhibiting  the  production  of  wealth  is  an 
empirical  question.  But  it  is  a  question  that 
is  seldom  asked. 

Despite  the  Washington  Post  editorial's 
promising  beginning,  it  never  reaches  the 
point  of  seeing  a  need  to  reconsider  safety 
crusades  that  sacrifice  wealth.  Instead,  the 
Post  simply  urges  sending  money  to  Central 
America  and  reducing  "global  warming"  in 
order  to  reduce  hurricanes. 

The  staggering  costs  of  the  "global 
warming"  crusade — both  directly  in  expen- 
ditures and  indirectly  in  perhaps  even  larger 
sacrifices  of  wealth  due  to  draconian  restric- 
tions on  production — are  painfully  ironic  in 
view  of  the  Port's  acknowledgment  that 
wealth  greatly  enhances  safety. 

None  of  this  gets  to  the  deeper  questions 
about  the  empirical  evidence  on  which  the 
"global  warming"  crusade  is  based. 
Weather  satellite  data  tell  a  very  different 
story  from  that  told  by  computer  models  or 
by  temperature  readings  taken  near  cities 
that  give  off  their  own  heat. 

The  scientist  who  set  up  the  American 
weather  satellite  system,  Dr.  S.  Fred  Singer, 
has  expressed  great  skepticism  as  to  whether 
the  globe  has  in  fact  gotten  any  warmer  in 
recent  years.  The  temperature  readings  from 
the  weather  satellites  don't  show  it.  The 
careful  analysis  ot  Uta  from  a  variety  of 


sources- by  Dr.  Singer  in  his  book  Hot  Talk\ 
Cold  Science  is  in  sharp  contrast  to  the  hys- 
terical simplicities  of  the  "global  warming" 
zealots  and  politicians.  Similar  conclusions 
are  explained  on  a  layman's  level  in  Thomas 
G.  Moore's  recent  book,  Climate  of  Fear- 
book  praised  by  Edward  Teller  and  by  a  pasl 
president  of  the  American  Academy  of 
Sciences,  among  others. 

The  larger  point  is  that  safety  involves 
trade-offs,  like  everything  else. 
Unfortunately,  liberals  tend  not  to  think  inj 
terms  of  trade-offs  but  instead  to  seek 
"solutions."  Nowhere  is  that  more  true 
than  in  issues  involving  safety. 

Mandatory  safety  devices  on  guns  are 
one  of  the  latest  safety  crusades.  Most 
firearms  already  have  safety  devices  of  one 
sort  or  another  but  safety  zealots  are  push- 
ing for  still  more  such  devices  to  be 
imposed  on  all.  It  never  seems  to  occur  to 
them  that  more  safety  in  one  respect  can 
mean  less  safety  in  other  respects. 

One  of  the  latest  high-tech  ideas  is  to 
have  the  gun  owner  wear  a  wristband  that 
gives  off  electronic  signals,  without  which 
the  gun  will  not  fire.  That  way  children  or 
others  who  find  the  gun  cannot  use  it. 

The  other  side  of  the  coin  is  that  this  andl 
other  new  safety  devices  increase  dangers  byj 
making  the  gun  less  accessible  when  it  is 
needed  in  self-defense.  When  there  is  an 
armed  intruder  in  your  home  in  the  middle 
of  the  night,  you  cannot  call  "time  out" 
while  you  go  look  for  your  wristband. 
There  also  may  not  be  time  to  undo  all  the 
other  new  safety  devices  that  third  parties 
have  chosen  to  impose  by  law. 

A  recent  study  at  the  University  of 
Chicago  showed  that  armed  citizens  have  a 
major  impact  in  reducing  violent  crime. 
Those  who  are  constantly  seeking  to  disarm 
law-abiding  citizens  shut  their  eyes  com- 
pletely to  such  evidence.  Crusaders  do  not 
want  to  be  confused  by  cost-benefit  analysis. 

Safety  crusades  create  political  dangers  as 
well.  No  matter  what  policy  we  follow  on  any 
safety  issue,  nothing  will  ever  be  completely 
safe.  This  means  that  there  will  always  be  a 
blank  check  for  a  never-ending  expansion  of 
laws  and  regulations,  unless  and  until  we 
begin  weighing  one  thing  against  another.  WM 


Dr.  Thomas  Sowell  is  an  economist  and  a  senior  fellow  at  the     'over  Institution  in  Stanford,  Calif. 
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brightness  and  clarity.  And  Hitachi's  Magic  Focus,  the  world's  only  automatic  convergence  system, 

ensures  perfect  focus  to  keep  the  picture  super  sharp  and  clear.  Once  you  see  Hitachi  UltraVision 

for  yourself,  you'll  wonder  why  anyone  would  want  to  watch  anything  else. 
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Thanks  to  that  IMF  transfusion,  South  Korea's  economy 
is  looking  healthier.  Appearances  are  deceiving. 


Symptom 
therapy 


By  Neil  Weinberg 


Hyundai  founder  Chung  Ju  Yung,  right,  seals  tourism  deal  with  North  Korea's  Kim  Jon^ 
The  biggest  chaebol,  like  its  brethren  hasn't  quit  chasing  grand  whims. 
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The  Korean  stock  market 
doubled  since  June.  Korea's  curr«| 
account  surplus  will  approach  $ 
billion  in  1998,  while  its  cufrerj 
reserves  are  up  from  $7  billion  1; 
last  year  to  a  record  $46  billion.  T 
won  has  gained  60%  against  t 
dollar,  and  three-year  domestic  1 
porate  bond  rates  are  down  fr< 
30%  to  7.8%. 

But  the  celebrating  is  a  bit  pre 
ture.  Korea  is  like  a  patient  reviv 
by  a  blood  transfusion  by  doct 
who  do  nothing  to  stop  the  hem 
rhaging.  The  transfusion  came  ad 
$58  billion  IMF-led  loan  package 

A  big  part  of  the  gain  in  the  Ba 
of  Korea's  reserves  has  come  fro 
delaying  $22  billion  in  short-ter 
foreign  debt  payments.  The  count 
will  need  every  penny  it  can  accum 
late  from  the  trade  surplus  becau 
some  $36  billion  in  foreign  debt  w 
come  due  next  year.  The  curre 
account  surplus  has  been  impressi 
enough,  but  it  has  been  achieve 
only  through  painful  sacrifice:  im: 
imposed  austerity  will  this  yei 
depress  domestic  demand  25%  an 
GDP  around  7%,  leading  to  a  22 
drop  in  imports,  estimates  Parib; 
Asia  Equity. 

The  basic  organic  problems  remai 
untreated.  The  financial  system  is 
mess,  and  the  country's  chaebol,  oi 
corporate  conglomerates,  still  spraw 
inefficiently  across  industries. 

The  government  is  supposed  t< 
recapitalize  the  banking  system  witi! 
a  $51  billion  injection  of  publi 
funds  plus  $15  billion  in  new  ban! 
debt  and  equity.  The  total  comes  ft 
$66  billion — not  much  against  non 
performing  loans  running  anywhen 
from  $110  billion  to  $220  billion. 

That's  33%  of  GDP,  minimum 
versus  the  3%  of  gdp  it  cost  the  U.S 
to  mop  up  its  savings  and  loans  mes: 
a  decade  ago.  Instead  of  folding 
weak  banks,  the  government  is  merg 
ing  many  of  the  weak  with  the  weak 
"With  few  exceptions  the  financia 
profiles  of  banks  mentioned  [a* 
merger  candidates]  are  too  similar  tc 
benefit  from  mergers,"  Standard  & 
Poor's  wrote  in  June. 

Worse,  Korea's  grossly  overlever- 
aged  chaebol  (average  debt  ratio 
520%)  are  doing  almost  nothing  to 
cut  debt.  Except  for  a  handful  of 
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Use  of  credit  cards  for  vehicle  purchases  may  be  limited  by  state  law  or  dealer  policies.  ©  1 999  Citibank  (South  Dakota),  N.A.  Member  FDIC 


well-publicized  deals,  like  Hansol 
Paper's  $1  billion  sale  of  its  newsprint 
paper  operations,  asset  sales  are  drag- 
ging. Among  the  big  five  chaebol — 
Hyundai,  Samsung,  Daewoo,  LG  and 
SK — there's  not  even  a  pretense  of 
deleveraging. 

Their  debt  levels  have  actually 
been  rising,  thanks  to  deals  like 
Hyundai's  recent  purchase  of  bank- 
rupt Kia  Motors — a  transaction  so 
laden  with  debt  that  Ford  Motor, 
already  a  big  Kia  shareholder, 
showed  little  interest.  The  big  five 
chaebol  have  sold  $28  billion  in 
domestic  bonds  this  year,  hogging 
77%  of  the  bond  market. 

While  President  Kim  Dae  Jung 
applies  intense  pressure  on  these  cor- 
porate behemoths  to  swap  business- 
es, they  are,  in  effect,  thumbing  their 
noses  at  the  government's  and  the 
IMF's  efforts  to  create  a  more  open, 
competitive  economy.  President  Kim 
recendy  held  a  dinner  to  honor  chae- 
bol heads  who  had  helped  restruc- 
ture. Not  a  single  chief  of  the  five 
biggest    groups    was    there.    Kim 


"All  the  interest  [in  invest- 
ing in  Korea]  has  been 
disappointed.  People  are 
starting  to  look  to  invest 
in  Japan  instead." 


apparently  could  find  nothing  to 
honor  them  for. 

"We  need  to  cut  off  some  legs  of 
the  octopuses,  but  the  [big  five] 
chaebol  owners  aren't  willing  to  do  it 
voluntarily,"  complains  Kim  Tae- 
Dong,  senior  presidential  secretary 
for  policy  and  planning.  "In  the  U.S. 
shareholders  might  vote  them  out. 
In  Korea  they  dominate  with  com- 
plex cross-shareholdings,  so  what 
can  we  do?" 

The  government  is  pushing  chae- 
bol-owned Hyundai  Electronics  and 
LG  Semiconductor  to  merge.  Close 
plants  or  sell  some  to  foreigners? 
Heaven  forbid.  The  new  entity  would 
still  have  a  400%  debt  ratio,  versus 
50%  or  less  for  Taiwanese  rivals. 


"Two  bad  companies  don't  ma 
a  good  one,"  says  Keunmo  Lee,  htl 
of  research  at  keb  Salomon  Sm[ 
Barney  "If  I  were  grading  Korel 
corporate  restructuring,  I'd  give  itl 
F."  The  vast  majority  of  efforts 
foreign  firms  to  get  a  foothold  ha 
been  resisted  or  fallen  apart  o\| 
price,  job  cuts  and  control  issues. 

"In  the  West  creditors  come  in  a| 
say,  'You  have  no  hope  of  making 
profit,  so  you're  done,'  "  says  Geor 
Goundry,  an  analyst  at  abn  Ami 
Asia  in  Seoul.  "In  Korea  they  kel 
the  walking-dead  walking.  Markl 
forces  still  aren't  determining  values 

Is  the  IMF-bought  breathing  rool 
being  used  to  throw  good  mon{ 
after  bad?  It  sure  looks  that  way.  'Vl 
the  interest  [in  investing  in  Koref 
has  been  disappointed,"  says  Florn| 
Budde,  a  principal  at  McKinsey 
Co.  in  Seoul.  "People  are  starting  I 
look  to  invest  in  Japan  insteadf 
Seoul's  first-class  hotel  rooms,  om| 
jammed  with  deal-seeking  foreigi 
ers,  fetch  30%  or  so  less  than  tht| 
did  a  year  ago. 


Standard  of  Excellence 

The  Chartered  Financial  Analyst  (CFA®)  designation.  Representing 
professional  integrity,  practical  experience,  and  quality  service  to 
investors  and  employers.  These  business  and  ethical  standards  shape 
all  of  the  investment  activities  of  a  CFA  charterholder.  Compliance  with 
the  AIMR  Code  of  Ethics  is  not  an  option  —  it  is  a  condition  of  maintain- 
ing the  right  to  use  the  CFA  designation.  Once  it's  earned,  charterholders 
provide  employers  with  a  critical  competitive  edge.  And  investors  with 
uniquely  qualified  advice  that  allows  them  to  invest  with  confidence. 

The  Association  for  Investment  Management  and  Research  sponsors 
the  CFA  program,  along  with  professional  development  services 
for  over  35,000  members  in  70  countries  around  the  globe.  All 
designed  to  promote  integrity  and  knowledge  among  investment 
professionals  worldwide. 
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SETTING  A  HIGHER  STANDARD 

For  more  information  and  a  free  brochure, 
call  1  800-247-8132  or  visit  www.aimr.org. 


TiAA-CREF. 

Proven 

Solutions 

To  Last 

a  Lifetime. 

We  take  a  lot  of  pride  in  gaining 
high  marks  from  the  major  rating 
services.  But  the  fact  is,  we're 
egually  proud  of  the  ratings  we 
get  in  the  mail  every  day  from 
our  participants.  Because  at 
TIAA-CREF,  ensuring  the  finan- 
cial futures  of  the  education  and 
research  community  is  something 
that  goes  beyond  stars  and 
numbers.  So  from  mutual  funds, 
traditional,  variable  and  personal 
annuities  to  life  insurance  and 
IRAs,  you'll  find  we  provide 
the  right  choices — and  the 
dedication — to  help  you  achieve 
a  lifetime  of  financial  goals. 
The  rating  services  back  us  up. 
So  does  Bill. 

To  receive  a  free  Personal 
Investing  Kit,  including  charges 
and  expenses,  call  us  at 
800  226-0147.  It  contains 
prospectuses  for  our  variable 
annuities  and  mutual  funds. 
Please  read  them  carefully  before 
you  invest  or  send  money. 
www.tiaa-cref.org 
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Ensuring  the  future 

for  those  who  shape  it.SM 
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CREF  Equity 
Index  Account 
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{After  32  years, 

In  the  Quest  for  High  Performance,  SqlsJ 


By  John  Cafanj    iCor 


If  you're  an  automotive  designer,  there  isn't  a 
more  challenging  or,  ultimately,  a  more  reward- 
ing assignment  than  to  be  given  the  opportunity 


!The  new  lighter,  stiffer  hardtop  takes  Corvette 
performance  capabilities  to  the  ultimate  degree 

to  create  the  next  Corvette!  It's  not  something 
we  take  lightly.  Great  automotive  design  and 
Corvette  have  gone  together  since  the  very  first 
one  in  1953.  It's  about  heritage,  passion,  tradition 


and  the  future,  all  at  once.  And  the  fact  that  any 
new  Corvette  design  must  speak  loudly  of  the 
performance  potential  that  lies  underneath  the 
skin.  The  new  Corvette  hardtop  would  certainly 
have  to  measure  up  to  some  pretty  lofty  standards. 

Our  Future  Must  Start  With  Our  Past.  Our  past 
is  really  important  to  the  Corvette  Design 
Team.  Each  and  every  day,  we  live  and 
breathe  Corvette  history.  Legends  like  the 
Corvette  SS.  The  original  Sting  Ray.  The  '63 
Coupe.  The  Mako  Shark.  It's  all  there  for  us  to 
see  whenever  we  turn  a  corner  in  the  halls  of 
our  design  studios.  From  memorable  street 
cars  and  significant  race  cars  to  forward-looking 
concept  cars  and  design  studies,  we  feel  the 


Corv 


Detailed  aerodynamics:  Like  all  Corvette  models, 


Next 
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bp  Corvette  is  back.} 

!  ies  You  Have  to  Get  Back  to  the  Basics. 


ner,  Corvette 


4  Hr  is  designed  to  manage  air  flow  and  reduce  drag  | 

i <  Hardtop  Is  the  Essence  of  Corcette. 

5  Bra  of  the  competition  Grand  Sport,  a 
i  of  configuration  has  always  meant  the 
:fe  performance  Corvette,  and  the  new 
wis  no  exception.  To  accentuate  the 


purity  of  the  shape,  we  created  a  minimal  "green-       standard  Z51  Performance  Handling  Package 


house,"  getting  back  to  the  functional  simplicity 
of  all  sports  cars.  By  doing  this,  we  enhanced  the 
taut,  muscular  fenders,  elegant  wheel  openings 
and  aggressive  wheels.  We  feel  the  look  empha- 
sizes the  true  spirit  of  the  car.  The  net  impact  we 
were  going  for  is  one  of  no-nonsense  power  and 
pure  performance;  in  other  words,  the  very 
essence  of  what  Corvette  is  all  about. 

For  Purists,  It's  the  Ultimate  Corvette.  We  didn't 
want  this  Corvette  to  lack  for  anything.  After  all, 
this  was  the  first  fixed-roof  Corvette  in  32  years, 
so  it  had  to  have  all  the  performance  ingredients 
that  make  the  new  convertible  and  coupe  so 
special  to  begin  with.  The  Corvette  Design  Team 
went  to  work  from  there.  Starting  with  its 
lighter-weight  structure  consisting  of  a  strong 
perimeter  frame  combined  with  a  center  back- 
bone (the  C5  was  already  over  four  times  stiffer 
than  the  previous  generation),  the  new  hardtop 
configuration  is  even  more  rigid  for  enhanced 
road  "feel"  and  overall  solidity.  From  there,  this 
new  Corvette  gets  all  the  right  stuff:  all-aluminum 
5.7-liter  V8  with  sequential-port  fuel-injection,  345 
horsepower  at  5600  rpm,  350  lb.-ft.  of  torque  at 
4400  rpm  and  electronic  "drive-by-wire"  throttle 
control.  Close-ratio  six-speed,  rear-mounted 
manual  transmission.  Limited  slip  differential. 
Speed-sensitive,  variable-effort,  rack-and-pinion 
power  steering.  Huge  4-wheel,  ventilated  power 
disc  brakes.  17"x  8.5"  aluminum  wheels  in  the 
front,  18"x  9.5"  in  the  rear  with  Goodyear  Eagle  Fl 
GS  high-performance,  extended-mobility  tires. 
Lightweight  aluminum  suspension  pieces  and 


(which  includes  stiffer  springs,  larger  stabilizers 
and  larger  mono  tube  shocks).  In  short,  there's 
enough  performance  hardware  here  to  please 


{The  rear-mounted  transmission  in  Corvette  contributes  to  the  1 
excellent  weight  distribution  and  responsive  performance.  J 

even  the  most  hard-core  enthusiasts.  And 
that's  what  it's  all  about,  really.  Performance 
for  performance  sake.  For  purists,  it  is  easy  to 
see  why  the  hardtop  is  the  ultimate  Corvette. 

Work?  It's  a  Labor  of  Love.  To  say  everyone  here 
on  the  Corvette  Design  Team  loves  these  cars  is 
an  understatement.  We  drive  them.  We  collect 
them.  We  even  race  them.  We're  Corvette 
enthusiasts  through  and  through.  That's  why 
we  love  the  new  hardtop.  It  represents  every- 
thing Corvette  stands  for:  Power.  Passion. 
Advanced  Technology.  Performance.  And  The 
Future.  Drive  one  and  you'll  see  what  we  mean. 


Call  1-800-950-2438 
or  visit  www.chevrolet.com. 


©1998  GM  Corp.  Buckle  up,  America!  W 


Bv  Peter  Huber 


Herod  II 


Some  time  next  year 
an  embryo  will  be 
cloned  from  a  human 
adult.  It  will  be 
implanted  in  the  uterus 
of  a  young  woman 
selected  with  some  care 
for  her  wide  pelvis  and 
robust  health.  A  son 
will  be  born  at  the 
dawn  of  the  third  mil- 
lennium. Neither 
angels  nor  news  wires 
are  likely  to  herald  the 
birth.  The  father — an  Asian  plutocrat, 
South  American  kleptocrat  or  aging  West- 
ern rock  star — won't  be  looking  for  publici- 
ty. He  will  be  looking  for  everlasting  life. 

In  the  last  few  months  the  technological 
annunciations  have  become  quite  clear.  Eng- 
lish scientists  recently  finished  the  first  com- 
plete decoding  of  the  genes  of  a  multicelled 
animal,  a  roundworm.  The  decoding  of  the 
human  genome  will  be  completed  within  a 
few  years,  much  earlier  than  expected  only  a 
short  while  ago.  Researchers  funded  by 
Geron,  a  Menlo  Park,  Calif,  company,  have 
grown  stem  cells  from  human  embryos  and 
fetuses  into  neurons,  muscle  cells  and  other 
tissues.  Medicine  in  general  is  being  reduced 
to  chemistry;  reproductive  medicine  won't 
be  the  exception.  December  brought  reports 
from  Japan  of  the  cloning  of  cows — the 
fourth  mammal  to  be  copied.  What  is 
biotechnically  possible  with  a  sheep  or  cow 
is  readily  possible  with  a  man. 

Genetic  technology  is  headed  down  the 
same  cost  curve  as  silicon  technology,  just 
some  decades  behind  it.  Moving  mountains 
of  material  or  energy  is  inherently  expen- 
sive. Moving  electrons,  atoms  and  mole- 
cules around  is  inherently  cheap,  once  vou 
learn  the  trick.  Fifty  years  ago  the  world 
didn't  have  a  single  transistor;  today  it  has 
trillions.  Thirty-  years  ago  medicine  had  little 
idea  how  to  turn  off  the  biochemical  chain 
reaction  we  call  cancer.  When  they  arrived, 
the  first  chemotherapies  for  cancer  were 
clumsy  and  expensive.  But  recent  advances 
have  come  fast.  The  clone  wizards  are  now 
learning  to  turn  on  what  the  oncologists  are 


learning  to  turn  off.  The  key  breakthrough! 
have  already  occurred;  all  the  rest  now  is 
detail.  It  will  be  worked  out  terribly  fast: 

Cloning  technology  cannot  be  contained 
by  pulpit  or  commission.  The  raw  materials 
are  ubiquitous;  the  processing  tools  are 
quite  simple  and  inexpensive.  Proliferation 
of  the  other  technology  of  the  atom — the 
nuclear  bomb — has  been  limited  mainly  by 
the  difficulty-  of  extracting  the  key  raw 
material,  which  is  very  rare.  Enriching  ura- 
nium requires  an  enormous  capital  and 
technological  infrastructure.  Replicating  cel-| 
lular  protein  doesn't. 

The  political  incentives  to  block  bio- 
atomic  power  are  far  weaker,  too.  The 
specter  of  the  double  helix  is  not  the  specter 
of  Hiroshima.  There  will  be  no  global 
outcry  on  the  cold  and  frosty  morning  that 
Saddam  II  draws  his  first  breath  in  the 
bassinet  of  an  ultraprivate  hospital  nestled 
somewhere  in  the  hills  above  Zurich. 

And  if  not  Zurich,  then  Stockholm  or 
Buenos  Aires.  New  York  won't  be  far 
behind.  Harvard's  legal  academics  are 
already  busily  explaining  why  self-procre- 
ation is  as  fundamental  a  right  as  abortion, 
which  is,  under  current  readings  of  the 
Constitution,  very  fundamental  indeed. 
A  society  that  not  only  accepts  but  openly 
admires  the  no-dad  and  two-dad  family 
will  find  a  way  to  get  comfortable  with  the 
all-dad  child.' 

The  bio-industrial  complex  will  copiously 
replicate  the  genes  of  only  the  rich  and  the 
powerful,  for  the  first  few  rounds  anyway, 
until  the  costs  begin  to  fall.  The  politically 
correct  among  us  insist  that  genes  don't 
actually  determine  anything  much  at  all.  But 
as  identical-twin  studies  already  confirm, 
genes  in  fact  determine  a  lot,  including 
many  basic  facets  of  character.  In  all  likeli- 
hood, the  new  progeny  of  old  genes  will 
turn  out  as  self-absorbed  and  manipulative 
as  their  biological  fathers. 

Issuing  as  they  will  from  the  not-at-all 
meek  or  mild,  the  first  generation  of  clone- 
kids  will  inherit,  along  with  their  DNA,  a  rich 
legacy  of  economic  and  social  power.  They 
are  likely  to  do  very  well  for  themselves,  if 
not  for  society. 

There  was  a  day  when  even  kings  might 
put  their  hope  and  faith  in  a  child  of 
humble  origin.  In  our  narcissistic  times,  it 
will  be  Herod  the  Great  who  travels  afar  to 
gaze  upon  a  biological  copy  of  himself.     H 


Peter  Huber,  a  senior  fellow  of  the  Manhattan  Institute,  is  the  author  of  Law  and  Disorder  in  Cyberspace  (Oxford  Press,  1997); 
E-mail  address:  PeterWHuber@MSN.com  Home  page:  http://www.phuber.com/huber/home.html 
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American  Re  and  Munich  Re  have 

joined  together  to  create  a  more  powerful  force 
in  the  strategic  management  of  risk: 


Munich-American  RiskPartners 


09.      -*UtojaS; 


"  -  .  '  --JC'    i# 


WE  CAN   HELP  YOUR  COMPANY  THRIVE 

IN-THE   MOST  DIFFICULT  CIRCUMSTANCES 


©1998  MUNICH-AMERICAN  RISKPARTNERS 


Combining  the  alternative  market  experience  and  creativity  of  Am -Re  Managers  with  the  financial 
ntegrity  of  Munich  Re,  Munich-American  RiskPartners  offers  clients  more  resources,  more  capabilities  and  a  broader 
lobal  reach.  Of  course,  our  people  and  our  approach  to  the  intelligent  assumption  of  risk  remain  the  same.  We'll  work 
nth  you  to  develop  an  integrated,  cohesive  program  that  makes  a  genuine  contribution  to  your  bottom  line.  However 
lostile  the  environment,  we  enhance  your  company's  ability  to  conduct  its  business  more  successfully,  while  mini- 
nizing  the  potential  for  loss.  And  after  all,  isn't  that  what  a  good  partner  is  all  about?  let's  talk  business 
rOR  more  information,  contact  us  at  (609)  275-2000  or  www.mariskpartners.com 
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Munich-American  RiskPartners  ^= 


A  Member  of  the  Munich  Re  Group 


HKl.'I^  lunch 

In  which  a  wise  scientist  demolishes 
some  of  my  most  cherished  cliches. 

A  dyed-in-the 
wool  skeptic 


By  Dyan  Machan 

I  have  lunched  with  a  wide  variety 
of  folk  in  pursuit  of  my  Forbes  assign- 
ment, but  never  with  anyone  quite  as 
contrarian  as  Ralph  Gomorv,  president 
of  New  York- based  Alfred  P.  Sloan 
Foundation.  Every  piece  of  accepted 
wisdom  that  I  threw  at  him,  he  threw 
right  back  at  me. 

Like  this:  Aren't  Americans  working 
harder  than  ever?  Seems  true  but  is 
not,  he  says. 

I  lob  another:  Knowledge  has  no 
boundaries?  Wrong,  he  says.  There 
are  things  we  know  are  unknowable. 
None  of  this,  mind  you,  is  in  a  con- 
frontational tone.  A  widely  regarded 
scientist,  Gomory,  at  69,  is  polite  and 
courteous.  But  he  has  trouble  tolerat- 
ing imprecision.  An  innovative  thinker, 
he  led  all  ibm  research  labs  as  director 
from  1970  to  1987.  His  independent 
streak  helped  him  champion  such 
innovations  as  the  first  relational  data 
bases,  and  the  now  industry  standard 
one-device  memory  cell. 

When  Gomory  disputes  a  point,  he 
leans  forward,  narrowing  his  eyes  as  if 
to  peer  into  a  microscope.  He  then 
locks  into  your  eyes.  And  politely 
demolishes  whatever  you  just  said. 

When  our  waiter  arrived  at  our 
table  at  the  Rainbow  Room,  high  atop 
New  York's  ge  Building,  I  expected 
Gomory  to  contradict  the  waiter  when 
he  announced  the  specials. 

The  much-vaunted  American  work 
ethic:  "People  have  done  research  to 
try  and  show  that  individuals  are 
working  longer  and  harder,"  he  says. 
"The  best  data  show  that  profession- 
als are  working  somewhat  longer  than, 
say,  20  years  ago,  but  just  a  few  hours 
more  per  week.  However,  people  in 
lower  echelons  are  working  less,  so  the 
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average  hasn't  changed." 

Gomory  doesn't  dispute  tb 
people  do  feel  more  frazzled  the 
days,  but  it  isn't  work  that's  getting 
them.  It's  that  they  have  to  jugg 
work  with  domestic  chores  in  todail 
*  typical  two-earner  household. 

Gomory:  "It's  not  that  one  ino 
vidual  is  working  longer  so  much 
that  two  people  are  now  doing  thr< 
jobs.  In  the  past,  one  person  did  tl 
working  job  and  the  other  oi 
brought  up  the  family,  took  care 
the  home,  built  a  social  network  ( 
anything  else  you  want  to  describe 
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at  category.  It  was  never  recognized 

a  job.  But  it  was. 

"Now  both  parties  come  home 
om  work  and  keep  working.  That's 

hy  there's  a  general  perception  of 

erworking." 

Studying  two-career  families  is  one 
f  the  things  the  Sloan  Foundation 
oes.  Its  focus  is  on  people,  not  the 
oor,  but  everyday  people. 

It  seemed  to  me  the  individuals 
ivolved  must  like  the  new  way  or 
hey  would  find  a  new  alternative. 

Gomory  replies  that  that  was  just 
ay  assumption.  "It  may  turn  out  that 


Carpe  Schedulum:  A  short  course  on  the 
subject  of  time  (yours),  and  jet  aircraft 
(in  this  case,  ours). 

Our  Flexjet  Fractional  Ownership  program 
puts  control  of  your  schedule  back  where 
it  belongs:  with  you.  Now  you  can  own  as  much 
of  a  Learjet*  or  Challenger*  business  jet  as  you 
need;  for  extremely  busy  people  (that's  you), 
direct  from  the  manufacturer  (that's  us).  For  as 
little  as  $175,000**  per  year.  To  learn  more,  give 
us  a  toll-free  call  at  1-800-FLEXJET  (353-9538). 
No  need  to  wait  any  longer.  As  we  like  to  say, 
we're  ready  when  you  are. 
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everybody  really  loves  this,  and  it 
is  good  for  the  kids,"  he  says. 
"The  point  is  I  don't  think  we 
know." 

Suppose  it  turns  out  people 
don't  like  it? 

"If  I  could  solve  this," 
Gomory  replies,  "I'd  say  what 
you  really  need  is  real  part-time 
employment  for  one  of  the  par- 
ties. Not  a  dead-end  part-time 
job,"  he  says. 

Almost  forgetting  food,  I 
challenge  him:  Don't  we  have 
that?  I  think  of  mothers  I  know 
who  work  part-time. 

"Yes,"  he  says,  "but  many 
times,  part-time  turns  into  full- 
time  at  half  pay.  So  the  work  place  has 
not  evolved.  It  tends  to  be  all  or  noth- 
ing, except  for  some  trimming  around 
the  edges.  Nor  has  the  support  struc- 
ture for  the  home  adapted. 

"For  instance:  When  does  an  elec- 
trician come?  From  8  a.m.  to  5  p.m. 
Nobody  is  home." 

We  move  on  to  another  common 
assumption  about  American  life. 
Gomory:  "Today  there's  an  assump- 
tion that  we  have  a  shortage  of  com- 
puter programmers.  I'm  skeptical." 

At  this  point,  his  skepticism  doesn't 
surprise  me.  He  went  on:  "Late  in  the 
1980s  we  had  a  projected  shortage  of 
scientists  and  engineers.  At  our  foun- 
dation, every  second  proposal  came  in 
with  the  preamble  'because  of  the 
shortage  of  scientists  and  engineers  we 
need  to.  .  .  .' 

"Oddly  enough,  the  shortage  never 
materialized.  Because  it  was  an  inven- 
tion. Some  researchers  at  a  science 
foundation  did  some  modeling  and 
projected  supply  and  demand.  Very 
questionable  work,  but  it  suited  some- 
one's agenda." 

Gomory  presses  his  hands  against 
his  ears  as  if  to  shut  out  noise.  "Ideas 
that  suit  someone's  agenda  are  often 
taken  up  with  great  vigor  and  become 
widely  accepted,"  he  sighs. 

For  example?  Gomory  says  the 
assumption  about  the  shortage  of 
computer  people  suits  a  certain  type 
of  employer. 

"The  immigration  bill  that  recent- 
ly passed  in  Congress  was  intended  at 
least  in  part  to  address  this  'short- 
age.' Well,  we  at  the  Sloan  Founc 
tion  say,  'gee,  this  is  interesting,  bin 
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Instead  of  accepting  infor- 
mation as  fact,  we  ought  to 
be  taught  that  it  is  only  a 
fragment  of  knowledge  on 
the  edge  of  the  unknown. 


is  it  true?'  We  heard  a  presentation 
from  one  of  the  major  proponents  of 
the  shortage  and  found  it  complete- 
ly unconvincing. 

"At  the  same  time,  we  are  getting 
e-mail  from  40-year-old  program- 
mers who  say,  'Hey,  no  one  will  even 
give  us  an  interview.  They  just  want 
young  people  who  will  work  24 
hours  a  day.'" 

Sipping  his  water,  our  skeptical 
Gomory  pauses  to  add,  "I  think  it 
would  help  to  know  what's  really 
going  on." 

I  figure  this  is  one  Gomory  will 
agree  with:  Don't  we  need  to  do 
something  drastic  about  our  messed- 
up  educational  system? 

He  doesn't.  "I'm  not  going  to  give 
you  the  usual  stuff,"  he  says,  provoca- 
tively. "European  high  school  gradu- 
ates are  generally  two  years  ahead  of 
ours  in  what  they  learn.  It's  been  this 
way  for  years.  And  you  know  what?  It 
doesn't  seem  to  matter.  It  could  be  an 
advantage  to  us.  In  many  countries 
around  the  world,  there  is  much  more 
respect  paid  to  education  and  teachers 
than  we  show  here.  In  fact,  we  toler- 
ate disrespect  and  contempt  for  teach- 
ers," he  says. 

Isn't  that  awful?  Not  entirely,  says 
Gomory.  Americans  respect  those  who 


do,  not  those  who  teach,  an 
that  helps  fuel  American  entil 
preneurship. 

Gomory  ventures  that  hi 
educated  high  school  kids  m 
be  less  important  to  the  nati 
than  having  more  kids  with] 
higher  education.  The  Slo 
Foundation  has  invested  $ 
million  in  what  it  calls  Asy 
chronous  Learning  Networ 
where  people  with  families  arj 
jobs  can  get  advanced  trainir. 
or  a  university  degree  over 
Internet. 

So  far  we've  talked  abou 
Sloan  projects  dealing  with  vei 
practical  topics.  But  the  four 
dation  is  also  deep  into  a  project  t 
discover  the  limits  of  what's  knowr 
unknown  and  unknowable.  Wh 
good  is  that? 

"We  grow  up  thinking  more  i 
known  than  actually  is  known,"  h] 
replies.     For    example     he     cite 
Herodotus,  the  source  for  much 
what    we     know     about     ancie 
Greece.     "Instead     of    acceptin 
[Herodotus']  information  as  fact 
we  ought  to  be  taught  that  it  is 
fragment  of  knowledge  on  the  edg 
of  the  unknown.  That  pushes  us  t< 
look  further." 

Now  we  have  it.  Of  course 
Gomory  is  a  genuine  skeptic.  Not ; 
cynic.  A  skeptic.  Ancient  Greel 
skeptics  believed  that  all  knowledge 
is  uncertain.  That  led  them  to  keep 
asking  questions  rather  than  becom 
ing  silenced  by  certainty.  That's  how 
we  discovered  the  world  is  rounc 
and  that  the  sun  doesn't  revolve 
around  the  earth. 

We  shouldn't  be  too  certain. 
Gomory  says,  that  everything  is 
knowable.  "Weather  is  only  some- 
what predictable.  It  can  be  changed 
with  a  sneeze!"  Who  doesn't  know 
that  the  weather  people  are  always 
wrong  more  than  a  few  days  ahead. 
Another?  "The  fluctuation  of  stock 
prices.  Too  many  interacting  unpre- 
dictable factors.  There  are  times 
when  it  pays  to  give  up  on  what  we 
can't  discover  and  concentrate  on 
what  we  can." 

Plates  cleared.  I  went  out  into  the 
cold  air  of  Manhattan  thinking  that 
this  guy  had  contradicted  just  about 
everything  I  said.  M 

Forbes  ■  January  11,  1999 


>t    .     ^/Il 


4  ^ 


i 


u  •- 


r 


"It's  an  unsettling  thought,  but  if  every  other  technology 

company  in  the  world  mysteriously  disappeared,  we  could 

probably  get  by  on  NEC  alone/' 


That's  because  NEC's  expertise  spans  the  computer,  communications,  imaging  and  semiconductor  technologies  that 
together  make  up  the  world  of  multimedia.  Our  ATM  systems  integrate  voice,  video  and  data  so  you  can  collaborate 
on  just  about  any  kind  of  project  with  colleagues  just  about  anywhere.  Our  graphics  accelerators  give  countless 
interactive  games  their  turbocharged  thrills.  Our  full-color,  hand-held  computers 
let  you  slip  your  office  into  your  briefcase.  Our  new,  flat  panel  monitors 
are  delivering  superior  image  quality  from  almost  any  angle.  And  our  virtual 
microscopes  are  creating  a  whole  new  way  to  study  the  motions  of  molecules. 
Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  can  help 
you  run  it.  WWW.nec.com   1.800.338.9549 


just  imagine 

NEC  MULTIMEDIA 


ADJUST  ATTITUDES. 

MOTIVATE 
THE  TROOPS. 

CHARGE  THEIR 

ENTREPRENEURIAL 

SPIRIT. 


Here's  a  tip  to  keep  your  employees 
in  top  form:  More  than  10,000 
companies  in  the  United  States  have 
discovered  that  professionally  flown, 
turbine-powered  business  aircraft 
actually  can  change  the  way 
employees  think  and  act. 

Suddenly,  markets  once  thought 
distant  and  difficult  to  reach 
are  open  and  accessible. 

The  inexpensive  land  and  reliable 
labor  of  Rural  America  becomes  just 
a  short  hop  away,  cutting  production 
and  transportation  costs. 


And  travel  time,  once  chalked  up 
by  companies  as  necessarily  lost 
in  the  ordinary  course  of  business, 
now  ranks  among  the  most 
productive  of  the  day,  a  benefit 
of  the  uninterrupted  (and 
confidential)  conference  or  study 
time  available  enroute  on  business 
aircraft  -  an  office  that  moves. 

Customer  service,  even  emergency 
customer  service,  takes  on  an  easy, 
instantaneous  quality.  Customers 
really  notice  and  appreciate  your 
commitment,  which  shows  up  on 
your  next  quarterly  report. 


CHANGE 

YOUR 

CORPORATE 

CULTURE 


And  whether  old  or  new,  customers 
practically  leap  at  the  chance  to  visit 
when  yon  offer  to  pick  them  up 
in  the  morning  and  return  them 
home  the  same  day. 

Of  course,  employee  time  saved  by 
flying  nonstop  often  fully  offsets  the 
cost  of  getting  there  vis-a-vis  less 
efficient  ways  of  travel.  And  when 
you  add  the  value  of  employee  time 
saved,  productivity  gains  enroute, 
overnight  stays  eliminated,  and  family 
time  restored,  you'll  discover  that 
travel  by  business  aircraft  often  is  less 
expensive  than  the  alternatives. 
Yes,  less  expensive. 


For  all  these  routine  reasons  and 
more,  business  aircraft  have  been 
energizing  corporate  cultures  and 
bottom  lines  for  more  than  70  years. 

In  fact,  today  the  vast  majority  of  the 
most  productive  and  profitable  com- 
panies see  business  aircraft  as  simply 
an  ordinary  business  travel  option 
useful  to  maximize  their  two  most 
important  assets  -  people  and  time. 

You  can  too.  To  find  out  how,  just 
call  (800)  9-AVIATE  or  visit  us 
on  the  Web  at  www.nbaa.org/why. 
After  all,  attitude  adjustment  has  to 
start  with  someone.  Why  not  you? 
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Edited  by  Tom  Post 


►  up  &  COMERS 

Designer  Barry  Kieselstein-Cord  has 
turned  art  into  a  hard-edged  business. 


Crafty 


?mm- 


Portrait  of  an  artist:  Kieselstein-Cord  has  been  a  bold  innovator  in  design— and  in  company  building. 


Many  artists  are  consumed  with  their  creativity — and 
pretty  soft-headed  when  it  comes  to  business. 

Not  Barry  Kieselstein-Cord,  50.  You  might  have  seen 
some  of  his  popular  jewelry  designs — the  quarter  moon, 
the  elaborate  scenes  on  the  flip  side  of  belt  buckles,  the 
curling  alligator.  But  you  may  not  ha\  e  known  that  his 
business  sense  is  as  highly  developed  as  his  artistic  talent. 

It  starts  with  control.  Even  after  a  quarter-century,  Kiesel- 
stein-Cord still  supervises  every  design  and  finished  prod- 
uct in  his  midtown  Manhattan  studio.  He  has  to:  Consid- 
ering what  his  creations  retail  for — up  to  1 ,800  for  a  belt 
with  silver  buckle  and  SI  1,000  for  an  eveni  •  with  18- 

karat  gold  components — rejections  are  costly  They  waste 


expensive  labor  anc  '*,! 
delay  deliver}'  time. 

He     trains    videc 
cameras  on  his  arti 
sans   to   keep   those 
precious  metals  and 
gems   from  walkin 
out    the    door.    D 
employees  resent  it 
Kieselstein-Cord  says 
his  workers  asked  for 
the  surveillance  as  a 
way    of    protecting 
their  profit  sharing. 

He's  also  fiercely 
protective  of  his 
designs.  When  he 
found  out  someone 
was  knocking  off  his 
popular  sterling  Win 
Chester  belt  buckle  for 
12  bucks,  Kieselstein-  >■' 
Cord  took  him  to 
court.  The  case  went 
all  the  way  to  the; 
Second  Circuit  Court  ? 
of  Appeals  in  New 
York — and  Kiesel- 
stein-Cord won, 
becoming  the  first 
designer  to  win  the 
right  to  copyright  a 
functional  object  as 
art.  Ever  since,  he  has 
launched  30  or  more 
lawsuits  a  year;  he  claims  he  has  never  yet  lost  a  case.  He's 
even  enlisted  his  78-year-old  mother  in  the  cause.  "She's 
great  at  spotting  fakes  at  flea  markets,"  he  explains. 

With  a  business  that  brought  in  about  S50  million  last 
year  in  wholesale  and  retail  revenue,  he  can  afford  lawyers. 
To  prevent  the  cheapening  of  his  products,  he  limits  dis- 
tribution to  the  luxury  market — selling  through  Bergdorf 
Goodman,  Neiman  Marcus,  Saks  and  a  handful  of  Barry 
Kieselstein-Cord  stores  in  the  U.S. 

This  guy  even  shows  signs  of  turning  himself  into  a  fash- 
ion conglomerate.  Soon  he'll  be  expanding  to  London  and 
Paris.  He  hasn't  begun  to  exploit  the  upscale  markets  in 
Asia  and  Latin  America;  that  will  probably  await  a  pickup 
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he  designs  are  distinctive — so  is  the  production  process,  which 
an  take  a  year,  from  rough  sketches  to  finished  product:  "When  I 
tarted  out,  I  didn't  know  enough  to  know  what  I  couldn't  do." 


in  those  depressed  markets.  He  says  he  will  bring  out  a 
mass-market  fragrance  in  a  year  or  so,  in  a  glass  bottle  he 
plans  to  design.  And  sometime  in  the  year  2000,  designer 
watches  in  a  range  of  metals  from  stainless  steel  to  platinum. 

Oh  yes,  and  furniture.  He's  unveiling  a  new  collection 
this  spring.  Preproduction  prices  are  steep — about  $1,500 
for  lamps  and  $15,000  for  tables  with  cast-bronze  alligators 
set  on  marble  tops.  Monumental  works,  they're  less  home 
furnishings  than  sculptures. 

And  something  of  a  return  to  his  past.  "I  started  out 
carving  giant  totem  poles  when  I  was  an  8-year-old  kid  on 
Long  Island."  One  of  them  was  stolen.  After  getting  over 
his  grief  and  rage,  he  realized  there  might  just  be  a  market 
for  his  work.  -T.P.    WU 


ludy  George  has  turned  furniture  buying  into  a  fun  mind  game. 

What  color  is  your  personality? 


■By  Mary  Summers 

EVERY  SALES-DRIVEN  organization 
needs  a  gimmick.  For  Judy  George, 
who's  in  the  furniture  business,  it's 

pop  quiz  for  potential  cus- 
tomers— specifically,  a  10-minute, 
20-question  decorating  personality 
profile.  The  idea  is  to  group  you 
into  one  of  four  categories — so- 
called  Visionary,  Artisan,  Idealist 
and  Adventurer — and  steer  you  to 
the  '"appropriate"  couch,  drapes, 
dining  room  table  and  so  on. 

George,  the  58-year-old  founder 
and  chief  executive  of  Boston-based 
Domain  Home  Fashions,  claims  t he 
questionnaire  is  firmly  rooted  in  sci- 
ence, deriving  from  Carl  Jung's  nine 
personality  archetypes  and  the  Ennea- 
gram — a  metaphysical  diagram  that's 
the  subject  of  a  popular  book  about 
personality  and  motivation. 

A  more  cynical  view  is  that  it's  a 
marketing  ploy  aimed  at  getting 
people  more  emotionally  involved  in 
the  act  of  shopping  for  furniture. 
Women,  who  call  the  shots  in  about 
90%  of  all  furniture  purchases,  enjoy 
taking  personality  tests — as  every 
fashion  magazine  knows  so  well. 

Gimmicks  like  the  test  help 
explain  why  Domain  Home  has 
grown  into  a  23-store  chain  spread 
among  seven  East  Coast  states,  and 
why  George  expects  to  earn  about 
$2  million  on  revenues  of  $55  mil- 
lion in  1998.  Sales  at  the  privately 


held  company  are  running  $450  per 
square  foot,  more  than  twice  the 
industry  average. 

"You've  got  to  find  a  way  to  talk  to 
the  consumer,  to  take  their  fears 
away,"  says  George,  who  is  no  slouch 
at  marketing  herself.  In  1975  she 
applied  for  a  job  as  director  of  interi- 
or design  at  the  furniture  superstore 


Hamilton's.  Denied  an  interview,  she 
borrowed  $7,800  from  her  husband 
to  pay  a  pilot  to  fly  around  company 
headquarters  with  a  banner  that  read, 
"Hire  Judy  George — she'll  make  you 
millions."  Hamilton's  president  first 
threatened  to  have  her  arrested,  then 
offered  her  the  job. 

When  Hamilton's  was  bought  by 


So,  how  long  have  you  had  this  aversion  to  buying  furniture,  hmmm?  Domain's  Judy  George. 
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The  Adventurer:  challenge  and  pleasure.        The  Artisan:  simplicity  and  comfort. 


the  now-defunct  Scandinavian  Design,  George  stayed  on  and  became  presi- 
dent. The  company  relied  on  personality  tests  to  reduce  employee  turnover. 
George  figured  you  could  use  a  similar  quiz  to  shape  customer  preferences — 
and  increase  sales. 

After  losing  her  job  at  Scandinavian  Design  in  1985  over  a  disagreement 
with  the  board  over  strategy,  George  spent  three  months  interviewing  con- 
sumers about  buying  furniture.  Not  surprisingly,  most  people  said  they  hated 
it:  Their  anxiety  over  shelling  out  for  big-ticket  items  was  compounded  by 
lousy  service. 

George  managed  to  wangle  about  $3  million  from  three  venture  capital 
firms  in  exchange  for  70%  of  her  company  and  opened  her  first  two  stores  in 
September  1986.  She  trained  salespeople  to  "read"  customers  by  taking  note 
of  how  they  dress  and  asking  them  about  their  tastes. 

She  soon  ran  into  what  Freud  called  the  "Reality  Principle."  She  spent  a 
fortune — $80  per  square  foot — lavishly  decorating  her  stores,  nearly  twice 
what  her  budget  allowed.  Instead  of  assuring  the  potential  customers,  the 
decor  intimidated  them.  "We  were  really  struggling  at  the  start,"  George  says 
with  uncharacteristic  understatement. 

After  the  first  five  years,  sales  grew  to  $18  million,  but  the  company  racked 
up  almost  $2  million  in  losses.  George  recruited  a  new  chief  operating  officer 
from  outside  the  furniture  business — who  advised  her  to  slice  decorating  costs 
in  half,  display  cheaper  merchandise  and  open  stores  in  clusters,  cutting  down 
on  storage  costs. 

In  1995  she  began  test-marketing  the  quiz  in  her  stores.  Most  people  had 
fun  taking  the  test.  It  seemed  especially  helpful  to  married  couples  who  dis- 
agreed about  everything:  Differences  of  taste,  salespeople  argued,  could  be 
reconciled — even  mixed  and  matched. 

"We've  transformed  the  furniture  industry,"  says  George.  That's  a  tall  state- 
ment. But  she's  certainly  made  it  more  exciting  to  shop.  H 


For  our  Up  &  Comers, 
1998  was  an  amazing 
year.  Forbes  takes 
a  look  back  at  some 
'of  the  most  promising. 

Where 
are  they 
now? 

By  Leigh  Gallagher 

In  June,  Bradley   u- 
Jacobs'  heavy 
equipment  rental  \ 
chain,  United         I 
Rentals,  was  a 
$300  million 
company.  He 
brashly  predicted 
it  would  be  in  the 
billions  within  a 
few  years  ( "The 
earth  mover," 
June  1).  Try  a  few 
months. 

In  September,  United  Rentals 
acquired  U.S.  Rentals,  the  nation' 
second-largest  equipment-rental 
chain,  to  become  number  one.  It 
now  on  track  to  end  1998  with 
revenues  of  $1.5  billion.  Jacobs' 
22%  stake  in  the  company  he 
cofounded  in  September  1997  is 
now  worth  $374  million. 


Alex  Lightman  thanked  us  effusive* 
lv  for  pointing  out  why  his  idea  for 
3-D  Internet  games  tied  to  current 
movies  wouldn't  work  ("Caught  in 
the  Web,"  Mar.  23):  He  was  pro- 
ducing expensive  projects  on  spec. 
After  studio  contracts  stopped 
coming  in,  Lightman  left 
Hollyworlds  in  September,  out 
$300,000  of  his  own  cash. 

Now  he's  onto  his  next  idea — a 
low  earth  orbit  satellite  consor- 
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Who  can 
help  you 
manage 
the  details 
of  your 
dream? 

You  have  goals  for  your 
business  and  for  yourself. 
But  when  you  have  a 
dream,  it  helps  to  have 
someone  minding  the 
details. 

Talk  to  your  American 
Express  financial  advisor. 
We  can  address  a  range 
of  personal  and  business 
issues  such  as  cash  flow, 
tax  planning,  retirement 
planning,  plus  benefits  for 
you  and  your  employees. 
With  the  expertise  and 
insight  you  need  to  make 
smarter  decisions.  So 
you  can  take  control  of 
your  future. 

Do  more  for  your  business 
and  for  yourself.  Call 
1-800-GET-ADVICE  and 
own  your  world. 

www.americanexpress.com/advisors 


Financial 
Advisors 
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tium  using  high-speed 
Internet  telephony  to 
zap  voice,  Web  and 
data  signals  world- 
wide. He  faces  one 
small  hurdle:  He  will 
need  $600  million  to 
develop  and  launch 
the  satellites. 

"Aristotle  said, 
'Give  me  a  lever  and  a 
place  to  stand  and  I'll 
move  the  world,'"  he 
explains.  Sounds  pretty  cocky.  But  it  takes  a  lot  of 
presumption  to  make  a  real  entrepreneur. 


Sonus  Corp.'s  Brandon 
Dawson  ("Founding 
your  own  company  is 
the  best  revenge,"  Jan. 
26)  has  had  a  busy  year 
with  his  new  hearing- 
aid  business.  He 
launched  a  franchise 
program,  a  private- 
label  line  of  hearing 
aids,  and  acquired  37 
new  hearing-aid  clinics, 
increasing  his  number 
of  storefronts  by  40% 

and  boosting  sales  from  $22  million  to  $35  million  in 
fiscal  1998.  But  losses  have  widened,  from  $1.7  mil- 
lion to  $4.5  million — and  the  stock  has  dropped  by 
60%,  to  a  recent  $3.75.  Dawson  blames  the  costs  of 
expansion.  Maybe  it's  time  to  slow  down. 


Tough  times  for  Allan 
I g  Wolfe  and  Voxel  Corp., 
the  company  he  found- 
ed to  create  3-D  holo- 
grams of  internal  organs 
to  help  doctors  diag- 
nose injuries  ("Out  of 
focus,"  May  18).  Wolfe 
was  running  out  of  cash 
and  was  tied  up  in  a 
contract  dispute  with  a 
key  supplier.  Things 
only  got  worse:  In  May 
an  arbitration  panel 
ruled  that  Voxel  had  to  pay  the  supplier  $2  million  for 
breach  of  contract;  in  June  Voxel  filed  for  Chapter  11 — 
then  Chapter  7  liquidation;  in  September  its  stock  was 
delisted.  But  all  was  not  lost.  Wireless  Netcom,  a  holding 
company,  has  signed  an  agreement  to  acquire  Voxel's 
name  and  technology  for  $5  million  Shareholders  will 
be  lucky  to  get  a  refund  of  12  cents  per  share. 


Ethan  Allen's  chief  executive,  Farooq  Kathwari,  is  takin 
a  lesson  from  the  Gap.  Kathwari  ("Do  as  I  do,"  Apr. 
is  betting  that  young  parents  will  lavish  as  much  on  t 
offspring's  furniture  as  they  do  on  their  own.  He  recent 

ly  announced  plans  fori 
E.A.  Kids  by  Ethan 
Allen,  a  line  of  furniturl 
,  \        i        I?  and  accessories  for  totsl 

?  and  kids  available  next 
summer.  The  stuff  isn't! 
cheap — up  to  $1,500 
for  an  armoire  and 
$900  for  a  crib.  But 
that  strategy  has  worke] 
for  the  Gap,  which 
found  that  its  customed 
enjoy  dressing  up  their 
kids  almost  as  much  as  I 
they  enjoy  dressing  themselves  up.  Ethan  Allen  is  on  a 
roll:  Revenues  ended  the  fiscal  year  up  19%,  at  $680  mill 
lion;  operating  income  soared  39%,  to  $120  million.  Thj 
kids'  room  stuff  is  one  of  the  ways  Kathwari  hopes  to 
keep  those  numbers  on  their  upward  curve. 


We  thought  Pacific 
Sunwear  of  California, 
the  teen  clothing  retail- 
er, was  pretty  smart 
because  it  spent  so 
much  time  listening  to 
its  fashion-conscious 
customers  ("Cool  it," 
Nov.  2).  It  must  have 
had  an  attention  lapse: 
For  the  first  time  in 
three  years,  same-store 
sales  slipped,  by  1  -6%  in 

November.  Turns  out  PacSun  missed  warning  signs  thatj 
wide-legged  pants,  the  bellwether  of  hip  for  most  of 
1998,  were  out.  In  a  matter  of  days,  the  stock  dove 
nearly  eight  points,  to  $16.50.  More  bad  news  to  come:| 
PacSun  says  its  young  men's  apparel  business — 60%  of 
total  sales — could  be  adversely  affected  through  the 
spring.  That's,  like,  waaay  uncool. 


s  Upstart  Mexico  City 
~  movie  chain  Cinemex 
i  was  one  of  the  heroes 
5  of  the  newly  liberated 
T   market  ("Thugs, 
|  bureaucrats  and  mice," 
May  4).  A  1992  ruling 
that  reversed  40  years 
of  government  control 
of  Mexican  cinema 
allowed  three  Harvard 
M.B  A.s  to  start  what 
became  the  city's  sec- 
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ond-largest  movie  chain  (1997  revenues:  $35  million). 
Their  Cinemex  added  54  new  screens  in  1998  and  plans 
70  more  this  year. 

But  the  Mexican  government  seems  unable  to  keep  its 
nose  out  of  private  business.  Under  the  guise  of  protectT 
ing  national  culture,  legislators  last  month  passed  a  rule 
that  10%  of  screen  time  be  devoted  to  Mexican  films. 
Bad  news,  because  Mexicans  love  Hollywood  fare;  but 
it's  a  lot  better  than  the  proposed  30%  mandate — plus  a 
5%  tax  on  box  office  receipts.  Cinemex  Chief  Executive 
Miguel  Angel  Davila  led  the  campaign  against  that  law. 
His  next  battle — overturning  Mexico's  restrictions  on 
dubbing  foreign  films. 


capital's  Gong  Show.  Spencer  is  busy  building  a  brand. 
MoneyHimt  is  going  global,  having  made  its  Japanese 
debut  in  December;  this  spring  the  show  will  air  in  Italy 
Germany,  the  U.K.  and  Spain.  The  first  book  from 
Spencer  and  cohost  Cliff  Ennico  hits  the  bookstores  in 
September.  But  Spencer  hopes  his  real  gold  mine  is  in 
the  thousands  of  business  plans  from  hopeful  entrepre- 
neurs that  his  company  is  sitting  on.  Law  of  averages  sa' 
there  must  be  a  few  winners  in  it. 


The  booming  interest 
in  small  business  has 
given  a  boost  to  Miles 
Spencer  and  Money- 
Hunt,  his  half-hour 
program  where  entre- 
preneurs get  ten  min- 
utes to  make  their  pitch 
before  the  experts 
("You  bet  your  life," 
June  1).  Spencer  has 

doubled  production,  to  26  shows,  this  year;  76%  of  U.S. 

households  can  now  tune  in  to  what  we  called  venture 


Perhaps  carried  away  a 
bit,  we  compared 
David  Getson,  the  26- 
year-old  cofounder  of 
Icon,  with  the  leg- 
endary founder  of 
Time  Inc.  ("Impossible 
dream,"  May  4). 
Getson's  idea  was 
interesting — a  cool  rag 
with  an  intellectual 

spin.  But  cash  problems  kept  Icon  from  attracting 
more  readers:  Circulation  inched  up  only  15%,  to 
175,000  last  year— far  short  of  the  300,000  needed 
to  break  even.  And  while  ad  revenues  doubled,  to 
about  $1.4  million,  prospects  still  don't  look  good 
for  this  would-be  Henry  Luce.  I 


Executive  Education,  Chosen  lime  &  Agaii 

For  almost  50  years,  executives  and  their  sponsoring  companies  have  turned  to  Kellogg  to  help 
prepare  them  for  greater  management  responsibilities  in  an  increasingly  global  business  environment. 
When  you  attend  a  general  management  program  at  Kellogg,  you  become  a  part  of  one  of  the  world's 
finest  institutions  for  managerial  studies.  You  share  your  experiences  and  ideas  with  colleagues  from 
around  the  globe.  And,  most  importantly,  you  benefit  from  the  real  business  experience  and  the 
extensive  research  of  the  distinguished  faculty  that  keeps  us  at  the  top  of  American  business  schools. 
As  you  consider  which  program  and  which  school  will  best  prepare  you  for  your  expanding  leader- 
ship and  managerial  roles,  make  the  choice  that  will  make  a  difference  for  you  and  your  organization. 
Choose  Kellogg. 

Advanced  Executive  Program 

February  14-March  12,  1999  or  June  13-July  9,  1999 

Provides  senior-level  executives  with  a  thorough  understanding  of  the  forces  that  govern  the  strategies 
and  performance  of  organizations.  Attendees  are  businesspeople  with  15  to  25  years  of  management 
experience  who  have  (or  soon  will  have)  general  management  or  cross-functional  responsibilities  in 
two  or  more  functional  areas,  and  profit-and-loss  responsibilities  within  their  organizational  unit. 

Executive  Development  Program 

May  2-21,  1999  or  July  11-30,  1999 

Offers  executives  a  broad  perspective  on  the  functions  of  management  and  a  fuller  understanding  of 
the  concepts  and  tools  required  for  higher-level  responsibilities.   Participants  should  have  10  or  more 
years  of  experience  with  the  potential  for  senior-level  management  in  either  staff  or  line  positions. 
It  is  also  an  ideal  program  for  entrepreneurs  and  owners  of  small  companies. 

Call  847-467-70C0  today  for  an  informative  brochure! 

Kellogg  Graduate  School  of  Management,   Executive  Programs 

Northwestern  Universit      lames  L  Allen  t  'enter,  Evanston,  1L  60208-2800 

Phone:  847-467-7000    h       847-491-4323    Web  Site:  www.kellogg.nwu.edu    E-mail:  ExecEd@nwu.edu 

Consistently  ratal  among  the  i  >p  executive  education  programs  in  the  world  by  Business  Week  and  U.S.  News  &  World  Report. 
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you're  read\  to  grow  your  business  and  enhance 
ur  taniily's  lifestyle.  Greater  Phoenix  is  the  ideal 
see  to  connect  with  new  customers,  suppliers 
id  friends  virtually  overnight. 

reater  Phoenix  is  a  booming,  $50+  billion 
tarketplace  driven  by  technology.  We  offer  unique 
pportunities  to  live  a  balanced  life,  build  your 
iture — and  make  a  difference. 


This  is  where  you  can  build  a  billion-dollar 
semiconductor  fab,  or  start  up  a 
12-person  software  company 
Here  you  can  design  and 
build  spacecraft,  jet 
engines,  microcon- 


software — and  golf,  hike,  swim  or  bike  outdoors — 
all  year  round. 

It's  amazing  how  fast  you  and  your  family  will 
become  part  of  our  community  Schools,  sports  and 
civic  groups  are  plentiful  and  wide  open  for  growth. 
Just  as  important,  our 
business  community  is 
wide  open.  Your  company 
can  find  a  site,  build, 
hire,  train,  and  manu- 
facture and  sell  here  faster  than  most  anywhere. 


aerospace  OEMs  AlliedSignal,  Honeywell,  and 
McDonnell  Douglas  Helicopter; 
and  computer  distributors 
and  manufacturers  Avnet 
and  MicroAge. 
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World-leading  technology  companies  have  already 
discovered  the  benefits  of  living  and  working  in 
Greater  Phoenix.  They  include  semiconductor  giants 
like  Intel,  Microchip,  Motorola,  and  SGS  Thomson; 


Ready  to  grow?  Contact 

Greater  Phoenix  Economic 

Council  at  (602)  256-7700  or  1-800-421-4732, 

or  visit  our  website  at  www.gpec.org. 
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Sun  Micro's  effort  to  brew  up  a  broad  assault  on  Microsoft  shows  signs  of  strain. 

Java  in  jeopardy 


By  Daniel  Lyons 

In  three  years  of  struggle 
Sun  Microsystems,  Inc.  has  per- 
suaded dozens  of  rivals  to  form 
a  united  front  to  crack 
Microsoft's  Windows  monop- 
oly. The  key  weapon  in  this  self- 
interested  holy  war  has  been 
Java,  a  Sun-designed  software 
standard. 

Software  written  in  Java 
promises  to  run  on  any  chip- 
based  device,  from  mainframes 
to  cell  phones.  Customers  could 
lash  together  incompatible  gear. 
Programmers,  now  forced  to 
create  several  versions  for  rival 
systems,  could  produce  a  single, 
one-size-fits-all  program.  That 
might  render  Windows  super- 
fluous— softwaremakers  would 
no  longer  be  beholden  to 
Microsoft  for  design  details. 

The  next  few  months  could  deter- 
mine whether  Java  fragments  into 
incompatible  approaches,  obliterating 
any  threat  to  Windows. 

Feuding  factions  have  begun  to 
pursue  rival  Java  designs.  A  dozen  or 
more  companies,  including  Hewlett- 
Packard,  are  promoting  their  own 
clones  of  the  Java  programming  lan- 
guage, which  could  destabilize  it  as  a 
unified  platform.  A  klatch  of  smaller 
players  have  begun  setting  their  own 
technical  standards  for  how  thev  use 
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Java;  Sun  is  trying  to  block  them. 

IBM  is  agitating,  too,  pressing  Sun 
for  a  stronger  say  in  Java's  future. 
Microsoft — which  gave  Java  a  boost 
by  licensing  it,  only  to  end  up  getting 
sued  by  Sun  over  charges  it  was 
wrongfully  tweaking  the  design — is 
beginning  to  make  noises  about 
defecting  to  Java  clones. 

All  of  this  comes  as  Sun  releases  its 
third  major  version  of  Java  in  three 
years,  a  speedier  and  more  stable  pack- 
age dubbed  Java  2.  "It's  the  first  ver- 
sion that  is  rock  solid,"  says  Alan 
Baratz,  president  of  Sun's  Java  dhision. 

Java  started  out  handling  nifty  little 


logo  on  a  Web  page  ad.  No 
more  serious  uses  are  pursuei 
Saab  Cars  USA,  Inc.  deploye 
Java  to  let  salesmen  in  shov  r 
rooms  access  data  on  financin  WR 
and  features  from  a  myriad  (  t°  i 
incompatible  back-office  systen;  --f  ,; 
and  view  them  with  simplj  inwii 
Web-browser  software. 

But  Java  is  as  much  abou  :  • 
tackling  Microsoft  as  it  is  abou  oes.cal 
customers.  Sun  spends  upward  funs 
of  $200  million  a  year,  plu  : .  >'^ 
image  capital,  brewing  Java.  I  kimo 
has  licensed  rights  to  the  would  tain! 
be  "Windows  killer"  to  almos  led  C 
200  companies,  bringing  ktmati 
together  mortal  enemies — ibmI  cnbedt 
Oracle,  Novell — that  share  it  inptii 
desire  to  see  Microsoft  humbled  ki  s; 
But  the  anti-Microsoft  alliance  i:  tandl 
shaky.  Sun  invented  Java  and  insists  or  Jtwit 
final  say  over  its  design;  its  balk)'  part;  i:i? 
ners  say  Java  will  proliferate  only  if  Sur  lira 
relinquishes  control. 

"Java  is  bigger  than  any  one  com- 
pany," says  Patricia  Sueltz,  general 
manager  of  Java  software  at  IBM. 
which  has  3,000  people  working  on 
Java — three  times  as  many  as  Sun  has 
She  says  Java  should  be  an  entirely 
"open"  standard  with  as  many  con- 
tributors as  possible  taking  part  in  the 
design.  She  questions  Sun's  motives. 
"Are  they  doing  this  for  the  purpose 
of  optimizing  Sun  as  a  hardware  com 


led  > 


HP 


110 


Java  blues 

•January  1996 

Sun's  effort  to  shatter 

Sun  ships  Java  1.0. 

Microsoft  Windows  has 

•March  1996  Microsoft 

been  a  fractious  affair 

licenses  Java  from  Sun 

from  the  start. 

•Fall  1996  Microsoft 

and  Sun  squabble 

^%*^  . 

over  Sun's  Java 
specifications. 

•February  1997 

Sun  ships  Java  1.1. 

•October  1997 

Professor  Timothy 


Hewlett- 
"Were 


my,  or  are  they  doing  it  for  | 
[e  good  of  all?"  she  says. 
I  Sun's  Baratz  suggests  that  1 
M  is  the  one  with  the  hidden 
renda,  pushing  Java  in  direc- 
Dns  that  would  give  IBM  an 
ivantage.  "What  is  IBM's  real 
iotive:"  he  asks. 
Loosening  Sun's  grip  on  Java 
sks  letting  it  break  up  into 
inflicting  versions,  Baratz  says, 
va    would     become     Unix 
.edux;  Windows  raced  past 
nix  software  chiefly  because 
nix  fragmented  into  slightly 
compatible  designs.  "There 
as   to   be   one   company   in 
harge  of  the  standard,"  the 
un  executive  says. 

But  Java  is  fragmenting 
tnywav.  One  of  the  first  Java 
Hones,  called  Katie,  was  created 
by  Transvirtual  Technologies, 
Inc.,  a  startup  in  Berkeley,  Calif,  ^B 
ust  a  month  after  Java  made  its 
iebut  in  January  1996.  HP's  Java  clone, 
called  Chai,  is  becoming  a  popular 
alternative  to  "real"  Java  tor  use  in 
"embedded  systems" — the  innards  that 
run  printers,  cell  phones,  VCRS  and 
other  gadgets.  HP  has  signed  Siemens 
AG  and  Integrated  Systems,  Inc.,  whose 
software  is  used  in  phone  switches 
made  by  Lucent  and  Nortel  and  digital 
cameras  from  Casio. 

"About  50%  of  our  licensees  previ- 
ouslv  had  plans  with  Sun,"  says  James 
Bell,  general  manager  of  HP's  embed- 
ded software  operation.  In  specialized 
embedded  systems,  Chai  works  better 
than  Java,  he  says.  "We're  way  ahead 
of  Sun."  HP  is  also  cheaper,  in  some 
cases  by  50%. 

HP  created  Chai  by  taking  Sun's 
published  specification  for  Java  and 
developing  an  imitation  that  mimics 
Java  without  using  any  of  Sun's  code. 


Packard's  James  Bell 
way  ahead  of  Sun." 


This  "clean  room"  method  lets  HP  sell 
Chai  without  paying  a  penny  to  Sun. 
"We  have  no  reason  to  license  their 
product,"  Bell  says. 

Last  month,  Sun  tried  to  bring  the 
clones  back  into  the  fold  by  loosening 
some  licensing  policies;  three  of  them 
signed  up,  but  others  say  Sun  hasn't 
done  enough  to  win  them  over. 

Sun,  widi  annual  sales  in  die  $10  bil- 
lion range,  collects  only  about  $180 
million  a  year  in  fees  and  royalties  from 
Java  followers — less  than  it  spends  to 
promote  the  standard.  To  Sun,  the 
money  matters  less  than  maintaining 
technical* discipline.  Companies  that 
license  Java  must  pass  tests  to  ensure 
their  products  are  compatible  with 
Sun's  standards. 

Yet  Sun  often  is  far  less  expert  than 
its  licensees  in  some  areas.  Schlum- 
berger  Ltd.'s  smart-card  unit  created 


a  Java-based  smart  card  and 
turned  it  over  to  Sun — which 
then  added  to  it  in  ways  that 
weren't  always  to  Schlumberg- 
er's  liking. 

Elsewhere,  a  rebel  cadre  of 
companies  use  Java  for  real- 
time applications.  Their  pro- 
grams run  manufacturing  gear 
that  must  perform  a  certain 
operation  at  exactly  the  right 
time.  Ordinary  Java  can't  do 
that  very  well.  These  developers 
have  found  ways  to  augment 
Java  so  it  can. 

The  rebels,  with  names  like 
NewMonics  and  Cyberonix,  are 
forming  their  own  technical 
committee  to  set  a  standard  for 
real-time  Java.  Miffed  about  it, 
Sun  has  made  veiled  comments 
about  infringements  on  its 
"intellectual  property." 

Naturally  Microsoft  is  enjoy- 
ing Sun's  dilemma.  In  Novem- 
ber a  federal  judge  sided  with  Sun  in 
ordering  Microsoft  to  reverse  changes 
it  made  in  Java  code  in  violation  of 
Sun's  licensing  terms;  Microsoft  is 
appealing.  It  may  drop  Java  in  favor  of 
a  clone. 

"Sun  makes  it  more  and  more  attrac- 
tive for  us"  to  do  that,  warns  Charles 
Fitzgerald,  manager  of  Mcrosoft's  Java 
efforts.  Sun's  Baratz  concedes  "there  is 
absolutely  a  risk  of  fragmentation 
among  Java  users,"  but  says  Sun  can 
keep  its  fractious  coalition  together. 

Perhaps,  but  the  anti-Microsoft 
coalition  shows  definite  signs  of  splin- 
tering."Sun  has  the  real-time  group 
biting  at  one  ankle,  the  [HP-led] 
embedded-systems  group  biting  at  the 
other,  and  their  enterprise  partners" — 
such  as  IBM  and  Novell — "chewing  on 
their  butt,"  says  analyst  Tim  Sloane  of 
Aberdeen  Group  in  Boston.  M 


Wilkinson  founds 
Transvirtual 
Technologies  in 
Berkeley,  Calif.,  to  sell 
his  Java  clone,  which 
he  calls  Kaffe. 


•October  1997 

Sun  sues  Microsoft  for 
making  unapproved 
changes  in  Java  code. 

•March  1998  HP 

announces  Chai,  its 


Java  clone.  Microsoft 
signs  a  license  to 
use  Chai. 

•Fall  1998  IBM  and 
Novell  encourage  Sun 
to  give  up  control  of 


the  Java  standard.  Sun 
balks. 

•November  1998 

13  companies  form 
the  Real-Time  Java 


Working  Group, 
create  their  own 
standards  body. 

•November  1998 

Judge  rules  Microsoft 
must  change  code 
to  comply  with  Sun 

gndard. 

•Oecsnber  1998 
Sun  slips  Java  2. 
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By  Stephen  Manes 


Compute  while  you're  driving 


I'M  riding  in  a  borrowed  Ford 
Explorer.  "Booger!"  I  cry,  waking 
the  svstem  with  an  affectionate 
nickname.  "What  time  is  it?" 

"Eleven  thirty-two,"  a  com- 
puter-generated female  voice 
replies.  I'm  impressed.  My  S2 
stick-on  dashboard  clock  can't 
do  that. 

For  just  SI, 297  more,  plus 
installation,  Clarion's  new  AutoPC 
can  do  more  tricks  at  your  vocal 
bidding,  from  playing  CDs  and 
radio  programs  to  recording 
voice  memos  and  retrieving 
entries  from  an  electronic  address 
book.  Because  it  really  is  a  com- 
puter running  a  version  of 
Microsoft's  Windows  CE  operat- 
ing system,  it  can  do  cleverer 
things,  too,  but  most  of  them 
involve  optional  extras.  As  with  a 
traditional  computer,  the  peripherals  can  end  up  costing 
more  than  the  box. 

A  six-CD  changer  runs  S399;  a  global  positioning 
system  locator,  S250;  a  service  to  help  you  out  in  a 
pinch  based  on  your  GPS  reading,  S12  to  S15  a  month; 
maps  on  cd-rom,  SI  50  for  each  of  seven  regional  disks; 
a  cradle  that  lets  the  AutoPC's  address 
book  dial  a  cell  phone,  S299;  a  paging 
device  that  can  receive  news  and  traffic 
warnings  along  with  brief  e-mail  and  text 
pages,  SI 70  plus  monthly  fees;  a  unit  that 
hooks  up  to  your  car's  powertrain  com- 
puter and  can  keep  track  of  how  fast  your 
kid  drove  the  car  on  prom  night  or  use  the 
paging  service  to  unlock  the  doors  when 
you  leave  the  keys  inside,  S399.  Installa- 
tion is  extra  for  most  of  these  goodies. 

The  base  unit  I  tried  had  the  CD  chang- 
er, gps  module  and  map  software  but 
none  of  the  other  stuff,  which  was  still 
undergoing  final  tweaks.  The  system  fits 
into  a  standard  dashboard  cutout  and 
includes  a  radio,  a  cd-rom  drive  that  can 
play  music  disks,  two  backup  batteries  and 
a  slot  for  removable  "compact  flash" 
memory. 

The       removable 
faceplate  has  a  color     Clarion  AutoPC 
lcd  display,  a  tele-     Talks  and  listens 
phone -style    keypad     while  you  drive. 
and    a    joystick-like      Bl^H 


pointing  device  but  no  internal  power,  so  you  can't  take 
your  address  book  with  you  outside  the  car.  A  separate- 
ly mounted  microphone  responds  to  voice  input;  there's 
even  a  special  button  to  cut  through  "On  the  Road 
Again"  when  Willie  and  the  band  are  too  loud  for  the 
system  to  hear  you. 

Is  this  the  return  of  "My  Mother  the  Car"?  The 
recorded  and  synthesized  voices  that  respond  to  yours 
are  decidedly  female,  and  there's  something  rather  odd 
about  talking  to  your  vehicle.  But  speech  is  definitely  the 
interface  of  the  future  for  drivers  who  prefer  to  keep 
their  eyes  on  the  road  and  their  hands  on  the  wheel. 

In  my  brief  experience,  it  worked  pretty  well,  even 
with  the  window  open,  in  part  because  the  vocabulary 
of  commands  is  restricted.  To  adjust  the  volume,  you 
can  say  only  "quiet,"  "normal"  or  "loud";  you  can  cus- 
tomize the  preset  levels,  but  fine-tuning  the  volume 
means  poking  the  front  panel.  You  can  tell  the  CD  player 
"next"  or  "previous"  to  move  through  the  tracks,  but 
it  takes  a  finger  on  a  button  to  jump  to  a  particular  one. 
I  guarantee  kids  will  learn  to  holler  "next!"  to  change 
the  channel  every  time  parents  revisit  their  youth  with 
oldies  stations. 

There  are  other  Version  1.0  omissions.  AutoPC  can 
speak  directions  from  the  map  program,  but  unlike 
some  competitive  products  it  can't  use  the  GPS  infor- 
mation to  bark  "Turn  right!"  as  you  approach  an  inter- 
section. The  system  displayed  typical  map-software 


Stephen  Manes,  a  computer  industry  journalist  since  1         s  :re  coauthor  of  Gates,  a  biography  of  Microsoft's  chairman. 
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"Finding  color  printers  that  fit  our  needs  is  my 
number  one  goal. n 


Burt  Gilner 
Senior  MIS  Director 
Miami  Dolphins 


Optra 
SC  1275 


The  right  printer  is  the  one  that  works  with  your  came 
plan.  Which  is  why  we  created  the  Lexmark  Optra'**  Color  family 
of  printers.  for  those  who  want  to  print  fast,  we  can  print  up 
to  12  pages  a  minute.  and  if  you  want  to  print  wide,  we  can  do  that,  too. 
all  at  a  resolution  of  1200  dpi  quality,  with  features  that  make  hook-up  and  networking 
easy.  at  prices  as  low  as  $449*  the  fact  is,  we've  got  a  printer  to  fit  your  budget,  your 
people,  your  needs.  exactly. 

you  told  us  you  want  to  print  quickly,  clearly,  easily  and  inexpensively-just  as  you  do 
in  black  &  white.  wlth  the  brilliance  of  vivid  color.  so  our  optra  color  family  does  just 
that.  Call  i-8oo-lexmark  (1-800-539-6275)  or  visit  us  at  www.lexmark.com/s/  to  see  how 
the  Optra  Color  family  scores  against  the  competition.  Exactly  what  you  want.. .in  print. 


Lexm4\rk 


Optra  Color  1200 


i  Lexmark  International,  Inc.  All  rights  reserved.  'Estimated  street  price  Prices  may  vary  Lexmark,  Lexmark  with  diamond  design,  and  Optra  are  trademarks 
of  Lexmark  International,  Inc.  registered  in  the  United  States  and/or  other  countries.  Other  trademarks  are  property  of  their  respective  owners 
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errors:  On  one  try,  reaching  the  street  where  we  were 
supposedly  located  would  have  required  a  long  detour 
or  off-road  driving  through  a  fence,  and  the  suggested 
route  involved  an  express  lane  available  only  to  car- 
poolers.  The  program  does  not  display  maps. 

The  256-by-64  pixel  screen  is  brighter  than  the  ones 
on  most  notebook  computers,  since  it  has  a  car  battery 
for  power,  but  it  displays  only  a  little  information  at  a 
time.  There's  no  way  to  change  the  big  fonts  or  the  way 
the  address  book  displays  city,  state  and  zip  entries  on 
separate  screens  instead  of  all  at  once.  The  consequence 
is  a  lot  of  navigating  through  menus  and  submenus, 
complicated  by  the  way  slight  errors  in  pressing  the  head 
of  the  joystick  can  send  you  to  unexpected  places.  At 


least  there's  a  "back"  button  to  get  you  out  of  trouble. 

Versions  with  bigger,  sharper  screens  are  likely  to  I 
arrive  as  this  product  evolves.  Microsoft  expects  that) 
more  and  better  software  will  be  developed  for  this  plat- 
form and  that  units  will  eventually  be  built  into  new 
cars.  Some  of  the  limitations  of  the  current  model  may 
be  addressed  by  future  upgrades  to  the  operating 
system. 

The  base  unit  is  already  on  sale  on  the  West  Coast.  By 
mid-January  it  should  be  available  nationwide,  along] 
with  the  peripherals.  But  considering  that  AutoPC  costs 
more  than  my  car  is  worth,  I'm  sticking  to  the  ancient 
radio  and  Velcro-backed  clock.  They  don't  give  me  any 
back  talk,  and  they  can't  crash  unless  the  car  does.    WM 


Password  junk 


Modern  life  is  password  hell.  No 
longer  do  we  need  codes  just  for 
cash  machines,  voice  mail  and  com- 
puter access.  On  the  Web,  passwords 
have  now  proliferated  so  madden- 
ingly that  you  need  a  secret  hand- 
shake just  to  peek  at  Microsoft's 
support  site,  the  one  with  the  bug 
fixes  that  sometimes  work.  Sure,  the 
magic  word  is  stored  in  a  "cookie" 
on  your  hard  drive  so  that  you  don't 
have  to  remember  it — until  the  disk 
dies  or  you  try  to  access  the  site  from 
a  portable  machine. 

At  one  point  I  owned  a  computer 
that  forgot  its  own  password  and 
refused  to  let  me  in;  don't  even  get 
me  started  on  that  one.  But  I  knew 
password  madness  had  reached  new 
heights  when  Delta  Air  Lines 
demanded  one  to  redeem  a  mileage 
award.  To  claim  two  free  electronic 
tickets,  I  needed  to  dial  a  particular 
800  number  and  punch  in  my  wife's 
account  number  and  PIN. 

pin?  What  pin?  The  frequent-flyer 
desk  insisted  Susan  had  chosen  one. 
But  I  had  probably  done  the  choos- 
ing, months  ago  when  the  pin 
seemed  to  be  just  for  account  look- 
ups on  the  Web.  Now  I  couldn't  find 
it,  and  the  new  policy  was  no  pin,  no 
fly.  The  argument  that  ticketing  us 
would  be  no  security  risk  whatsoever 
since  we'd  have  to  show  id  at  the  air- 
port fell  on  deaf  ears.  The  only  alter- 
native was  to  fork  over  $75  per  ticket, 
the  fee  for  "rapid  redemption." 


The  pin  was  just  four 
digits.  For  $150, 1  figured  a 
couple  of  guesses  were 
worth  a  try.  With  junk  pass- 
words like  these,  I  generally 
use  a  telephone  keypad  to 
make  up  some  word  related 
to  the  site.  This  one  was 
probably  DELT.  Or  FREQ. 
Or  FLYR.  But  on  my  fourth 
try  the  Web  site  proclaimed 
that  I'd  exceeded  the 
number  of  permissible 
attempts  and  refused  to 
accept  more. 

When  I  finally  found  the  pin  at 
the  back  of  a  file  cabinet,  it  was  too 
late.  The  system  had  locked  me  out, 
and  I  was  in  password  hell.  Extrica- 
tion involved  many  hours  of  human 
intervention  over  the  phone  and  at 
ticket  counters.  Delta  lost  money.  I 
lost  my  temper. 

A  moral  for  marketers  and  com- 
puter system  designers:  Don't 
overdo  this  password  stuff,  particu- 
larly when  it's  mostly  in  your  inter- 
ests instead  of  your  customers'. 
Competitors  with  friendlier  sites  may 
be  just  a  click  away. 

The  moral  for  users  is  a  little  more 
complicated.  Alas,  it's  not  safe  to  use 
one  password  for  all  your  affairs;  that 
increases  the  chance  some  hacker  will 
invade  your  brokerage  account  and 
wire  $50,000  to  Panama. 

But  several  programs  can  encrypt 
a.  your  password  data  and  pass  it  to 


Web  sites.  The  likes  of  Password 
Manager  and  Password  Keeper  are 
shareware,  so  you  can  try  them  for 
free.  Or  you  can  create  a  word  pro- 
cessing file  listing  all  your  passwords 
and  account  numbers  and  massage 
it  with  whatever  encryption  pro- 
gram you  have  lying  around.  Either 
way,  you  have  to  memorize  just  one 
big  password. 

Periodically  print  out  the  unen- 
crypted data  and  scrawl  the  master 
password  there  instead  of  on  a  sticky 
note  in  your  drawer.  Then  stow  the 
page  in  your  safe  deposit  box. 

Is  Delta  back  in  my  good  graces? 
Not  quite.  When  I  got  back  to  the 
Web  site,  up  came  this  message: 
"Error:  No  pin  Chosen.  We're  sorry, 
but  you  must  establish  a  pin  in  order 
to  display  information  for  your 
Sky  Miles  account." 

I'm  picking  5623.  The  mnemon- 
ic? "Lame."  -S.M.    H 
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Someone's  not  happy. 


l 
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And  it's  not  just  a  five-year-old  customer. 


It's  a  55-year-old  CEO.     ' 


_ 


A 


Who  just  found  out  that  demand 
has  surpassed  supply. 


And  manufacturing  and  distribution  don't  have  a  clue. 


fgm 


Then  again,  they  don't  have  the  right  network. 


r     Do  you: 


i*H^p 


More  connected." 


The  right  network  can  make  all  the  difference  between  a  supply  chain  that  works  and  one  that  doesn't.  That's  why 
3Com  networks  drive  the  applications- that  track  everything  from  raw  goods  to  gross  receipts.  Visit  us  at 
www.3com.com/moreconnected  to  learn  how  we've  connected  more  people,  to  more  networks,  in  more  ways  than  any  other 
company.  Because  if  we  can  keep  up  with  the  demands  of  the  average  five-year-old,  we  can  definitely  keep  up  with  yours. 


A  Tribute 


James  W.  Michaels, 
feather  ruffler 


Bv  William  Baldwin 
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trues:,  shxrtsleeved  and  owl- 
i  vidua!  shown  below  expos* 
g  over  the  early  draft  of  a 
'  story  will  be  found  listed 
*.e  on  the  adjoining  page  un- 
s  title  of  Editor.  For  James 
Falker)  Mirhafh  the  tide 
P  is  new  with  this  issue,  but 
ichaels  couLd  hardly  be  de- 
,  as  "new"*  to  Forbcs. 
acls,  just  turned  40,  is  an 
n-lhe-ranks  veteran  of  the 


Not  counting  the  story  you  are  reading,  this 
issue  of  Forbes  was  edited  by  the  same  man 
who  edited  the  Aug.  1,  1961  issue  and  every 
one  in  between.  What  sort  of  a  person  would 
be  able  to  do  the  same  job  for  37  years?  I  think  Jim's 
secret  is  that  he  inherited  the  novelty-seeking  gene. 

Here's  a  guy  who,  though  a  klutz  with  a  telephone, 
became  one  of  the  earliest  and  heaviest  users  of  the  Inter- 
net in  the  building;  who  took  up  scuba  diving  at  73;  who 
recently  wrote  a  virtual  postcard  in  Hindi;  who  is  end- 
lessly curious.  A  friend  describes  landing  with  him  in  a 
dust)-  Mexican  town  when  their  van  broke  down.  While 
waiting  for  a  mechanic  to  repair  the  car, 
Jim  became  fascinated  with  the  junkyard 
next  door — turning  over  parts,  looking 
under  engines.  So  it  was,  that  with  end- 
less curiosity  about  the  cogs  inside  cor- 
porations and  Wall  Street,  he  reinvented 
business  journalism  and  reinvented  the 
magazine  every  few  years. 

Ejected  from  ROTC  for  his  poor  eye- 
sight, Jim  signed  up  as  an  ambulance 
driver  and  served  with  the  British  Army 
in  the  Burma  campaign.  When  World 
War  II  was  over,  he  landed  a  job  at 
United  Press,  then  scored  a  coup  with 
the  first  wire  story  on  the  assassination  of 
Gandhi.  In  1954  he  took  a  job  writing 
about  mutual  funds  for  a  narrowly 
focused  magazine  with  a  circulation  of 
130,000.  It  was  so  obscure  that  you  had 
to  spell  the  name  when  leaving  phone 
messages,  F-O-R-B-E-S. 

In  those  days  the  business  and  economics  beat,  even  at 
a  prestigious  newspaper,  was  anything  but  prestigious.  It 
was  a  dumping  ground  for  drunks  and  sportswriters  who 
had  lost  it.  Business  magazines  were  either  bland  and 
unquestioning  or  long-winded  and  pretentious.  Thev 
never  ruffled  feathers. 

Jim  had  a  novel  idea.  Why  not  speak  to  the  reader  as  if 
you  were  speaking  to  a  friend  on  a  streu  :<  nerr  Brevitv 
helps.  Judgments  help.  If  the  chairman  ol  tl  ompany  is 
a  nincompoop,  say  so — if  there's  evidence       prove  it. 

It  isn't  just  underperforming  executives  w  quirm  with 
Jim  as  editor.  Reporters  don't  necessarily  like  his  style. 


Our  ".\e*r"  Ediio. 


VHI  Of  h_S 

life    as    a 
g  journal- 


dry    oi 
vardCcl- 

ploma.  he  volunteered  in 
:  an  ambulance  driver  for 
vately  sponsored  American 


Understand  that,  their  pretensions  to  the  contrary,  mos 
journalists  are  beholden  to  people  other  than  the  reade 
the}'  are  supposed  to  serve.  They  are  always  trying  to  flat 
ter  their  sources,  get  access  to  bigwigs  or  impress  th 
Pulitzer  judges.  Jim  serves  no  god  but  the  almighty  reader: 
He  once  flew  into  a  rage  when  copy  slipped  by  him  con 
taining  a  highfalutin  phrase  in  it,  because  readers  might 
put  off.  "But  Mr.  Michaels,  that  page  has  already  trans 
mitted,"  a  fact  checker  said.  He  stalked  back  into  his  office 
shouting  over  his  shoulder:  "Untransmit  it!" 

The  bluntness  bothers  some  journalists,  especially  th 
ones  trained  in  the  "objective"  style  of  newspaper  writ 
ing.  One  writer  handed  in  a  story 
describing  a  new  financial  product  and 
questioning  rather  mildly  whether  it  wa< 
good  for  investors.  He  turned  pale  when 
he  saw  the  headline  Jim  slapped  on  the 
article:  "THE  DUMBEST  IDEA  IX 
YEARS."  There's  one  source  who  never 
talked  to  us  again. 

Tact  is  not  Jim's  strong  suit.  A  young 
reporter,  hired  as  a  raw  recruit  and 
trained  to  be  a  mutual  fund  writer,  went 
to  Jim  to  announce  that  he  would  be 
joining  a  competing  publication  to  start 
up  fund  coverage  there.  Jim  brushed  him 
aside  with  this:  "In  the  land  of  the  blind, 
the  one-eyed  man  is  king." 

Bad  reporting  gets  the  same  blunt 
treatment  from  Jim  as  bad  corporate 
management.  Note  typed  into  an 
unquestioning  storv:  "This  isn't  report- 
ing. THIS  IS  STEXOGR\PHY."  Into  a 
boring  one:  "Congratulations!  This  is  a  masterful  job  of 
interviewing  an  interesting  and  colorful  man  and  getting 
precisely  one  quote.  CALL  HIM  AGAIN  FRCHRIS- 
SAKE!!!!"  Into  one  citing  a  statistic  utterlv  lacking  a  con- 
text: "HOWS  YOUR  WIFE?"  You  scratch  your  head  over 
that  one,  and  then  an  old-timer  explains  that  this  is  a 
Michaelsism  that  means,  "Compared  to  what?" 

Evidently  feather-ruffling  journalism  pays  off:  Jim 
Michaels  has  785,000  subscribers  now.  He  is  about  to 
quit  his  magazine  job  for  a  novel  one  developing  FORBES' 
book,  newsletter  and  television  products.  The  pages  that 
follow  depict  his  journalistic  exploits  so  far. 


Fo*»es  content  or  forn 
be  is  brimming  with  plans 
en  and  streamline  Fosmrs 
tools  to  cope  with  the  inc 
fascinating,  but  increasin, 
plex  business  world  of  t 
A  fair  taste  ol  what  Mjc 
in  mind  is  contained  in  t 
The  bare  statistics  of  Ctu 
lishicg  Co  s  woes  w-eri 
known  in  the  trade,  but  th 
story    beh-nd   it   has  seldj 

told    F. 

its  lead 


Associat 
Jean  Re 

the    r.ea 


publlsru 
pa-^y. 

Miss  Re 
ner,  a  c« 
ly  softspoken  young  VngM* 
made  scores  of  telephone  < 
numerous   Interviews   and 
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July  1, 1956 

Over  strenuous  objections  from  the  industry, 
Jim  Michaels  started  rating  mutual  funds 
in  this  issue  42  years  ago. 


Dec.  1, 1969 

When  conglomerates 
were  riding  high  on  Wall  Street, 
Forbes  punctured  one  of 
the  most  famous  of  them, 
Litton  Industries. 


Aug.  1, 1961 

This  issue  featuring  George  Romney 
of  American  Motors  was  the  first 
with  Jim  Michaels  as  editor. 


July  1, 1973 

This  Wall  Street  darling  was  trading  at 
$130  when  Forbes  deflated  it; 
a  year  later  it  was  at  $30. 


Memo  to  President  Carter 


Inflation  Is  Now 
Too  Serious  A  Matter 

To  Leave  To 
The  Economists 


SCHUMPETER 


I  In  which  the  author  argues  thai 
our  politicians  and  economists, 


reiA 


that  will  both  red: 

how 

In  the  following  essay,  Oamd  Warsh 
suggest*  some  very  important  reasons 
why  the  economists  don't  know  and 
can't  know.  This  is  a  wide-ranging  article 
covering  some  1.000  years  and  dealing 
with  such  assorted  subjects  as  Spanish 

capitalism,  Manusm.  Social  Security. 
post-World  War  I  German  reparations— 
with  Adam  Smith,  Kart  Man,  John  May 
nard  Keynes  and,  last,  but  not  (east,  the 
late  dark  Cable  It's  a  long  es-iy.  but  an 
engrossing  on*  and  written  in  a  language 
that  even  very  learned  economists  can 
understand 

It  rs  the  end  result  of  some  H  months 
of  dogged  labor— evemngs.  weekends. 
vacations,  by  David  Warsh.  12.  and  his 


colleague.  Lawrence  Mmard.  26  The 
two  young  journalists  conclude  thai  our 
distinguished  economist)  are  on  the 
wrong  track  because  they  are  analyzing 
the  18th-century  world,  the  virtually  un- 
mixed economy  of  Adam  Smith,  not  the 
taxed-Io  the-evebalrs  world  of  the  20th 
century.  Their  tools  may  be  ultramodern 
—computers  and  mathematical  model-. 
-bul  the  economists'  basic  vision  ts 
hopelessly  out  of  date. 

Watching  a  tale  movie  on  TV,  Minard 
had  a  flash :  He  saw  that  the  jS-year-oW 
flick  was  more  real-world  than  the  one 
the  economists  were  writing  about.  A 
movie  may  seem  an  odd  place  to  study 
i  illation,  but  when  you  read  the  artide 
you  will  see  why  it  was  quite  appropri- 
ate. Our  writers  have  come  up  with  an 
entirely  different  way  of  looking  at  eco- 
nomics. Read  the  article  and  understand 
why  we  are  suffering  hom  rising  prices 
and  how  they  are  bringing  us  benefits 
as  wet  as  troubles. 


Nov.  15, 1976;  May  23, 1983 

The  1976  story,  which  explained  the  spiral  of  inflation, 
won  Forbes'  second  Loeb  award; 
in  the  1983  piece,  management  guru  Peter  Drucker 
revived  the  extraordinary  insights  of  the 
then-forgotten  economist  Joseph  Schumpeter. 
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a  very  high  price 
stock  market 
cheery  consensus" 


Nov.  1, 1974  (below);  Aug.  6, 1979  (left); 
Sept.  17, 1979  (right) 

In  a  1974  interview  and  again  in  a  1979  piece 
he  wrote,  Warren  Buffett  said  stocks  were  cheap. 
The  1979  cover  story  reacted  to  a  Business  Week 
cover  entitled  "The  Death  of  Equities." 


SPECIAL  REPO 
THE  STOCK  MA 


How  po  too  contemplate  the  current 
Mode  market,  we  uked  Warren  Buf- 
rett,  the  tea*  of  Omaha,  Neb. 

tike  to  oversexed  guy  in  a  harem." 
he  shot  beck.  "Thta  b  the  time  to 
start  Investing," 

The  Dow  w»j  below  900  when  he 
taid  that.   Before  we  could  jet  Bui- 


When  all  the  iharp  MBAs  were 
crowding  into  the  investment  business, 
Buffett  wej  quietly  walking  eway. 

Buffoft  settled  beck  to  menage  the 
business  interests  he  had  acquired.  In- 
cluding Diversified  Retailing,  a  chain 
of  women's  apparel  itorea;  Blue  Chip 
Stamps,     a     western    states     trading 


guy  ii  trying  to  pitch  him  an 
intentional  walk.  They  know  If  they 
don't  take  a  swing  at  the  nest  pitch, 
lh«  guy  will  my.  Turn  in  your  uni- 
form.' "  Buffett  claims  he  set  up  his 
partnership  to  avoid  these  pressures. 
Stay  dispassionate  and  be  patient, 
is    Buffett's   message.    "You're   dealing 


How  to  play  the  international  interest  rata  gaps 
The  "conspiracy"  against « 


■—»— *  *««r«Hrt«    »■*!  BaAshire  Hath-      wllh.  «  lot  of  silly  people  In  the  mil- 


y 16, 1984 

s  expose  gave 
I  Securities  &  Exchange 
mmission  a  blueprint 
going  after  stock  promoter 
bert  Brennan. 
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A  Tribute 


New  York  Wo*fc  -Telegram  jC 


spok  r> 
FINAL 


CLOCKWISE  FROM  UPPER  LEFT: 

Jim  Michaels'  1948  wire  story  on  the 
assassination  of  Mahatma  Gandhi; 
Michaels  with  intern  Barbara  Johnson 
in  1968;  with  Lyndon  Johnson  in  the 
mid-1960s;  with  Steve  Forbes  aboard 
the  Forbes  Highlander-  with  Malcolm 
Forbes  in  1989;  accepting  Loeb  award 
for  distinguished  service  to  financial 
journalism,  in  1972. 
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"I  hugged  all  of  them  goodbye,  then 

one  little  girl  ran  back 

and  whispered,  "come  back,  ok?'" 


:  Galvez,  UPS  Business  Manager, 
Intern  at  Chattanooga  Human  Services 


«ry  year  for  the  past  thirty  years,  UPS  has  sent  a  growing  number  of  managers  on  a  unique  sabbaticaL  They 

we  behind  their  families  and-  day  jobs  to  spend  a  month  living  in  communities  that  need  help.  They  build 

mses.  Tend  to  the  sick.  Feed  the  hungry.  Through  the  UPS  Community  Internship  Program,  they  not  only  help  their  new 

immunities,  they  help  themselves.  They  broaden  their  perspectives.  They  learn.  And  in  the  end,  it  makes  them  better  managers. 

ot  to  mention  better  people.  To  learn  more  about  what  we  do  in  the  communities  we  serve,  visit  us  at  www.ronmivmity.ups.com. 


1998  United  Parcel  Service  rf  America,  Inc. 
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By     Scott    Woojlfey 

/ 

iagra'rwas  just  a  warm-ub.  Pfizer  Inc.    \.  \-A 
developed  the  most-talked:about  drug  of 
theNdccade,    but',  there's    lots    more  , 
coming.  Years  of  lavish  $.&d  spending       ;■>'""  '* 
and  vast  changes  in^tjjesd'*'-"-'-  nfUr„„ 
discovery  have  pumpecT"* 


disease,  schizophrenia  and  even  some  of  the' most*  lethal 
cancers— of  the  colon,  breast  and  pancreas.  I  .— — *, 

Its  stable  of  50-plus  drugs,  now  in  various  stages  of  \  / 
human  trials,  is  probably  the  strongest  in  the  industry!  At     ~  * 
least  half  a  dozen  look  like  blockbusters  that  micrht  win 
approval  in  the  next  five  years.  Those  hits  alone  could 
eventually  amass  sales  of  perhaps  S 10  billion  a  vear.  This 
would  be  on  top  of  Pfizer's  existing  billion-dollar  fran:* 
chises.  of  Norvasc  (hypertension),  Zoloft  (depression)  and .    ' 
Zithromax  (infection). 

Pfizer's  chairman  and  chief  executive,  William  C.  Steere 
Jr. ,  rnjkes  no.  secret  that  his  goal  is  to  topple  Merck  from     . 
the  top  slot  in  U.S.  drug  sales  bv  the  time  he  retires  at  a°-e 
65  in  June  2001.  '  &  ' 

That  will  take  some  doing.  Merck's  annual  drug  sales 
are  over  a  billion  dollars  higher  than  Pfizer's— and  Merck 
isn't  going  to  stop  growing.  Pfizer's  rivals  are  fearsome, 
and  laboratory  advances  can  be.  ephemeral.  Growth  could 
be  curbed  by  a  backlash  against  soaring  drug  costs,  which 
ar,e  driving  much  of  the  upswing  in  health  care  expenses. 

Steere  is  secure  in  his  conviction  that  Pfizer's  research 
prowess  gives  it  an  unbeatable  edge. /Tt's.a  high-risk, 
high-reward  industry,"  he  says,  antlat  has  "bifurcated  into 
the  haves  and  have-nots.  It's  all  based  on  research." 


Ay 


,•  *  ' 
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Where  rivals  have  tnu«f£d  away  energy  on  mergers 
and  acquisitions  another  distractions,  Pfizer  has  inten- 
sified its' spen>iirfgin  the  lab. 

Druj^lJsTgn  used  to  be  a  food-fight  strategy — throw 
Jrtfcnvof  chemicals  into  petri  dishes  and  look  tor  any- 
diing  that  sticks.  Now  it  is  a  rifle  shot.  Scientists  can  iso- 
late hidden  genetic  flaw  s  that  can  be  targeted  by  drugs. 
To  sift  out  possible  bullets,  speedy  robotic  systems 
screen  thousands  of  compounds  in  an  hour. 

That  enables  drug  firms  to  spin  out  myriad  incre- 
mental advances  that  keep  profits  humming,  but  also  to 
chase  after  bigger  game. 

"We've  learned  more  about  canter. in  the  past  five 
vears  than  we  learned  in  the  previous 
Chairman  William      hundred,"  says  Pfizer Y  top  cancer 
C  Steere  Jr.  researcher,  Michael  Morin.  He  has  lour 

Reaping  promising  tumor- killers  in  human  test- 

rewards  from  ing,  and  two  more  will  go  into  trials 
costly  research,  every  year  for  the  foreseeable  future. 
"Cancer  could  become  a  manageable 
disease,  like  diabetes,"  says  Morin,  whose  father  died  of 
colon  cancer  three  years  ago.  "This  isn't  pie  in  the  sky." 

Research,  however,  is  only  half  of  what  fuels  Pfizer. 
The  other  half  is  marketing,  the  company's  own  genet- 
ic strength.  Direct-to-consumer  advertising  of  prescrip- 
tion drugs,  forbidden  for  decades,  has  fed  surging 
demand  in  the  past  five  years.  Wholesale  drug  revenues 
surpassed  a  record  $81  billion  in  the  U.S.  in  1998,  up 
13%  from  the  year  before,  and  up  more  than  60%  since 
1994.  That's  tiie  kind  of  growth  that  has  propelled  drug 
stocks  to  the  forefront  of  this  great  bull  market:  Though 
onlv  number  118  in  revenues  among  the  Forbes  500, 


$200 


Market  cap 
($billion) 


ratio  scale 


'Through  12/1 


Pfizer's  sales  and 
$15  profits  ($million) 

ratio  scale 


Pfizer  is  number  8  in  stock  market  capitalization. 

The  marketing  equation  is  simple:  If  patients  primed 
by  TV  commercials  ask  doctors,  swayed  by  sales  visits, 
about  drugs  with  compelling  clinical  trial  results,  lots 
of  prescriptions  will  get  written.  It  can  cost  $300  mil- 
lion or  more  to  develop  a  drug; 
seven  out  of  every  ten  that  win  ChclSlllg  lYiefCK 
federal  approval  fail  to  earn  back 
what  they  cost.  Smart  market- 
ing improves  the  odds. 

At  Pfizer,  marketing  infuses 
every  aspect  of  drug  develop- 
ment and  delivery.  Marketers,  as 
much  as  researchers,  dictate 
which  drugs  make  it  out  of  the 
lab.  The  salespeople  have  a 
heavy  hand  in  guiding  all  clini- 
cal research,  once  the  sole 
province  of  the  guys  in  the 
white  coats. 

Talk  about  eye-catching 
advertising.  After  a  fast  start 
Viagra  sales  started  to  go  limp. 
Moving  fast,  Pfizer  signed  a 
new  spokesmodel:  75-year-old 
Republican  artifact  Bob  Dole. 
He  tried  it,  he  liked  it,  he  avers. 
Despite  the  slight  cooling  of 
sales,  Viagra  is  on  track  to  do 
$1.4  billion  in  1999.  Mean- 
while, trials  for  women  are 
under  way. 

Selling  drugs  is  more  compli- 
cated than  selling,  say,  soap.  You 
need  to  interest  consumers,  but 
first  you  must  win  over  doctors. 
Though  it  ranks  only  fourth  in 
worldwide  drug  sales,  Pfizer 
deploys  the  largest  sales  force 
in  the  industry — 5,400  mar- 
keters pushing  free  samples. 
Their  ranks  are  filled  with  gung- 
ho  former  military  men  and 
women  urged  to  ever  greater 
efforts  with  the  carrot-and-stick 
of  hefty  bonuses  and  multiple 
quotas. 

Marketing  is  in  Pfizer's 
bloodstream.  Unlike  some  of  his  peers  in  the  drug 
world,  Bill  Steere  came  up  through  the  marketing  ranks, 
rather  than  as  a  scientist.  A  Pfizer  lifer,  Steere  started 
there  out  of  college  40  years  ago  as  a  detail  man — a 
salesman  who  "details"  doctors  on  company  wares. 

But  it  was  his  love  of  science  that  made  him  a  natur- 
al to  head  the  company.  Reared  in  Palo  Alto,  Calif.,  he 
majored  in  marine  biology  at  Stanford  University,  where 
his  father  was  a  professor  of  botany.  He  had  a  plan  to 
pursue  a  research  career  but  abandoned  it  because  he 
needed  money.  At  Pfizer  the  product  was  scientific,  die 
pay  was  good,  and  he  had  a  new  wife  and  baby  to  sup- 
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Pfizer  is  nipping  at 
Merck's  heels,  thanks 
to  fast-growing  sales 
and  even  faster-grow- 
ing earnings. 
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port.  (Steere  likes  to  say  his  life  has 
been  one  company,  one  wife. ) 

As  a  drug  salesman,  Steere  was  no 
silver-tongued  glad-hander.  He  is 
shy  and  unassuming.  So  much  so 
that  when  he  applied  to  other  drug- 
makers  he  was  rejected  as  too  intro- 
verted. But  the  Pfizer  folks  recog- 
nized a  man  who,  believing  in  his 
products  and  understanding  them, 
would  sell  well  despite  his  shyness. 
"Bill  doesn't  slap  you  on  the 
back  three  times  when  he  sees 
you,"  says  James  Vincent,  chairman 
of  Biogen,  a  biotech  company,  who 
has  known  Steere  for  more  than  a 
decade.  "He's  a  very  serious  fellow; 
he's  thoughtful."  Which  in  some 
circumstances  makes  for  better  sell- 
ing than  does  a  ready  smile. 

Steere  rose  up  the  marketing 
side,  taking  a  dozen  jobs  in  30 
years.  After  landing  the  chief  exec- 
utive post  in  1991,  Steere  saw  early 
on  that  when  you  are  smack  in  the 
middle  of  a  great  growth  business, 
you  are  well-advised  to  put  all  your 
efforts  into  that  market.  He  even 
got  rid  of  good  businesses  that 
were  outside  of  pharmaceuticals. 
Drug  sales  posed  only  half  of 
Pfizer's  total  $6.4  billion  in  annual 
revenue  just  before  Steere  took 
control;  in  1999  they  will  make  up 
almost  90%  of  projected  sales  of 
$15.2  billion,  and  animal  medicines  will  provide  most  of 
the  remainder. 

Gone  is  the  talc  mine  in  Montana.  Gone,  too,  are  the 
medical-devices  businesses,  including  the  unit  that 
designed  the  artificial  hip  used  by  jock  Bo  Jackson  and 
Pope  John  Paul  II.  Last  month  Pfizer  sold  off  the  last  rem- 
nants of  that  segment  for  $1.7  billion  in  cash. 
"Distractions,"  Steere  calls  them. 


As  Pfizer's  new  chief,  Steere  more  than  tripled  research 
spending  in  eight  years,  to  $2.2  billion  last  year,  or  16%  of-  (199 
total  revenue,  from  only  10%  of  a  much  smaller  total  way   - 
back  when.  The  R&D  budget  is  a  lofty  18%  of  Pfizer's    ring 
pharmaceutical  sales.  Merck's  Rx  sales' for  the  first  nine   pant 
months  of  last  year  were  over  $1  billion  higher,  but  it  spent 
$300  million  less  on  R&D,  or  just  10%  of  its  drug  sales. 

The  payoff  was  almost  immediate.  Since  Steere  took 
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Power  pills 

Five  hot  Pfizer  drugs  could  hit 
$8  billion  in  sales  next  year. 
And  a  new  generation  of  block- 
busters looms  in  the  lab. 


NORVASC 

Treatment  for:  Hypertension,  angina 
i  Projected  1999  sales:  $3  billion 
^"^    Patent  expires  in:  2007 

Buz.?:  Catching  on  with  overseas  M.D.s 


ZITHR0MAX 

Treatment  for:  Chlamydia, 
other  bacterial  infections 
Projected  1999  sales:  $1.2  billion 
Patent  expires  in:  2005 
Buzz:  Can  it  prevent  heart  attacks,  too? 

ZOLOFT 

__ ; Treatment  for:  Depression, 

obsessive-compulsive  disorder 
Projected  1999  sales:  $2.1  billion 
Patent  expires  in:  2005 
Buzz:  Closing  the  gap  on  archrival  Prozac 


TR0VAN 

Treatment  for:  Fourteen  kinds  of 
bacterial  infections 
Projected  1999  sales:  $440  million 
Patent  expires  in:  2011 
Buzz:  The  most  multifaceted  antibiotic  ever 

VIAGRA 

Treatment  for:  Erectile 
dysfunction 
Projected  1999  sales:  $1.4  billion 
Patent  expires  in:  2011 
Buzz:  Approval  for  female  sexual 
dysfunction  would  whip  up  more  sales. 
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er  eight  years  ago,  Pfizer's  earnings  have  tripled,  sales 
ve  doubled  and  the  stock  price  has  soared  eightfold. 
Pfizer's  recent  history  has  been  a  triumph,  but  it  wasn't 
vays  so.  A  German  immigrant  named  Charles  Pfizer 
gan  the  business  in  Brooklyn  150  years  ago,  producing 
Be  acid  and  a  handful  of  other  chemicals  used  in  food 
voring.  When  World  War  I  interrupted  the  supply  of 
ons  and  limes  from  Italy,  Pfizer  scientists  improvised: 
ey  dixined  a  way  to  produce  citric  acid  from  molasses. 
That  required  deep  vats — and  they  turned  out  to  be 
eal  for  mass-producing  penicillin  when  World  War  II 
oke  out  two  decades  later.  That  is  how  Pfizer  got  into 
e  drug  business;  by  the  time  Allied  troops  hit  the  beach - 
■>  in  Normandy,  Pfizer  proxided  a  full  95%  of  die  penicillin 
ed  to  treat  them.  The  plant,  now  a 
fizer-funded  museum,  still  stands  on 
e  same  site  in  Williamsburg,  Brooklyn. 
[Today  Pfizer  occupies  a  gleaming 
ffice  tower  in  Manhattan,  across  the 
ast  River  from  the  original  Brooklyn 
tc.  It  no  longer  trades  in  commodities 
e  penicillin,  but  instead  focuses  on  the 
roprietary  patent-protected  drugs  that 
roduced    healthy    32.5%    operating 
rotit  margins  on  more  than  S12  billion 
drug  sales  last  year.  (For  1998  Pfizer     1    has  Soared  eightfold, 
expected  to  earn  S2.6  billion  on  total 
venue  of  $13.3  billion.) 

The  lush  profits  will  be  plowed  back  into  the  lab  to  pro- 
ncc  even  more  bumper  crops  in  the  future.  This  is  in 
iarp  contrast  to  other  drug  houses  whose  mergers  have 
een  motivated  in  good  part  by  a  desire  to  cut  overlapping 
search  costs  "Everyone  in  the  industry  has  20%  earn- 
ngs  growth,  but  they're  making  their  earnings  by  cutting 
xpenses,"  Steere  says  disrnissively.  "That's  a  death  spiral." 
At  Merck,  for  example,  earnings  in  the  first  nine  months 
ot  1998  rose  14%,  compared  with  only  1 1.3%  growth  in 
sales;  that's  partly  because  spending  on  research  and  mar- 
keting rose  only  1.8%  in  the  same  period.  At  Pfizer,  ( Ihief 
Financial  Officer  David  Shedlarz  says,  in  all  earnestness, 
that  he  worries  earnings  will  get  too  high.  "It's  a  sigYi  we're 
doing  something  wrong." 

The  entire  industry  hit  bumpy  times  in  the  early  1990s, 


In  eight  years  under 
Steere,  Pfizer's  sales 
have  doubled,  net 
income  has  tripled 
and  the  stock  price 


when  Hillary  Clinton  was  pushing  for  a  form  of  socialized 
medicine  here.  Pfizer  kept  the  faith.  Big  rivals  chopped 
their  sales  staffs.  Steere  hired  the  best  castoffs,  leaving 
Pfizer  with  the  biggest  sales  force  when  the  Clinton 
plan  died. 

Since  then  Pfizer  has  expanded  its  sales  ranks  by  more 
than  50%  in  just  two  years.  "Marketing  used  to  be  aimed 
just  at  doctors,"  says  Myron  Holubiak,  the  new  president 
of  Roche  Laboratories  Inc.  and  a  former  consultant  to 
Pfizer.  "Now  companies  need  to  make  meaningful  state- 
ments that  matter  to  all  the  stakeholders:  doctors,  health 
systems,  patients  and  managed  care  organizations.  Pfizer's 
been  very  successful  at  that." 
While  genteel  Merck  has  traditionally  hired  M.B.A.s  as 
salesmen  and  Eli  Lilly  and  Co.  has  pre- 
ferred pharmacists,  Pfizer  likes  ex-sol- 
diers. They  might  lack  an  academic 
background  in  medicine,  but  they  are 
disciplined,  focused  folks.  Steere  brags 
of  hiring  over  1,000  veterans  of  Oper- 
ation Desert  Storm  in  the  Persian  Gulf. 
Brett  Rice,  a  West  Point  graduate 
who  recently  left  his  job  as  a  Pfizer 
salesman,  was  a  typical  hire.  He  had  no 
scientific  background  when  he  finished 
his  three-year  stint  as  an  Army  officer. 
But  selling  drugs  often  comes  down  to 
poise  and  aggressiveness,  Rice  says;  Pfizer's  extensive  train- 
ing courses  taught  him  the  technical  side. 

The  company  recently  had  30,000  applicants  for  only 
538  openings.  A  typical  starting  job  pays  $40,000  plus 
bonuses  that  scale  up  quickly;  exceed  your  quota  by  10% 
and  your  pay  rises  15%.  But  salespeople  who  slow  down 
have  nowhere  to  hide.  A  publicly  displayed  ranking  reveals 
how  all  salespeople  fared  in  exceeding — or  missing — their 
targets.  "You  either  make  it  or  get  weeded  out,"  says 
Senior  Vice  President  C.  Louis  Clemente. 

Last  year  every  doctor  was  interested  in  getting  samples 
of  Viagra,  says  Henry  McKinnell,  who  runs  Pfizer's  sales 
and  marketing  arm.  Pfizer  instructed  its  sales  reps  to  har- 
ness this  hype  to  push  other  Pfizer  products.  When  making 
their  sales  pitches,  they  were  told:  "Viagra  comes  last." 
The  same  disciplined  approach  that  infuses  Pfizer's  mar- 


n  the  works 


ZELDOX 

Treatment  for:  Schizophrenia 
Number  of  sufferers:  2.7  million 
Approval  likely  in:  2001 
Buzz:  Stops  the  inner  voices. 

RELPAX 

Treatment  for:  Migraines 
Number  of  sufferers:  11.9  million 
Approval  likely  in:  Mid-1999 
Buzz:  The  uber-aspirin  of  the  next  millennium? 


INSULIN  (inhalable) 
Treatment  for:  Diabetes 
Number  of  sufferers:  8.7  million 
Approval  likely  in:  2001 
Buzz:  This  inhaled  form  of  insulin  could  make 
daily  needle  sticks  history. 

TIKOSYN 

Treatment  for:  Heart  rhythm 
disorders 
Number  of  sufferers:  8.8  million 
Approval  likely  in:  1999 
Buzz:  Keeps  weak 
tickers  ticking. 


ALOND 

Treatment  for:  Diabetes-related 
disorders 
Number  of  sufferers:  up  to  8.7  million 
Approval  likely  in:  2001 
Buzz:  Protects  diabetics'  eyes,  nerves, 
kidneys,  hearts,  you  name  it. 

DR0L0XIFENE 

Treatment  for:  Osteoporosis 
Number  of  sufferers:  23  million 
Approval  likely  in:  2001 
Buzz:  Shows  promise  for  breast  cancer,  too. 

Sources:  Pfizer,  Merrill  Lynch,  Centers  for  Disease  Control. 
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keting  permeates  all  its  decision  making.  Newly  hired  sci- 
entists "don't  know  the  difference  between  a  good  scien- 
tific idea  and  a  good  new  drug  idea,"  says  John  F.  Niblack, 
Pfizer's  research  chief 

At  Pfizer  they  soon  learn.  All  new  drugs  go  through  the 
cram  program,  for  Central  Research  Assists  Marketing. 
That  acronym  shows  who  runs  the  show  at  Pfizer.  Though 
scientists  compose  up  to  90%  of  the  "matrix  team"  that 
guides  a  drug's  development,  the  team  is  captained  by  folks 
from  marketing.  That's  an  almost  unheard-of  amount  of 


control  for  the  marketing  department;  few,  if  any, 
Pfizer's  larger  rivals  operate  this  way. 

Just  what  do  the  marketing  guys  do  when  offered 
potential  new  product?  They  run  elaborate  cash  flo 
models  for  a  test  drug,  tweaking  it  when  a  new  side  effe 
emerges  or  an  extra  use  is  found.  After  they  do  the  mat 
if  the  prospect  falls  into  the  red,  it  usually  gets  shelved. 

This  joint  marketing/scientific  approach  often  pavs  di. 
idends.  When  Trovan,  Pfizer's  hot-selling  antibiotic,  w 
in  clinical  trials,"  one  scientist  thought  it  might  work  wd 


Golden  age  of  biology 


Mix  good  management 
with  an  industry  that 
has  a  boundless  future 
and  you  have  an  ideal 
investment. 
Pfizer  fits  the  bill. 

At  the  nexus  of  medical  science 
and  chemical  commerce,  John  F. 
Niblack  presides  over  one  of  the 
richest  research  operations  in 
the  world. 

As  research  chief  of  Pfizer  Inc., 
he  oversees  6,000  scientists  at 
major  labs  in  Groton,  Conn., 
Nagoya,  Japan  and  Sandwich, 
England.  The  Sandwich  shop 
tested  a  new  angina  drug  in  the 
early  1990s,  deeming  it  a  flop, 
but  early  trials  \ielded  a  profitable 
side  effect:  world-class  erections. 

Voila\  Viagra. 

Niblack's  research  budget  will 
be  well  over  S2  billion  in  1999, 
more  than  triple  the  level  in 
1990.  In  1998  he  expanded  his 
staff  20%,  adding  1,000  new 
researchers.  The  largesse  lets  him 
fund  failures  in  pursuit  of  real 
breakthroughs  as  well  as  to  make 
safe  bets  on  incremental 
improvements. 

"We  have  a  very  high  tolerance  for  innovative  ideas  at 
early  stages,"  says  Niblack,  who  joined  Pfizer  32  years 
ago  and  has  run  worldwide  research  since  1990. 

A  potent  remedy  for  migraine  headaches,  Relpax, 
could  win  approval  later  this  year.  Schizophrenia,  the 
devastating  mental  disorder  chat  afflicts  2.7  million 
Americans,  has  long  eluded  any  drug  breakthrough. 
Pfizer  is  in  final-stage  testing  o? Zeldox,  a  potent 


chemical  that  reduces  erratic  thought  processes.  It 
must  first  overcome  side  effects  that  reduce  patients' 
muscle  mass. 

Another  potential  blockbuster  is  an  inhaled  form  of 
insulin  that  would  free  diabetics  from  the  pain  of  fre- 
quent injections.  More  drugs  in  late  human  trials  treat 
ailments  ranging  from  incontinence  to  fungal  infections 
to  osteoporosis. 


• 
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Ir  surgical  infections;  the  sales  team  expanded  the  trial 
[cordingly.  Trovan  trials  eventually  expanded  to  13,000 
Lople  in  26  countries,  far  more  than  federal  rules 
quired.  The  payoff:  Trovan  won  approval  for  a  record  14 
[pes  of  infections. 

,  Even  after  getting  FDA  approval,  Pfizer's  marketers  look 
>r  ways  to  expand  the  customer  base  by  running  trials  that 
.inch  new  uses.  The  antibiotic  Zithromax  now  treats  a 
,inge  of  bacterial  infections,  including  sexually  transmit- 
pd  chlamvdia.  It  turns  out  that  a  related  chlamydia  strain 


Nibfeck 
tools  rev  up 


Like  all  drugmakers,  Pfizer  is 
benefiting  from  a  flowering  of 
%   biology.  New  techniques  in 
gene-sequencing  let  researchers 
spot  defects  and  vulnerabilities 
for  possible  drug  targets. 
Screening  machines  conduct 
10,000  minicxperiments  a  day, 
sifting  among  Pfizer's  library  of 
more  than  a  million  man-made 
compounds  to  find  ones  that 
might  attack  those  targets. 

Virtually  every  disease  cate 
gory  ^\v\  be  attacked  with  these 
new  technologies,  but  of  all  the 
gambles,  Niblack  says,  Pfizer's 
cancer  effort  stirs  the  most 
excitement. 

Last  year  "angiogenesis,"  the 
theoretical  aim  of  starving  can- 
cerous tumors  by  blocking 
their  ability  to  grow  blood  ves- 
sels, drew  headlines  around  the 
world.  Pfizer  has  eight  separate 
angiogenesis  chemicals,  two  of 
them  in  early  stages  of  human 
testing.  Pfizer  experts  have  also 
identified  other  chinks  in 
cancer's  armor  and  have 
designed  other  drugs  to  attack 
those  gaps. 

"I've  got  people  running  up 
here  every  other  week  saying, 
'Holy  cow,  look  at  this!'1"  says 
Pfizer's  head  cancer  researcher, 
Michael  Morin. 

As  drug  discovery  accelerates,  many  companies  will 
be  attacking  the  same  targets  with  rival  compounds, 
which  lead  to  shorter  product  cycles.  That's  why — as 
the  computer  industry  shows — it's  not  enough  to  be  in 
a  great  growth  industry.  You  need  superb  management 
as  well.  Pfizer's  clearlv  got  it. 

-S.W. 


Chemist  Charles 
Pfizer  founded  his 
company  150  years 
ago.  Its  first  plant, 
in  Brooklyn,  made 
citric  acid  for  food 
flavoring. 

is  present  in  most  people  and  is  par- 
ticularly concentrated  in  the  plaque 
that  clogs  arteries  to  cause  heart 
attacks. 

Eureka!  Might  reducing  chlamydia 
also  reduce  plaque  and  heart  attack  risk?  Pfizer  enrolled 
3,500  heart  attack  patients  for  a  test  aimed  at  proving  it;  if 
it  works,  Zithromax  would  add  a  huge  new  market. 

Pfizer's  aggressiveness  has  occasionally  gotten  it  into 
trouble.  Two  years  ago  the  U.S.  Food  &  Drug  Adminis- 
tration caught  the  sales  force  using  a  brochure  advocating 
unapproved  or  "off-label"  uses  for  Zoloft,  the  antidepres- 
sant that  competes  with  Lilly's  Prozac.  The  Pfizer  force  was 
pushing  Zoloft  as  a  pick-me-up  for,  among  others,  patients 
who  have  just  survived  a  heart  attack — even  though  stud- 
ies had  found  that  taking  Zoloft  might  cause  further  heart 
problems.  Pfizer  was  forced  to  publicly  recant. 

To  set  Pfizer's  future,  Steere  must  annoint  a  successor 
and  decide  whether  to  go  it  alone  in  an  industry  convulsed 
by  merger  fever.  On  succession,  the  two  frontrunners  are 
Pfizer's  chief  scientist,  Niblack,  59,  and  its  top  marketer, 
McKinnell,  55.  Niblack's  number  two,  Karen  Katen,  and 
the  chief  financial  officer,  Shedlarz,  are  dark-horse  candi- 
dates. As  for  mergers,  half  of  the  three  dozen  giants  that 
reigned  a  decade  ago  have  disappeared,  and  Pfizer  has  been 
approached  several  times  in  recent  years.  But  Bill  Steere  says 
buying  size  doesn't  make  much  sense.  Mergers  are  aimed 
at  plugging  gaps  in  the  product  line,  and  Pfizer  doesn't  have 
many;  those  that  exist  can  be  filled  by  alliances,  which  this 
year  will  bring  in  $1  billion  a  year  in  extra  revenue  for  Pfizer. 
"Mergers  in  this  industry  are  done  out  of  weakness,"  Steere 
says.  "We're  not  weak." 

Asked  which  is  more  important  to  him,  great  science  or 
shareholder  value,  Steere  doesn't  pause:  "Science,  no  ques- 
tion about  it."  Which  may,  in  the  last  resort,  be  the  best 
thing  for  shareholders,  too.  Hi 
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By  Brian  Zajac 

In  this  issue  we  unveil  the 
Forbes  Platinum  List.  This  new 
list  of  400  companies  includes 
just  one  in  three  of  the  biggest 
public  corporations  in  the  land. 

It  is  not  easy  to  make  this  list. 
We  started  by  searching  for  com- 
panies— including  foreign-based 
ones  with  a  significant  presence  in 
the  U.S. — with  sales  over  $750 
million.  There  were  1,200  pub- 
licly traded  companies  that  made 
the  first  cut.  These  we  divided 
into  25  industry  groupings. 

We  searched  for  the  best 
companies  in  each  group, 
basing  our  evaluations  on 
growth  and  profitability.  Our 
criteria  included  sales  growth, 
net  income  growth  and  return 
on  capital  over  both  the  past 
five  years  and  latest  12  months, 
typically  through  September. 

We  dealt  with  the  problem  of 
companies  that  merge  their  way 
to  growth — and  growing  prof- 
its— in  part  by  measuring  the 
growth  of  cash  flow  per  share.  A 
company  that  might  otherwise 
look  good  was  eliminated  if  it 
looked  weak  by  this  measure. 

In  general  we  selected  the  top 
35%  of  the  companies  in  each 
industry.  But  we  exceeded  that 
quota  in  some  cases,  such  as 
computer  software  and  financial 
services,  where  there  was  an 
abundance  of  fine  performances. 
And  we  undershot  the  quota  in 
ailing  businesses  like  forest  prod- 
ucts and  health  care  services. 

Yes,  this  wouldn't  be  Forbes  if 
the  editors  didn't  put  in  their 
dime's  worth.  We  threw  out 
some  companies  that  would  odi- 
erwise  have  qualified  if  we  sniffed 


trouble  ahead.  For  example, 
Oakwood  Homes,  maker  of  fac- 
tory-built homes,  made  all  the 
cuts,  but  we  eliminated  the  com- 
pany because  of  heavy  write- 
downs during  the  second  and 
diird  quarters  of  1998  related  to 
loans  securitized  by  its  finance 
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dhision;  we  suspect  there  may  be  more 
such  hits  in  1999. 

Profiles  of  chief  executives  who  run 
an  outstanding  company  in  each  of  our 
25  industry  sectors  begin  on  page  130. 

DEFINITIONS 

Return  on  capital:  We  define  total 
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~  capitalization    as    long-term 

5  debt,  common  and  preferred 

S  equity,  deferred  taxes,  invest- 

|  ment  tax  credits  and  minority 

?  interest  in  consolidated  sub- 

■u 

5   sidiaries.  We  define  profits  in  a 
I    special  way:  as  the  sum  of  after- 
§   tax  profits,  minority  interest 
§   and  interest  paid  on  long-term 
i  debt  (reduced  by  taxes  that 
b   would  have  been  paid  on  the 
1   interest  money  if  it  had  flowed 
S   through  to  the  bottom  line). 
I   We  assume  a  34%  corporate  tax 
3  rate  to  compute  the  tax  break 
|   derived  from  interest  expense. 
Five-year  average  return  on 
I   capital:  Here  we  use  a  modified 
|  version  of  the  sum-of-the-years 
s   digits     method.     This    gives 
I   greater  weight  to  recent  results. 
g   What   happens   if  there   is  a 
1   losing  year  in  the  five?  Tough. 
§  We  count  a  loss  as  a  negative 
|   return  and  deduct  it  from  the 
§   sum  of  the  digits.  If  a  firm 
5   shows    a    return    on    capital 
1   exceeding  1 00%  in  a  given  year, 
I  we  scale  it  back  to  100%  in 
order  to  knock  out  outrageous 
returns.  Net  income  includes 
gains  or  losses  from  discontin- 
ued operations  but  excludes 
extraordinary  items. 

We    use    the    least-squares 
method  to  calculate  sales  and 
v^t£      net  income  growth  rates.  This 
equation  adjusts  for  sharp  fluc- 
tuations and  produces  a  result 
that  closely  reflects  the  average  rate  of 
growth. 

The  least-squares  method  can't 
handle  negative  values.  How  do  we 
deal  with  losses?  If  profits  are  negative 
at  the  beginning  of  the  period,  we  cal- 
culate the  growth  rate  for  a  shorter 
period,  starting  with  the  first  positive 


year.  If  a  firm  loses  money  during  the 
middle  of  a  measuring  period,  Forbes 
drops  the  year  from  the  calculation 
and  measures  the  growth  rate  over  the 
remaining  positive  periods.  If  a  firm 
loses  money  in  more  than  one  year, 
however,  the  five-year  growth  rate  is 
not  calculated  and  the  result  is  listed  as 
not  meaningful  (nm). 

Our  computer  checks  all  growth 
rates  with  a  comparison  method  to  see 
if  the  growth  pattern  makes  sense. 
Fluctuating  patterns  are  marked  as  not 
meaningful. 

Our  five-year  growth  rates  require  six 
years  of  data,  since  we  use  latest  fiscal- 
year-end  results.  Latest  12 -month  com- 
parisons are  between  the  most  recent 
four  quarters  and  the  comparable  quar- 
ters in  the  previous  year.  Sales,  net 
income  figures  and  operating  and  net 
profit  margins  are  measured  over  the 
latest  12  months.  Debt  as  a  percentage 
of  total  capital  is  based  on  the  most 
recent  balance  sheet. 

For  banks  we  figure  revenue  in 
terms  of  total  interest  income  plus 
other  income  from  operations.  For 
insurance  firms  we  lump  premium 
income  with  net  investment  and  other 
income. 

For  debt  as  a  percentage  of  capital 
we  include  both  long-term  debt  and 
the  capitalized  value  of  leases. 

Operating  income?  By  our  defini- 
tion this  is  net  sales  minus  cost  of 
goods  sold;  selling,  general  and 
administrative  expenses;  and  research 
and  development  costs.  By  excluding 
such  noncash  costs  as  depreciation  and 
amortization,  interest  expenses  and 
minority  interest,  we  get  a  better  mea- 
sure of  real  cash  flow. 

If  you  want  additional  stock  market 
figures  and  earnings  estimates  on  all 
Platinum  400  companies,  log  in  to 
our  Web  site  at  www.forbes.com.   ■■ 
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Aerospace  &  Defense 

Boeing's  production  woes,  sagging  profits  and  layoffs  dominate  the 
headlines.  But  overall  the  aerospace  sector  still  has  wings:  Industry  sales 
at  $140.5  billion  last  year  were  up  5%  from  1997.  Look  for  a  3%  lift 
this  year.  Industry  margins  remain  near  5%  of  sales,  but  are  shrinking: 
Blame  the  vicious  price  competition  between  Boeing  and  Europe's 
Airbus  Industrie — and  the  squeeze  on  defense  spending. 


Industry  Buzz 


•  Look  for  Britain's  Rolls-Royce  to  continue  to 
gain  market  share  of  the  jet-engine  business 
this  year — at  the  expense  of  ge.  But  utc's 
Pratt  &  Whitney  unit  is  coming  on  strong 
(see  profile). 

•  Airbus  Industrie  is  on  a  roll,  winning  about 
half  the  new  orders  in  1998.  including 

a  $2.5  billion  order  from  twa  for  seventy-five 
100-  to  150-seat  planes. 

•  Productivity  woes:  It  now  takes  Boeing 
20%  to  30%  more  man-hours  to  build  an 
aircraft  than  it  did  in  1992. 

•  Losers  for  1999  include  Northrop 
Grumman,  hit  by  the  government  blockage  of 
its  takeover  by  Lockheed  Martin.  A  major 
supplier  of  747  fuselage  sections,  Northrop 
will  also  suffer  from  Boeing's  problems. 


"Boeing's  merger  with 
McDonnell  Douglas  did  not 
bring  the  market  dominance 
the  regulators  feared.  Just 
look  at  how  tough  a  competi- 
tor Airbus  has  become." 

-Howl 
Goldman.  Sachs  aerospace 


Profile 


No  more 
yo-yo 

By  Howard  Banks 

During  the  last  serious  air- 
craft downturn,  in  1992, 
United  Technologies'  $7.8  bil- 
lion (sales)  Pratt  &  Whitney 
engine  division's  costs  were  out 
of  control.  Most  people  get 
sloppy  when  times  are  good, 
and  Pratt  was  no  exception.  It 
had  a  S300  million  loss  and 
accounted  for  most  of  utc's 
$1.2  billion  writedown  that 
year.  Vowed  Pratt's  president, 
Karl  Krapek:  "We  were  never 
going  to  go  through  the  yo-yo 
thing  again." 

He  laid  off  10,000  people 
from  a  then  41,000  workforce 
and  started  slashing  factory 
space.  It's  now  down  to  5.5 
million  square  feet  from  10  mil- 
lion— and  still  shrinking.  His 
latest  move  is  to  shut  down 
manufacturing  at  the  compa- 
ny's West  Palm  Beach,  Fla. 
plant  and  move  that  work  to 
headquarters  at  East  Hartford, 
Conn.  In  a  year  or  two,  most  of 
that  work  will  be  concentrated 
at  Middletown,  20  miles  south 
(if  East  Hartford. 

One  way  to  cut  costs,  he 
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says,  is  to  standardize 
working.  "In  the  old 
days,"  Krapek  recalls,  old 
being  just  a  few  years  ago, 
"engineers  designed  their 
own  fasteners  [nuts  and 
bolts]  for  each  engine, 
so  we  would  have  1 5  dif- 
ferent ones,  costing  from 
50  cents  to  $15,  depend- 
ing on  volume.  We  now 
concentrate  on  just  a  few 
fasteners.  Savings  so  far: 
$4  million  a  year  on  this 
item  alone." 

Krapek  is  the  first  to 
concede  that  he  was 
behind  rival  ge  in  attack- 
ing engine  production 
costs.  "I  am  trying  to  get 
our  margins  to  match  GE's 
17%.  We  have  made  it  to 
13%  [from  3%  in  1993], 
and  our  aim  is  to  achieve 
16%  by  2003." 

To  get  there,  Krapek  is 
also  attacking  what  he 
calls  the  "buy-to-fly 
ratio."  It  used  to  take 
110,000  pounds  of  mate- 
rials, costing  an  average  of 
$7  per  pound,  to  produce 
a  15,000  pound  engine — 
that  is  a  bit  over  a  7-to-l 
ratio.  Krapek  is  working 
to  more  than  halve  that 
ratio,  to  4-to-l,  starting 
with  just  60,000  pounds 
of  material  to  produce  an 
engine.   At   4-to-l,   the 


saving  is  between  $1  mil- 
lion and  $2  million  off 
engines  costing  $5  million 
to  $12  million  apiece. 

Pratt  needs  every  penny 
Krapek  can  save.  In  the 
early  Nineties  Pratt  had  no 
money  to  bid  for  Allison 
[it  went  to  Rolls-Royce]  or 
to  compete  for  the  engine 
contract  for  Boeing's  last 
version  of  the  bestselling 
737.  Now,  with  less 
money  draining  away  for 
unnecessary  costs,  Pratt 
has  four  new  engines  in 
development.  Key  among 
them  is  the  new  PW6000, 
aimed  at  the  growing 
market  in  100-  to  130-seat 
jet  airliners.  The  PW6000 
has  already  been  picked  by 
Airbus  for  its  A3 18. 

In  the  first  nine  months 
of  1998  Pratt  &  Whitney 
turned  in  an  operating 
profit  of  $773  million, 
making  Pratt  once  again 
the  premier  performer 
for  utc. 

Krapek  has  been  widely 
rumored  to  be  a  con- 
tender for  the  top  job  at 
Boeing  should  that  com- 
pany's board  finally  lose 
patience  with  Phil  Condit. 
Krapek  says  he  hasn't 
been  asked,  and  "I  still 
have  a  million  things  to 
do  at  Pratt."  « 
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Banking 


Everywhere  banks  are  getting  fewer  and  bigger.  Last  year 
the  industry  did  a  quarter  of  a  trillion  dollars'  worth  of 
mergers,  but  few  believe  it  will  continue  at  that  pace  this 
year.  Given  that  the  industry  was  hard  hit  this  year  by  hedge 
fund  losses  and  emerging  markets  turmoil,  it  came  through 
the  year  in  pretty  good  shape.  Barring  a  global  recession, 
earnings  prospects  look  good  again  in  1999. 


?w 


t* 


I 

':'■:■: 

r,'. 
:r 

m 


Industry  Buzz 


1999'S  WINNERS 

•  Banks  with  a  greater 
proportion  of  noninter- 
est  income,  which  is 
less  dependent  on  the 
business  cycle,  like  First 
Union,  State  Street, 
Bank  of  New  York. 

•  Companies  with 
strong  technology,  which 
better  prepares  them  to 
confront  year  2000 
computer  perils,  like 
Wachovia,  First  Union. 

•  Banks  with  excellent 
expense  controls,  like 
Firstar,  Fifth  Third. 


AND  LOSERS 

•  Large  banks  with 
trading  and  internation- 
al exposure,  like  J.P. 
Morgan,  Republic 
National;  continuing 
international  worries 
will  hit  the  big  banks 
harder  than  regionals. 

•  Institutions  with 
multiple  technological 
systems  that  are 
digesting  a  big  merger. 
Keep  an  eye  on 
Citigroup,  BankAmerica. 


"Asset  quality  is  the  great 
unknown.  It's  been  so  favorable 
for  so  long  that  investors  are 
worried  that  bankers  will 
start  to  lower  their  credit  stan- 
dards.... There's  anecdotal  evi- 
dence, but  no  hard  numbers. 
It's  the  sort  of  thing  you  don't 
see  until  it's  too  late." 

-James  Record,  senior  research  analyst,  SNL  Securities 
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Profile 


Here's  my 
card;  we  want 
your  business 

By  Anne  Granfield 

Jerry  A.  Grundhofer,  54,  is 

not  vour  genial  sort  of  boss. 
He'll  walk,  into  an  elevator, 
introduce  himself  to  the 
employees  unfortunate  enough 
to  be  there  ,\nd  bluntly  ask: 
"So,  what  did  you  sell  today?" 
The  answer  usually  is:  "Quite 
a  lot."  That's  what  will  make 
$38  billion  (assets)  Firstar 
Corp.,  of  Milwaukee,  so  prof- 
itable— relentless  selling  of  bank 
services.  As  chief  executive  of 
Cincinnati's  Star  Banc,  which 
just  merged  with  Firstar,  he 
expected  every  employee  to 
carry  business  cards.  If  they 
were  in  a  grocery  store  line  and 
saw  that  the  person  in  front  was 
using  a  debit  card  from  anoth- 
er bank,  they  could  hand  the 
person  the  card  and  say*  "We'd 
like  vour  business.  Call  me." 


"We  follow  a  very  basic 
rule,"  Grundhofer  says.  "Grow 
revenues  faster  than  expenses 
and  great  things  happen." 

Great  things  like  what?  Like 
this:  In  late  1996  he  initiated  a 
special  one-time  1.5  million 
stock  option  grant  that  cov- 
ered every  Star  Banc  employee 
from  the  boardroom  to  the 
mailroom;  full-timers  who 
exercised  their  options  in 
November  each  took  home 
nearly  $22,000  (part-timers 
scored  over  $6,000).  Grund- 
hofer has  announced  a  new, 
similar  plan  for  all  14,000 
Firstar  employees. 

Grundhofer  made  Star  very 
profitable:  Its  five-year  return 
on  capital,  17.5%,  would  have 
been  fourth  highest  on  our 
list,  behind  First  Tennessee 
Bank,  Synovus  Financial  and 
State  Street.  Its  merger  with 
Firstar  creates  a  "superregion- 
al"  with  720  branches,  mostly 
in  the  Midwest,  that  ranks  as 
the  21st-largest  U.S.  bank. 
Firstar  will  soon  replace 
Amoco  (bought  by  British 
Petroleum)  in  the  s&p  500, 
sparking  demand  from  index 
fund  managers. 


Maybe  Grundhofer  under- 
stands what  motivates  ordinary 
people  because  of  his  own 
background.  His  bartender 
father  somehow  scraped 
together  enough  money  to 
send  him  and  his  brother,  John, 
to  Jesuit  schools,  including 
Loyola  Marymount  University 
in  Los  Angeles.  Interestingly, 
both  boys  decided  to  go  where 
the  money  is.  John  also  became 
a  banker  and  is  now  chief  exec- 
utive of  the  $73  billion  U.S. 
Bancorp  in  Minneapolis. 

Jerry  worked  summers  at 
Union  Bank  in  Los  Angeles 
while  in  college.  By  age  35  he 
was  president  of  rival  Alliance 
Bank.  His  resume  kept  getting 
better:  executive  vice  president 
of  retail  banking  at  Wells  Fargo, 
and  later  vice  chairman  of  Secu- 
rity Pacific.  In  1992  he  helped 
negotiate  its  merger  with 
BankAmerica. 

Star  Banc  in  1993  was  in  des- 
perate need  of  new  leadership. 
Grundhofer  supplied  it  in 
spades.  From  the  time  he  took 
over  until  the  merger  last 
November,  Star's  stock  climbed 
516%,  versus  199%  for  the  s&P 
Regional  Bank  Index.  HI 
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Luxury  and  performance  come  together  like  never  before. 
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PERFORMANCI  :jm 

3.2-Liter,  225-Horsepower  VTEC  V-6  Engim  \m 

4-Speed  Automatic  With  SportShift  Transmissioi  M 

4-Wheel  Double-Wishbone  Suspension  W 

Speed-Sensitive  Power  Steering  I 

Anti-Lock  Braking  System  (ABS)  J 

Traction  Control  System, 


Introducing  the  new  Acura  TL 
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I  ■   Hake  an  mtett.gent  decs,™  Fasten  your  seat  belt  For  more  information  on  the  new  Acura  TL,  call  l-800-TO-ACURA  or  mil  www.acura.oom 


Acura  Satellite-Linked  Navigation  System1 


i  Custom-Engineered  Bose"  CD  Audio  System 
Steering  Wheel-Mounted  Audio  Controls 
Power  Moonroof  With  Tilt  Feature 
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Business  Services 


As  companies  slim,  outsourcing  grows.  This  is 
great  for  outfits  like  Interim  Services  and 
Robert  Half  International.  Information 
technology  has  created  a  seemingly  insatiable 
demand  for  skilled  temps.  Therefore  the  biggest 
gains  are  going  to  agencies  that  are  strong  in  IT. 


Entrepreneurial 
discipline — and 
nonconformity 


By  Ann  Marsh 

James  Mann  likes  to  talk 
about  his  "tolerance  for  non- 
conformity." Strange  words 
from  a  former  IBM  company 
man  and  U.S.  Air  Force  pilot. 
But  Mann  has  managed  the 
exceptional  feat  of  marrying 
corporate  discipline  with  entre- 
preneurial freewheeling  at 
Wayne,  Pa. -based  SunGard 
Data  Systems. 

SunGard  (revenues,  $1.1 
billion  projected  for  1998) 
is  essentially  a  collection 
of  many  little  companies. 
Since  coming  to  SunGard 
in  a  1983  leveraged  buyout, 
Mann  has  overseen  the  acqui- 
sition of  66  companies.  In 
1997  alone  SunGard  acquired 

SunGard's  James  Mann 

His  entrepreneurs  don't  conform. 
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Even  renowned  cancer  hospitals  depend  on  a 
fundamental  material: 
cement.  And  at  a  growing  number  of  building 
projects,  Cemex  is  the  cement  of  choice.  With 
operations  in  22  countries  and  trade  relations 
with  60  countries,  Cemex  combines  the  use 
of  the  latest  production  and  information 

technology 
with  an  efficient,  environmentally  sound 
approach  to  meet  the  needs  of  customers 

everywhere.  Because  we're  not  just  building 

H       |   1 
hospitals— we're  building  a  better  world. 


To  learn  more,  visit  our  web  site  at 


AND  THE  WORLD  GETS  CLOSER  TO  A  CURE 


www.cemex.com. 


'/!.  D.Anderson  Cancer  Cen' 


Building   a  Better  World. 
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Industry  Buzz 


1999'S  WINNERS 

•  Interim  Services, 
which  has  55%  of  its 
business  in  specialty 
staffing,  including 
staffing  for  the  infor- 
mation technology  sec- 
tor. The  firm  sold  off  a 
distracting  health  care 
business  in  late  1997. 

•  Robert  Half  Inter- 
national, where  execu- 
tive placement  grew 
1,000%  in  1998.  rhi 
doesn't  do  much  Y2K 
staffing  and  therefore 
will  avoid  the  "Y2K 
bubble"  that  will  tem- 
porarily inflate  competi- 
tors' margins  this  year. 


AND  LOSERS 

•  Manpower,  which  has 
nearly  50%  of  its  busi- 
ness in  the  vulnerable 
manufacturing  sector. 
Many  of  its  largest  con- 
tracts are  with  compa- 
nies that  need  temps 
for  light  industrial 
assembly —  e.g.,  toy 
companies,  cosmetics 
companies.  These  firms 
are  pushing  for  lower 
prices  and  could  cut 
back  outsourcing  work. 


11  companies — and  4  more 
last  year. 

Unlike  the  old-line  con- 
glomerates that  SunGard  in 
some  ways  resembles,  this 
one's  different  businesses 
are  tied  together  by  a  common 
thread:  software  and  support 
services,  mostly  for  financial 
businesses  such  as  derivatives 
traders,  mutual  fund  man- 
agers, bank  trusts.  SunGard's 
revenues  are  70%  derived  from 
investment  support.  A  second 
leg  of  the  company  is  disaster 
recovery  (24%) — that  is,  offsite 
backup  to  bring  clients  back 
on-line  in  an  emergency.  A 
third,  smaller  line  (6%)  is  com- 
puter services. 

Growth  by  acquisition  is 
rightly  viewed  with  suspicion 
as  being  a  means  of  propping 
up  a  flagging  revenue  stream. 
More  often  than  not  a  re- 
sulting culture  clash  mucks 
things  up. 

Mann's  way  of  dealing  with 
this  problem  is  simple:  He 
doesn't  try  to  meld  the  acquisi- 
tions with  the  older  operations. 
He  lets  them  operate  on  their 
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own.  "I  have  always  believe 
smaller  businesses  work  bettc 
than  bigger  businesses,"  Man 
explains. 

He  thus  looks  for  companie 
with  splendid  management  th 
can  be  strengthened  with  add' 
tional  capital  and  SunGard 
distribution  system. 

The  tradeoff  is  that  the 
submit  to  SunGard's  rigit 
financial  controls.  "Their  [th 
managers']  targets  ought  to  b 
clearly  understood.  That  is  oni 
of  the  clear  legacies  from  m; 
time  in  the  military." 

Cristobal  Conde,  cofounde 
of  Devon  Systems,  sold  hi: 
trading  and  risk  managemen 
software  company  to  SunGarc 
in  1986.  Devon,  now  part  o 
Infinity,  has  expanded  from  25 
employees  to  280.  On  top  o 
his  Devon  stake,  which  is  a 
portion  of  the  $40  million 
SunGard  paid,  Conde  is 
halfway  to  an  additional  $10 
million.  That's  the  golden 
carrot  Mann  hangs  before  his  I 
managers  as  a  reward  if  they  I 
can  meet  his  by-no-means- 1 
modest  targets.  ■■  I 
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ARKANSAS 

A  natural  for  business 


The  Hubble  Telescope  Dances 

•  Through  The  Solar  System. 


It  Learned  Its  Moves  In  Arkansas. 


The  high-tech  control  systems  on  board  the  Hubble  Telescope  were  designed  and  rnanuracturea 

at  an  Arkansas  company.  You  could  say  that  Arkansas  helped  the  Hubble  become  an  idea  that  would  fly. 

A  central  location  and  talented  workforce,  combined  with  technological  advancement,  educational  opportunities,  affordable  sites,  tax 

incentives  and  natural  surroundings  are  helping  businesses  grow  in  Arkansas.  And  we  can  help  yours,  too.  Call  1-800-ARKANSAS. 

One  Capitol  Mall  •  Little  Rock,  Arkansas  72201  •  1-800-ARKANSAS  •  501-682-7341  (FAX) 
www.aedc.state.ar.us  •  e-mail:  info@aedc.state.ar.us 
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Business  Supplies 


fir 


There's  no  place  like  home.  Even  if  business  spending  on  computers 
slows,  look  for  increased  penetration  of  personal  computers  and 
printers  into  American  homes.  There's  still  plenty  of  room:  Only 
about  half  of  U.S.  homes  now  have  PCs.  This  also  spells  demand  for 
high-margin  printer  cartridges  and  floppy  disks.  But  as  more  people 
pay  their  bills  electronically,  traditional  business  forms  lose  ground. 


Industry  Buzz 


•  Office  furniture  sales  this  year  should  near  $13 
billion,  up  from  $12.3  billion  in  1998  and  only  $7.8 
billion  a  decade  ago. 

•  Look  for  big  office  furniture  makers  like  Herman 
Miller  to  move  into  the  $10  billion  ancillary  services 
market  like  workspace  management,  warehousing 
and  moving. 

•  Advertising  on  atms  will  boost  demand  for  the  teller 
machines  and  also  increase  the  atm  upgrade  busi- 
ness— adding  more  memory  and  larger  color  screens. 

•  Leading  indicator?  Large  office-supply  distributors 
like  Daisytek  and  United  Stationers  reported  slowing 
growth  at  year-end.  "In  part  due  to  corporate  man- 
agers trimming  discretionary  spending,"  says  Neal 
Johnson,  an  analyst  at  Robinson-Humphrey. 


U.S.  office  furniture  shipments  ({millions) 
14,000 


'92  '95  '98        00E 

Source:  Bifma  International. 


140 


OMPANY 

PROFITABILITY 

RETURN  ON  CAPITAL 
5-year         latest 
average       12  mos 

%              % 

i 

GROWTH 

SALES                     NET  INCOME 

5-year        latest         5-year    ■    latest 

average       12  mos       average      12  mos 

%             %              %            % 

SALES 

latest 

12  mos 

$mil 

NET 
INCOME 

latest 

12  mos 

$mil 

OPER 
MARGIN 

latest 

12  mos 

% 

PROFIT 
MARGIN 

latest 

12  mos 

% 

DEBT/ 
CAPITAL 

latest 
% 

laisytek  International 

20.5           13.9 

27.5 

24.4 

40.3* 

26.7 

847 

19 

4.8 

2.3 

22.0 

IM»ld 

18.5            11.0 

17.7 

2.1 

24.7 

-33.6 

1,205 

77 

15.9 

6.4 

3.0 

ieneral  Binding 

13.3             8.2 

14.8 

25.0 

14.3 

-6.0 

883 

26 

12.8 

2.9 

69  2 

'ION  Industries 

22.9           23.1 

12.4 

31.7 

15.5 

25.2 

1,660 

103 

13.3 

6.2 

14.8 

.exmark  Intl  Group 

20.3*          40.0 

8.7 

16.5 

62.7t 

44.2 

2,849 

218 

14.9 

7.7 

22.4 

Nail-Well 

9.7t          11.3 

34.4 

54.6 

46.6 

63.0 

1,317 

42 

10  8 

3.2 

60  8 

Human  Miller 

20.1           38.1 

15.4 

13.5 

35.7 

55.3 

1,765 

135 

15.3 

7.6 

30.0 

Reynolds  I  Reynolds 

16.4           16.3 

17.3 

7.2 

9.6 

74.1 

1,486 

103 

19.1 

6.9 

47.9 

Symbol  Technologies 

13.3            18.1 

18.8 

22.9 

46.6* 

34.8 

916 

88 

20.5 

9.7 

6.0 

Wallace  Computer  Svcs 

14.3            15.6 

18.8 

49.6 

14.9 

-8.7 

1,356 

74 

15.7 

5.5 

41.7 

•four-year  average    tThree-year  average 

For  further  explanation,  see 

page  128. 

Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Services. 
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Bar-code 
wizard 

By  Ashlea  Ebeling 

Jerome  Swartz,  58,  founded 

Holtsville,  N.Y. -headquartered 
Symbol  Technologies,  Inc.  in, 
yes,  a  garage  back  in  1975.  It's 
now  a  4,000-employee  firm 
with  nearly  $1  billion  in  esti- 
mated revenue  for  1998  and  a 
five-year  average  return  on  cap- 
ital of  13.3%. 

Swartz  built  the  business  on  a 
passion  for  what  he  calls  "blue- 
collar  technology."  He  designs 
and  builds  scanners  that  make 
postal  workers  or  store  clerks 
more  efficient  by  helping  them 
track  packages  or  inventories.  "I 
don't  believe  in  technology  or 
R&D  in  a  vacuum,"  says  the 
entrepreneur/inventor,  who  has 
125  patents  to  his  credit.  "I  like 
to  see  it  become  real." 

But  first  he  has  to  look  into 
the  future.  Swartz  can  imagine 
bringing  a  bar-code  scanner  to 
dinner  parties 
Jerry  Swartz  and  scanning 
A  whiz  at  code  off  a  bottle 

humanizing  of  wine  he  likes. 
technology.  Then  he  would 
■■■■  download      the 


information  into  his  home 
computer  and  a  store  would 
deliver  the  wine  the  next  day. 
He  plans  to  sell  such  scanners 
to  retailers.  He  hopes  they  will 
give  them  away  to  good  cus- 
tomers to  encourage  them  to 
shop  via  scanner. 

"He  sounds  a  little  bit  like 
the  Wizard  of  Oz,"  says 
Symbol's  marketing  vice  presi- 
dent, Judy  Murrah.  "But  when 
you  work  for  him,  you  become 
a  believer." 

Swartz  is  very  much  a  believ- 
er in  the  usefulness  of  what 
he  docs.  He  founded  Symbol 
when  he  was  an  electrical  engi- 
neering professor  at  his  alma 
mater,  Brooklyn  Polytechnic 
University.  Impatient  with 
standing  in  checkout  lines  at 
supermarkets,  he  conceived  a 
handheld  bar-code  scanner  for 
retailers  to  speed  up  lines. 

Retailers  said  they  didn't  need 
it.  Lasermakers  said  they  couldn't 
make  a  laser  small  enough. 
Swartz  ignored  them,  designed 
a  prototype  himself,  and  in 
1985,  after  six  refinancings  and 
ten  years  of  losses,  Symbol's 
handheld  scanner  sales  reached 
$13.9  million,  with  first-time 
profits  of  $5 18,000. 

Swartz's  next  major  break- 
through was  wearable  comput- 
ers. Today  thousands  of  distrib- 
ution workers  at  companies  like 
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UPS  strap  Symbol  computers 
onto  their  wrists  and  slip 
Symbol  miniscanners  on  their 
fingers.  "It's  just  like  wearing  a 
watch  and  a  ring,"  says  Swartz. 

What's  next?  Swartz  talks 
in  an  animated  stream-of- 
consciousness  about  hospitals, 
manufacturing  plants  and 
universities  as  markets  for 
his  products.  He  shows  off 
one  of  his  new  inventions — a 
raised,  two-dimensional  bar 
code  that  can  hold  1.1  kilo- 
bytes of  data,  or  100  times 
more  than  a  traditional  bar 
code— it's  on  the  back  of  his 
business  card.  On  a  driver's 
license  the  bar  code  can  be 
scanned  to  reveal  your  driving 
record,  insurance  carrier, 
fingerprints,  organ  donation 
preferences,  even  a  color 
photograph. 

Swartz  also  sees  a  big  future 
for  Symbol's  new  radio-wave 
communications  systems  that 
can  connect  computers  and 
phones  in  an  office  or  campus 
setting.  No  wires — no  tele- 
phone charges. 

"I  want  to  see  the  future 
today,"  he  says.  To  hurry  the 
future  along,  he  bombards 
employees  with  "Jerrygrams," 
messages  he  furiously  scrawls  on 
index  cards  he  keeps  in  his  front 
shirt  pocket.  Most  are  marked 
UT — for  urgent,  today.  *■ 
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Capital  Goods 


Whatever  happens  to  the  overall  economy  in  1999,  capital  spending  is  almost 
certain  to  slow.  Growth  in  capital  spending  this  year  should  be  only  about  5%,  1^ 
half  the  rate  of  1998.  Plunging  farm  commodity  prices  have  already  punished 
the  farm  equipment  sector.  Look  for  construction  equipment,  mining  equip- 
ment and  heavy  duty  truck  makers  to  feel  the  pinch  this  year. 


IJl'HIH 

The  most 
decentralized 
company 
in  the  world 

By  Michelle  Conlin 

Illinois  Tool  Works  Chief 
Executive  James  Farrell  bans 
e-mail  from  the  company's 
computer  networks.  "I  want 
my  guys  to  get  their  butts  out 
of  here  and  visit  our  opera- 
tions," he  says. 

Farrell  might  be  considered  a 
Luddite  but  for  this:  itw's  ten- 
year  average  annual  earnings 
growth  of  16%  and  five-year 
total  return  on  capital  of  19% 
exceed  even  those  of  capital 
goods  heavyweight  General 
Electric. 

Pretty  darned  good  for  an 
old-line  machinery  company. 
But  when  it  comes  to  manage- 
ment, there  is  nothing  old- 
fashioned  about  ITW.  Farrell 
presides  over  a  thoroughly 
decentralized  organization. 

Though  ITW  has  $6  billion  in 
sales,  it  is  broken  into  400  units 
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with  an  average  revenue  of  just 
$15  million.  They  make  every- 
thing from  welding  equipment 
to  nails  to  plastic  six-pack  rings. 
Eacl  unit  has  its  own  general 
manager,  who  runs  the  division 


as  if  it  were  his  own  business —  ITW  chief 

so  long  as  that  unit  is  outper-  James  Farrell 

forming  everyone  else  in  the  His  company 

particular  market.  nails  GE. 

There  aren't  any  company-  ■■ 
wide,  preset  benchmark  profit 
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Your  Passport  To  The  Investment 
World  Begins  With  Templeton 


Templeton  International  Equity  Funds 


I 


Templeton  offers  a  variety  of  global  and 
international  investments  that  can  help  you 
take  advantage  of  investment  opportunities  in 
our  changing  world.  Perhaps  you're  interest- 
ed in  the  political  and  economic  reform  of 
Latin  American  countries  such  as  Argentina,  Brazil  and 
Mexico.  Or  the  integration  of  banking  and  economic- 
sectors  in  the  European  Union  that  promotes  free  trade 
and  privatization  in  European  countries  such  as  Poland, 
Russia  and  the  United  Kingdom. 

■  Whatever  your  destination, Templeton 's  research  team 
utilizes  good,  old  fashion  bargain  hunting  techniques  to 


uncover  undervalued  and  overlooked  securities  for 
its  investors.  Templeton,  a  leader  in  global  investing, 
seeks  long-term  growth  investment  opportunities 
around  the  world. 

■  Call  your  investment  representative  or  Templeton 
today  for  a  free  brochure  on  the  Templeton  internation- 
al equity  funds. 

Foreign  investing  involve  special  risks  including  currency  fluctuations  and  political 
uncertainty. 

Franklin  Templeton  Distributors,  Inc. 

www.franklin-templeton.com 


CALL    1-800-FRANKLIN    EXT.    T265 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information,  including  sales  charges  and  expenses,  on 
the  fund(s)  checked  below.  I  will  read  the  prospectus(es)  carefully  before  I  invest  or  send  money. 

□  Templeton  Foreign  Fund  □  Templeton  Developing  Markets  Trust 

□  Templeton  Growth  Fund  □  Templeton  Greater  European  Fund 

□  Templeton  World  Fund  D  Templeton  Latin  America  Fund 

□  I  am  currently  a  Templeton  shareholder. 

Name 
Address 

City/State/Zip 

i       Daytime  Phone 


FOB  1/99 

T265 


Franklirf  Templeton 


100    Fountain    Parkway 
St.  Petersburg,  FL  33716-1205 


A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 
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Aeroquip-Vickers 


15.8 


17.8 


5.2 


2.6 


62.2 


32.4 


2,153 


124 


14.0 


5.8 


Ametek 


18.8 


20.0 


4.9 


14.3 


16.8t 


19.7 


938 


58 


15.6 


6.2 


54.6 


Case 


15.2t 


12.6 


9.5 


8.9 


30.8t 


-0.3 


6,126 


381 


11.8 


6.2 


46.4 


Caterpillar 


20.1 


17.8 


13.0 


14.1 


23.9* 


4.3 


20,764        1,663 


19.6 


8.0 


Crane 


15.5 


18.0 


10.0 


10.9 


32.6 


22.7 


2,202 


133 


13.0 


6.0 


Danaher 


19.3 


13.9 


17.3 


34.: 


42.0 


14.7 


2,673 


168 


16.4 


6.3 


Deere  &  Co 


17.3 


16.9 


12.2 


33.4 


6.4 


13,822        1,021 


17.1 


7,4 


Donaldson 


20.6 


20.4 


11.9 


5.8 


15.4 


6.3 


932 


56 


12.0 


6.1 


Dover 


23.2 


19.9 


15.9 


10.7 


28.4 


-0.3 


4,836 


384 


17.0 


8.0 


Eaton 


15.5 


15.2 


13.9 


-5.4 


26.3 


32.6 


6,953 


460 


14.3 


6.6 


Emerson  Electric 


19.5 


20.4 


11.0 


9.3 


10.5 


9.5 


13,447        1,229 


21.7 


9.1 


Federal  Signal 


16.4 


13.6 


5.7 


12.5 


-11.7 


965 


56 


12.4 


5.9 


Illinois  Tool  Works 


19.3 


19.0 


14.2 


6.2 


27.4 


15.6 


649 


22.4 


11.8 


Ingersoll-Rand 


13.7 


11.8 


15.1 


17.8 


27.7 


14.6 


,142 


453 


15.7 


5.6 


51.3 


Kennametal 


15.8 


9.1 


19.9 


55.1 


40.9 


-17.9 


1,849 


15.0 


3.3 


50.4 


Lincoln  Electric 


16.3 


19.1 


7.3 


3.7 


21.1t 


1,189 


92 


14.6 


7.8 


10.0 


Nacco  Industries 


9.0 


14.6 


10.4 


12.4 


31.2 


108.1 


2,466 


100 


11.3 


4.1 


44.5 


Paccar 


13.4 


17.1 


16.6 


22.9 


31.5 


58.4 


7,564 


435 


11.6 


5.8 


41.4 


Parker  Hannifin 


16.6 


16.7 


14.1 


13.1 


45.3 


7.3 


4,769 


323 


15.6 


6.8 


26.4 


Teleflex 


11.4 


11.9 


14.2 


27.1 


17.6 


19.0 


1,366 


14.2 


5.8 


31.9 


Tlmken 


13.3 


13.0 


10.5 


5.3 


34.5t 


-8.5 


2,697 


149 


15.2 


5.5 


24.2 


Wabash  National 


10.4 


8.6 


23.3 


65.3 


NM 


224.4 


1,234 


32 


7.0 


2.6 


32.3 


NM:  Not  meaningful.  *Four-year  average.  tThree-year  average.  For  further  explanation,  see  page  128. 


Sources:  Forbes:  Value  Line  and  Market  Guide  via  OneSource  Information  Service 


Industry  Buzz 


ALARM  BELLS 

•  The  s&p  Diversified  Machinery  index  was  down  18% 
last  year  while  the  s&p  500  was  up  20%. 

•  Construction  equipment  outfits  like  Caterpillar  are 
already  reporting  rising  inventories  and  order  cutbacks. 

•  Mining  equipment  makers  like  Harnischfeger  won't 
see  any  kind  of  recovery  kick  in  until  commodity 
prices  like  coal  and  paper  rise. 

•  Parker  Hannifin,  a  bellwether  for  the  farm  and  con- 
struction equipment  industry,  reported  a  6%  decline 
in  North  American  orders  for  November. 

"It's  not  a  pretty  picture.  We're 
seeing  the  typical  deceleration 
of  earnings  growth  and  the 
beginnings  of  an  industrial 
manufacturing  downturn 

-Tobias  Levkovich,  Salome:  Smith  Barney 


goals,  such  as  those  GE  and 
AlliedSignal  impose.  Instead 
top  management  imposes  stan- 
dards based  on  a  particular 
unit's  competition.  Each  gen- 
eral manager  must  usually 
submit  to  grillings  about  six 
times  a  year  by  one  of  Farrell's 
seven  executive  vice  presidents: 
"Why  don't  you  have  that 
account?  Why  does  our  com- 
petitor have  it?  What  will  you 
do  to  get  it?" 

When  a  unit  starts  to  outper- 
form— or  underperform — the 
competition,  Farrell  splits  it 
into  more  pieces,  usually  along 
tightly  focused  product  lines. 
This  corporate  mitosis,  Farrell 
argues,  acts  to  capitalize  better 
on  what's  working — or  to  iso- 
late what's  wrong.  "When  you 
separate  the  pieces,  you  can 
grow  faster  than  if  you  keep 
them  together,  and  that  growth 
far  outstrips  the  duplicate 
costs,"  he  says. 

When  itw  acquires  a  compa- 
ny, it  will  frequently  chop  it 


into  several  units.  Take  Farrell' 
acquisition  of  Miller  Electric  ir 
1993  and  Hobart  Brothers  h 
1996,  two  troubled  welding 
equipment  outfits.  Farrel 
immediately  broke  up  the  twe 
firms  into  20  units,  along  dis 
crete  product  lines,  so  the  gen 
eral  managers  could  bettei 
focus  on  what  needed  to  be 
done.  Operating  margins  have 
jumped  to  15%  from  2%. 

Farrell's  only  concession  to 
centralized  mantras  is  what  he 
calls  his  "80-20"  rule.  By  that 
he  means  he  wants  his  man- 
agers to  focus  their  efforts  on 
the  20%  of  customers  who 
make  up  80%  of  the  business. 

How  far  can  Farrell  take  this 
unorthodox  structure?  "I'd  like 
to  see  us  grow  to  1,000  units," 
Farrell  says,  sounding  more  like 
a  Silicon  Valley  entrepreneur 
than  a  boss  of  a  midwestern 
machine  company.  "You  have 
to  appreciate,  we're  all  a  little 
wacko  here.  We  get  turned  on 
by  nails."  M 
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There's  nothina  like 


»f  shareholder va,ue 


In  an  uncertain  world,  KeySpan  Energy's  growth  and  record  of 
dividends  give  a  shareholder  something  to  hold  on  to.  We  know 
that  all  kinds  of  investors  — the  young,  the  not  so  young,  managers 
of  40 IK  plans  and  managers  of  the  household  budget  — count  on 
us  for  <  reliable  dividends  and  growth.  >  KeySpan  is  a  $6  billion  hold- 
ing company  including  10  other  energy  related  companies  on  the 
way  to  becoming  a  premier  energy  company. 


ENERGY 

www.keyspanenergy.com 
Our  NYSE  listing  is  KSE 

KeySpan  is:  KeySpan  Energy  •  Brooklyn  Union  •  KeySpan  Energy  Management  •  KeySpan  Energy  Solutions  •  KeySpan  Energy  Services 
KeySpan  Energy  Development  •  KeySpan  Energy  Trading  Services  •  KeySpan  Energy  Supply  •  Northeast  Gas  Markets  •  Houston  Exploration  (thx) 
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Chemicals 


Overcapacity  and  the  Asian  crisis  combined  last  year 
to  deliver  a  one -two  punch  to  an  industry  already 
on  the  ropes.  Exports  of  chemicals  to  some  Asian 
countries  have  fallen  40%.  The  consensus  is  that 
prices  for  many  commodity  chemicals  will  continue 
to  fall.  Bright  spot:  an  expected  merger  frenzy 
among  specialty  producers  may  buoy  stock  prices. 


Industry  Buzz 


•  Many  companies  did  a  great  job  cutting  costs, 
but  earnings  are  still  down.  Union  Carbide  has  cut 
$813  million  of  costs  over  five  and  a  half  years, 
6%  more  than  planned.  Earnings?  Once  estimated 
at  $3.65  per  share  for  the  year,  they  are  now 
pegged  at  $2.53. 

•  Are  joint  ventures  the  new  rage?  Millennium 
Chemicals  and  Lyondell  Petrochemicals  formed 
Equistar,  combining  their  ethylene  businesses  to  cut 
costs  and  keep  each  other  from  building  more 
plants.  Then  everyone  started  talking  about  the 
"Equistar  model."  Are  Nova  and  Union  Carbide  next? 

•  M&A  hit  a  record  high  of  some  $36  billion,  nearly 
quadrupling  in  three  years,  says  Young  &  Partners. 
A  highlight:  Hercules  buys  BetzDearborn  for  $2.4 
billion — one  of  the  largest,  and  not  likely  the  last, 
specialty  chemical  deal  between  U.S.  giants. 

"The  trough  in  commodity 
prices  will  last  twice  as  long  as 
usual.  Small  companies  will  go 
out  of  business.  Large  compa- 
nies will  see  earnings  fall  much 
further  than  they  expect." 

-Timothy  Rankin,  Franklin  Mutual  A    isors 
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Rising  son 

By  Bernard  Condon 

Chemicals,  a  dull,  commodi- 
ty-type business,  right?  Not  at 
rpm,  Inc.  under  the  second-gen- 
eration management  of  Thomas 
Sullivan,  who  took  over  his 
father's  business  27  years  ago.  In 
those  years  Tom,  61,  built  the 
publicly  owned  company  from 
revenues  of  $11  million  to  its 
present  $1.7  billion. 

This  little-known  specialty- 
chemicals  maker  has  delivered 
an  annual  average  compound 
return  of  21%  over  that  time. 
No  "restructuring"  charges, 
no  sweeping  layoffs  and  not  a 
single  year  of  fallen  profits  in 
51  years. 

The  Sullivans,  who  still  own 
5%  of  the  shares,  built  the  busi- 
ness piece  by  piece  by  acquiring 
dozens  of  small  companies  and 
leaving  their  management  to 
run  the  shows. 

A  third  generation  looms  on 
the  scene.  Tom's  son  and  heir 
apparent,  Frank,  38,  a  former 
banker  who  joined  RPM  nine 
years  ago,  is  restless.     Frank 
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thinks  his  dad  hasn't  been  tough 
enough  with  under/performers 
among  the  20  divisions.  "We've 
been  very  patient,  and  that's 
been  good,"  says  Frank,  rpm's 
chief  financial  officer.  "But 
sometimes  too  patient.  This  isn't 
a  popularity  contest." 

Frank  is  making  his  presence 
felt.  He  is  on  the  lookout  for 
companies  with  annual  sales  up 
to  $500  million,  five  times  larger 
than  rpm's  normal  fare.  The 
company  is  also  venturing  more 
abroad.  In  the  past  two  years 
RPM  bought  a  South  African 
maker  of  construction  chemi- 
cals, a  British  fireproof-coatings 
company  and  a  polymer  flooring 
company  in  Brazil. 

"Whether  that  $500-million- 
a-year  opportunity  comes  along 
here  or  in  Europe,"  says  a  con- 
fident Frank,  "we're  going  to 
do  it." 

Frank  has  hired  a  half-dozen 
men  who  share  his  restlessness — 
all  under  35 — whose  offices  are 
close  by  his  first-floor  office  at 
headquarters  in  Medina,  Ohio. 
The  youngsters 
Frank  and  Tom  have  already 
Sullivan  shaken  things  up. 

Passing  the  One  suggested 
torch— again,  basing  two-thirds 
of  a    subsidiary 
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chief's  salary  on  profits  above 
the  cost  of  capital,  instead  of 
straight  profits,  as  the  elder  Sul- 
livan has  preferred.  Frank  has 
already  pushed  out  two  top 
executives  who  he  felt  weren't 
delivering.  His  father,  in  the 
quarter-century  before,  had 
gotten  rid  of  just  three  execu- 
tives. To  plow  money  back  into 
the  company,  Frank  has  lowered 
annual  dividends  to  50%  of  prof- 
its from  62%  five  years  ago. 

If  Frank  is  taking  an  active 
role  in  the  company,  his  dad  is 
by  no  means  out  of  the  pic- 
ture. Tom,  who's  long  left 
daily  operations  to  rpm  Presi- 
dent James  Karman,  has 
become  a  whiz  at  wooing 
potential  acquisitions.  He  bad- 
gered the  guys  at  Rust-Oleum 
Corp.  each  year  for  16  years — 
calling  them,  visiting  them, 
sending  chocolates  on  holi- 
days— until  they  finally  agreed 
to  sell  to  him  in  1994. 

"If  they're  willing  to  sell  to 
you  right  away,"  says  Tom  from 
his  second-floor  office,  "they're 
not  worth  buying." 

Of  course  the  ones  that  are 
worth  buying  have  lots  of  suitors. 
Tom  and  Frank  have  their  work 
cut  out  for  them  trying  to  main- 
tain rpm's  growth  pace.  Hi 
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Computers 


A  new  trend  has  Intel  on  the  outside.  The  average  selling  price  of  a  PC  dropped, 
by  nearly  25%  in  1998.  Forty-five  percent  of  the  PCs  sold  in  retail  stores  last  yea| 
were  priced  below  $1,000.  That's  opened  a  chink  in  the  Intel  Corp.  monopoly. 
Only  half  of  the  sub- $1,000  PCs  have  "Intel  inside"  chips.  The  rest  come  from 
rivals  Advanced  Micro  Devices  and  scrappy  upstart  Cyrix  Corp.  Robust  growth 
in  services — the  fees  hardware  companies  charge  for  installing  and  maintaining 
computers — are  compensating  for  drops  in  hardware  prices. 
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The  push  for 
more  user- 
friendly  boxes 


By  Julie  Pitta 

Well,  Dell  did  it  again.  It's 

getting  almost  monotonous. 

While  the  PC  industry  grew  by 

a  paltry  5%  in  1998,  Dell  grew 

at  a  blistering  pace  of  more 

-   than  50%.  Dell  outsells  IBM  and 

I   Hewlett-Packard  Co.  and  looks 

p   ready  to  overtake  the  number 

1  one  maker,  archrival  Compaq 

2  Computer  Corp. 
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what  comes  naturally. 


^yhe  best  things  in  life  just  seem  to  come  naturally.    Like  natural  Vitamin  E  from  ADM. 
Made  from  the  healthy  goodness  of  soybeans,  natural  Vitamin  E  is 
significantly  more  effective  than  synthetic  brands.    In  fact,  studies 
have  shown  it  can  help  you  maintain  cardiovascular  health,  as 
well  as  a  healthy  cholesterol  level.    Natural  Vitamin  E  also  helps  support  the  immune  system, 
V^_^*  strengthening  your  body's  own  disease-fighting  abilities.    And  some  say  it  can 

^f      \"^        even  help  you  feel  younger,  longer.    Look  for  natural  Vitamin  E  in  leading  brands 
of  dietary  supplements.    It  might  just  be  the  most  natural  choice  you'll  ever  make. 
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www.admworld.com 
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Industry  Buzz 


•  Hardware  sales  will  increase  sharply  in  the  first 
half  of  the  year  as  companies  rush  to  replace  old 
computers  with  Y2K-compliant  hardware. 

•  But  sales  will  drop  off  in  the  second  half  as  com- 
panies stop  buying  in  order  to  integrate  these  new 
machines.  The  slowdown  will  trigger  a  pc  price  war 
as  manufacturers  slash  prices  to  resuscitate 

demand. 

"As  more  companies  get  into 
electronic  commerce,  they're 
going  to  need  reliable  computer 
systems  of  the  land  supplied  by 
companies  like  djm  and  Sun.  If 
you're  Dell  and  you're  doing 
$10  million  a  day  in  Internet 
sales,  losing  a  half-hour  means 
losing  a  half-million  dollars." 

-Carl  Howe  of  I .     s'er  Research,  Inc. 


As  most  everyone  knows, 
Michael  Dell  started  the  outfit 
in  his  dormitory  room  in  his 
freshman  year  at  the  University 
of  Texas  in  1983,  dropping  out 
after  hitting  $80,000  in  sales  in 
one  month.  The  kid  (he's  now 
all  of  33)  rewrote  the  rules  of 
competition  for  the  PC  industry. 
Now  IBM,  Compaq  and  Hr  play 
by  Dell's  rules. 

His  bigger  rivals  diought  vic- 
tory would  go  to  the  company 
with  die  best-designed  machine. 
Michael  Dell  understood  from 
the  start  that  the  PC,  pieced 
together  with  software  from 
Microsoft  Corp.  and  chips  from 
Intel  Corp.,  would  soon  be  a 
commodity.  With  commodities, 
what  matters  is  price  and  deliv- 
ery. Maybe  because  he  didn't 
know  any  better,  Dell  saw  the 
quickest  way  to  achieve  both 
goals  was  to  cut  out  the 
middleman. 

Which  he  did  by  selling  over 
the  telephone  and  the  Internet 
direct  from  the  factory.  "Our 
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operating  costs  for  the  desktop 
PC  division  in  the  U.S.  is  7%  o* 
revenue,"  Dell  says.  "Compaq 
will  pay  a  dealer  6%  of  revenue 
as  a  subsidy." 

Compaq  has  tiptoed  lightly 
into  direct  sales  for  fear  of  riling 
retailers,  who  provide  90%  of 
revenues.  "Our  competitors  are 
still  prisoners  of  their  history, 
Dell  says.  "They're  stuck  with 
their  dealers." 

Michael  Dell  understands 
that  his  competitors  will  slowly 
erode  the  advantage  he  gained 
by  eliminating  the  middleman. 
He's  now  concentrating  on 
trying  to  produce  more  user 
friendly  boxes.  "I'll  be  the  first 
to  admit  computers  have  to  get 
a  lot  easier  to  use,"  says  Dell, 
who  spent  nearly  $300  million 
on  research  and  development 
last  year.  "If  we  don't  improve 
our  products  enough,  it's 
going  to  present  an  opportuni- 
ty for  someone  else.  That's 
how  great  companies  go  out  of 
business."  Bl 
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Did  someone  say  jump? 


As  far  as  we're  concerned,  a  simple  "How  high?" 


isn't  good  enough.  We  want  to  exceed  your 


wildest  expectations.  So  if  your  business  is  looking 


to  relocate,  consider  Mississippi.  You'll  find  hard- 


working people,  cooperative  local  and  state 


government,  and  an  aggressive,  whatever-it-takes 


kind  of  attitude.  ■  Call  1-800-340-3323,  and  tell  us 


what  we  can  do  for  you.  Just  be  careful  if  you  ask 


us  to  jump.  We  might  bring  back  some  moonrocks. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  P.O.  Box  849  •  Jackson,  Mississippi  •  39205  •  http://www.mississippi.org 
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Computer  Software 


There  was  plenty  of  activity  in  this  quintessential  Computer  Age  industry.  The  Justice 
Department's  attack  on  Bill  Gates'  software  juggernaut  kept  Microsoft  on  the  defensive 
but  didn't  stop  its  growth.  Rivals  that  were  supposed  to  be  roadkill  staged  comebacks 
Database  leader  Oracle  Corp.  rebounded  nicely,  despite  the  near  collapse  of  its  Asian 
business  at  the  end  of  1997.  Even  lowly  Novell  won  some  plum  contracts  for  its 
networking  software.  Open- source  software,  created  by  hundreds  or  thousands  of 
programmers  collaborating  over  the  Internet,  gave  the  market  a  new  wrinkle. 


g 
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Industry  Buzz 


•  Likely  1999  Winners:  Siebel  Systems,  i2 
Technologies.  Siebel,  whose  software  coordinates 
and  assists  corporate  sales  forces,  and  i2,  maker 
of  supply-chain  strategy  programs,  have  sprinted 
to  leads  in  their  markets. 

•  Look  for  these  upstarts  to  step  on  the  toes  of  the 
"Enterprise  Resource  Planning"  kingpins  sap,  Baan 
and  PeopleSoft,  which  have  a  tough  row  to  hoe. 
Their  stocks  haven't  rebounded  as  strongly  as 
those  in  other  tech  sectors. 

•  Inktomi,  the  search  service,  has  stayed  out  of  the 
"portal"  fray,  choosing  to  remain  independent  and 
to  rely  on  superior  technology.  Watch  for  it  to  add 
more  big  Internet  sites  to  its  already  impressive  list 
of  customers. 


"The  Internet  companies? 
There's  no  way  to  forecast 
when  those  multiples  are  going 
to  fall.  All  the  things  that  are 
wrong  with  them  now  were 
just  as  wrong  six  months 

-Roger  McNamee.  Integral  Capital  I 


mum 


Web  Warrior 


By  Josh  McHugh 

Steve  Case  stops  short  of 
saying  "I  told  you  so,"  but  not 
by  much.  Forgive  him.  The  40- 
year-old  chief  executive  of 
America  Online  has  just 
launched  the  biggest,  boldest 
software  deal  of  the  year,  aol's 
$4  billion  acquisition  of 
Netscape  Communications.  He 
has  transformed  his  Dulles,  Va.- 
based  company  from  an  embat- 
tled service  scoffed  at  by  the 
digerati  into  the  Internet  com- 
pany to  beat. 

So  grant  him  a  little  self- 
congratulation. 

"I  remember  reading  that  the 
Internet  was  going  to  under- 
mine AOL,"  Case  says.  "That 
was  back  when  we  had  about 
500,000  users.  They  were 
saying  we  were  going  to  fall  by 
the  wayside." 

Competitors  like  Com- 
puServe fell  by  the  wayside 
(it  is  now  part  of  aol),  but  aol 
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Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Services. 


now  boasts  14  million  paying 
members.  For  much  of  the 
world,  AOL  and  the  Internet  are 
inseparable.  And  AOL  isn't  chas- 
ing the  Web,  Case  will  tell  you. 
The  Web  is  chasing  AOL. 

"Now  they're  saying  on-line 
services  [like  aol]  are  the 
future,"  Case  says.  "Yahoo  and 
Excite  are  following  the  AOL 
model." 

True  enough,  the  Web's 
top  sites  are  now  "portals," 
each  trying  to  capture  and 
retain  as  many  Web  users  as 
possible  within  the  confines  of 
its  own  brand-soaked  cyber- 
turf.  AOL  has  been  doing  it 
for  years. 

AOL  lays  claim  to  roughly  33% 
of  U.S.  Internet  traffic.  Earnings 
have  been  small,  but  aol's  cash 
reserves  exceed  $1  billion.  Per- 
haps most  important,  its  surging 
stock  price  provides  abundant 
currency  for  acquisitions. 

Now  the  AOL-Netscape  deal 
signals  that  AOL,  once  strictly  a 
proprietary  "dial-up"  system,  is 
embracing  a  more  wide-open, 
Web-centric  approach. 

Case  puts  it  more  simply: 

AOL's  Steve  Case 
Buying  into  the  Web 
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"This  deal  makes  us  stronger  in 
the  daytime,"  he  says,  not  one 
to  indulge  in  industry  jargon. 
Netscape's  Netcenter  portal  has 
become  a  hit  with  business  users 
at  work. 

Typically,  AOL  users  come 
home  from  work  and  dial  in, 
expecting  to  hear  "You've  got 
mail!,"  an  AOL  greeting  so 
familiar  that  it  serves  as  a  new 
movie  tide  without  any  need  for 
explanation. 

Now  Case  confronts  a  chal- 
lenging year  ahead.  He  must 
try  to  push  AOL  deeper  into 
the  black.  At  the  same  time, 
he  must  make  the  Netscape 
deal  work. 

As  AOL  plunges  into  battle 
with  Yahoo  and,  eventually, 
Microsoft  for  ad  dollars  and 
a  piece  of  each  e-transaction,  it 
must  keep  improving  ease 
of  use  and  other  ways  to 
keep  Joe  and  Jane  Customer 
from  defecting  to  other 
portals. 

"We  want  to  offer  the  most 
magical  service  possible,"  Case 
says.  "We'll  use  the  technology 
as  a  means  to  an  end,  but  we've 
gotten  here  because  we  figure 
out  what  the  customer  wants, 
not  what  the  technologists 
think."  mm 
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Construction 


As  with  most  capital  spending,  the  $618 
billion  construction  industry  is  fated  to  slow 
in  1999.  Highway  construction  will  keep  on 
rolling  along,  propelled  by  a  $217  billion 
federal  project  over  the  next  five  years. 
Provided  interest  rates  continue  to  fall,  home 
building  should  be  another  bright  spot. 


Industry  Buzz 


"Manufactured-housing  stocks 
are  selling  at  ten  times 
earnings.  It's  as  if  the  market 
doesn't  believe  the  industry's 
good  times  will  continue. 
But  with  energy  costs  going 
down  and  inflation  low,  there's 
no  reason  1999  won't 
be  another  great  year." 

-Michael  Corelli.  securities  analyst  at  Barry  Vogel 
&  Associates,  a  division  of  du  Pasquier  &  Co.  Inc. 


•  Single-family  house  construction  will  be  up 
11%  for  1998,  a  record.  Even  though  in  1999  it 
will  drop  1%,  that  will  still  be  the  second-best 
year  ever. 

•  Winners  this  year  will  include  builders  of  manu- 
factured homes  like  Champion  Enterprises  and 
Fleetwood  Enterprises,  which  are  pushing  into  the 
retail  segment  for  the  first  time. 

•  Another  winner:  Vulcan  Materials  Co.,  whose  $890 
million  acquisition  of  CalMat  Co.  makes  it  the 
largest  U.S.  producer  of  construction  aggregates. 

•  Likely  loser:  Fluor  Corp.,  the  giant  designer  and 
manufacturer  of  process  plants.  Oil  prices  are 
down  45%,  and  chemical  prices  down  30%, 
meaning  companies  in  those  industries  will  scale 
back  capital  spending. 


Make  just  one 
thing;  make 
it  cheaply 

By  Jay  Akasie 

Granite  Construction  Inc. 
will  pave  your  driveway  for 
$2,000 — or  rebuild  a  chunk  of 
interstate  highway  in  Utah  for 
$320  million.  Unlike  its  much 
larger  competitors  that  build 
everything  from  refineries  to 
pipelines — companies  like  Mor- 
rison Knudsen  and  Peter  Kiewit 
Sons'' — Granite  gets  the  lion's 
share  of  its  $1  billion  in  sales 
building  things  you  drive  on. 
Granite  builds  roads,  parking 
lots  and  airport  runways  well 
enough  to  beat  out  the  bigger 
rivals  for  some  choice  projects. 
Last  March,  for  example,  Gran- 
ite won  the  job  to  reconstruct  a 
scenic  stretch  of  Highway  70 
running  through  the  Sierra 
Nevadas.  Its  $9.7  million  bid 
beat  Kiewit's  by  $500,000. 

The  road  specialty  has  been 
paying  off  well  for  Watsonville, 
Calif.-based  Granite.  Sales  have 
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doubled  over  the  past  five  years. 
Earnings  over  the  nine  months 
through  September  1998,  $36 
million,  are  64%  better  than 
they  were  in  1997,  and  well 
ahead  of  where  they  were  in  a 
depressed  1993. 

Focus.  You  hear  that  theme 
again  and  again  in  the  discussion 
of  corporate  strategy,  and  it  is  an 
important  part  of  Granite's  suc- 
cess. But  note  the  form  it's 
taking  here.  Unlike,  say,  car 
companies  that  are  focusing  by 
outsourcing  their  parts  opera- 
tions, Granite  focuses  on  a 
narrow  end  product.  Far  from 
outsourcing  its  supplies,  Granite 
is  going  the  other  way.  It  has 
assembled  a  collection  of  30-plus 
gravel  pits  and  quarries  that 
supply  the  raw  material  for  roads. 
It  also  has  its  own  concrete 
ready-mix  and  asphalt  plants. 

Depending  on  the  project, 
these  raw  materials  account  for 
as  much  as  50%  of  the  cost  of  a 
road  or  parking  lot.  Shaving  a 
buck  a  ton  off  the  cost  of  the 
ingredients  can  make  a  big  dif- 
ference in  the  profitability  of  a 
construction  project.  "We  want 
to  bring  cost  advantages  into 
the  business,  and  that  only  hap- 
pens when  you  produce  your 
own    materials,"    says    Chief 
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Executive  David  Watts,  60. 

Watts,  a  rugged  looking  Cor- 
nell economics  major  and 
former  Navy  SEAL,  spent  most 
of  his  career  at  a  Dallas  indus- 
trial engineering  firm  before 
taking  the  top  job  at  Granite  in 
1987.  Granite  was  at  a  cross- 
roads— then  just  $380  million 
in  sales,  the  company  hoped  to 
grow  beyond  its  regional  base 
in  California  and  take  on  larger 
projects.  Shareholders,  mostly 
descendants  of  the  company 
founder,  wanted  liquidity,  and 
Watts  got  them  that  by  taking 
the  firm  public  in  1990. 

Under  Watts,  Granite  has 
branched  into  Florida,  Utah 
and  Georgia,  but  it  is  still  rather 
focused  geographically,  with  its 
most  profitable  work  coming 
from  within  a  30-mile  radius  of 
any  of  its  numerous  gravel 
sources.  Within  those  little 
spheres  of  influence,  Granite 
can  find  some  room  to  grow. 
More  than  50%  of  its  revenue 
comes  from  projects  partly  or 
wholly  funded  by  the  Federal 
Highway  Administration,  and  a 
recent  appropriations  bill  will 
boost  federal  highway  spending 
26%  next  year.  Watts  says  he 
can  double  revenues  again  in 
the  next  five  years.  m 
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Consumer  Durables 


The  big  news  here  is  the  trend  toward  outsourcing  a  major  part  of  car- 
building  to  outside  outfits  like  Tower  Automotive  Inc.  and  Lear  Corp. 
That  and  the  strange- bedfellows  merger  of  Chrysler  and  Daimler-Benz, 
which  may  well  be  the  world's  first  true  transborder  auto  company. 


Low-cost 
supplier 

By  Terril  Yue  Jones 

If  gm  or  Ford  has  a  worker 
make  a  car  seat,  it  pays  $45  an 
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hour,  benefits  included.  If  the 
auto  company  contracts  with 
a  parts  supplier  to  do  the 
work,  the  labor  cost  is  more 
like  $27.  Therein  lies  the 
prosperity  of  Lear  Corp.,  the 
largest  freestanding  supplier 
of  auto  interiors. 

Unionization  doesn't  explain 
the  cost  discrepancy:  Bodi  Lear 
and  auto  companies  have  been 


organized  by  the  United  Auto 
Workers.  But  union  leverage 
does  explain  it.  A  strike  at  GM 
can  shut  down  the  company.  A 
strike  at  a  parts  supplier  might 
just  give  GM  an  excuse  to  go  with 
another  supplier.  Also,  says 
David  Andrea,  chief  economist 
at  automotive  consultant  csm 
Corp.,  Lear  squeezes  more  pro- 
ductivity out  of  its  uaw  workers. 


Lear  Corp.'s 
Kenneth  Way 
Going  modular 
to  cut  costs. 
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Wherever  you  go,  wherever 

you  may  be,  you'll  find  that 

republic  speaks  your  language. 


Headquarters  of  Republic 

national  Honk  of  Nam  )4>rk 

fSuwoe)  .N    \    in  Lfeneva. 


Our  multilingual  account  officers  are  at  your 
service  in  Borne  three-dozen  financial  centres 

around  the  world.  And  though  they  speak1  many  dir- 
lerent  languages,  all  are  committed  to  one  funda- 
mental principle:  to  protect  our  clients'  capital  as 
we  safeguard  its  purchasing  power. 

It  is  a  simple  principle  upon  which  we  base  our 
brand  ol  financial  conservatism:  private  banking 
mult  upon  rigor,  discipline  and  prudence. 
1  his  sophisticated  conservatism,  vigorously  pursued,  has  crea- 
ted a  global  private  bank  ol  exceptional  stability,  capable  ol 
weathering  tne  roughest  storms. 

Indeed,  Republic's  capitalization  ratio,  on  a  risk  adjus- 
ted basis,  is  twice  a~  great  as  tnat  required  by  the  world's 
international  banking  regulators. 

lo  our  way  ol  thinking,  it  is  security  as  well  as  return 
that  we  must  ensure  each  day.  And  in  the  process,  to  provide 
a  unique  quality  ol  service,  understanding  and  discretion. 


World  Headquarters  of 

Republic  National  Bank  of 

New   )orb  in  New    )orb. 


Republic  National  Bank  of  New  Yorkr 

Strength.  Security.  Service. 

New  V>rk  *  Geneva  *  London  •  Beijing  "  Beirut  •  Beverly  f  Jills  •  Buenos  Aires  •  Cayman  Islands  •  Copenhagen  •  Encino  *  Gibraltar  '  Guernsey 
Hon;  Kong  •   Istanbul   •  Jakarta   •   Los  Angeles   "    Lugano  •  Luxembourg  •   Manila  •  Mexico  City   •   Miami   •   Milan   •   Monte  Carlo  •   Montevideo  •    Montreal 
Moscow    •  Nassau  •  Paris  ■  I'unta  del  Este  •  Rio  de  Janeiro  •  Santiago  •  Sao  Paulo  •  Singapore  ■  Sydney  •  Taipei  •  lei  Aviv  ■  Tokyo  •  Toronto  •  Zurich 


MEMBER  FDIC 


•   Reputlit  National  Bant  of  Ne»  York,  1998 
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ndustry  Buzz 


1999S  WINNERS   AND  LOSERS 


•  DaimlerChrysler  AG: 
This  megamerger  creat- 
ed the  world's  fifth- 
largest  automaker  and 
vastly  expands  both 
Chrysler's  ability  to  sell 
its  brands  globally  and 
Daimler-Benz's  reach 
inside  North  America. 

•  Federal-Mogul  Corp.: 
Just  finished  selling  off 
its  unprofitable  auto 
retail  chain  in  Latin 
America  and  is  concen- 
trating on  its  core  busi- 
ness of  supplying  parts 
for  engine  systems. 


•  jpe  Inc.:  Unable  to 
turn  around  its  troubled 
Canadian  operations, 
the  auto  parts  firm  suf- 
fered heavy  losses,  vio- 
lated loan  covenants 
and  was  delisted  from 
Nasdaq,  jpe's  founder 
resigned  in  September 
and  two  of  its  sub- 
sidiaries, citing  last 
summer's  gm  strike, 
filed  for  bankruptcy. 

•  Peregrine  Inc.:  An 
example  of  consolida- 
tion not  working,  this 
supplier  of  exterior  and 
interior  auto  compo- 
nents was  formed  to 
take  over  four  gm  parts 
plants.  But  three  of 
them  became  big 
moneylosers;  Peregrine 
closed  its  two  factories 
in  the  U.S.  and  sold  one 
of  its  two  Canadian 
plants. 


Needless  to  say,  the  uaw  is 
not  happy  about  outsourcing 
by  automakers — one  of  the 
issues  provoking  a  54-day  strike 
against  GM  last  summer — but 
the  trend  continues.  GM  hived 
off  a  piece  of  its  parts  manufac- 
turing operations  in  1991  as 
Delphi  Automotive  Systems. 
Delphi,  in  turn,  unloaded  its 
seatmaking  factories  on  Lear  for 
a  mere  $250  million. 

The  Delphi  seat  business 
wasn't  making  money  in  gm's 
hands,  but  it  might,  beginning 
next  year,  make  good  money  for 
Lear.  "It  needs  some  fixing  up, 
but  it's  a  good  business,"  says 
Kenneth  Way,  the  59-year-old 
chief  executive  of  Lear. 

Way,  an  industrial  engineer 
and  Detroit  native,  joined  Amer- 
ican Metal  Products  in  1966  just 
before  it  was  bought  by  Lear.  In 
1988  he  and  a  handful  of  man- 
agers led  a  $500  million  lever- 
aged buyout  of  what  was  then 
called  Lear  Siegler  Seating.  They 
took  the  companv  public  again 
in  1994.  In  the  past  four  vears  its 
stock  price  has  doubled,  com- 
pared to  a  mere  36%  rise  at  gm. 

What  works  for  seats  can  work 
for  other  car  parts  or  subassem- 
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blies.  Lear  has  bought  up  makei 
of  other  interior  components  an 
now  sells  completed  doors  an' 
roof  linings,  among  other  thing; 
Lear  is  the  world's  fifth-larges 
parts  supplier,  holding  30%  of  th 
$18  billion  interior  component 
market  in  North  America.  Rev 
enues  have  more  than  doublet 
to  $8.3  billion  since  1994.  "In  ar 
industry  not  known  for  acting 
quickly,  Lear  is  at  die  forefront  o 
predicting  where  to  be,"  say: 
analyst  Greg  Salchow  of  Rone\ 
Capital  Markets. 

At  the  moment  Lear  is  in  i 
rough  patch.  The  gm  strike  anc 
the  declining  auto  market  in 
Latin  America  both  cost  it  a  lot 
of  revenue.  Lear  is  taking 
fourth-quarter  charge  of  about 
$133  million.  "The  key  to  our 
business  is  flexibility,"  says  Way. 
"We  know  when  to  go  on  the| 
attack;  we  know  when  to  pull 
our  horns  in." 

He  is  going  on  the  attack  to 
take  a  piece  of  the  coming 
market  for  complete  car  interior 
packages — from  floor  to  ceiling 
to  doors.  That  module  market 
could  be  worth  $112  billion  by 
2005,  and  Way  seems  to  be  sit- 
ting in  die  catbird  seat.  WM 
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i  four  competitor's  largest  customer 
I  needs  product  fast. 

When  can  you  deliver? 

0 
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know 


You  can  spend  millions  of  dollars  on  application  software  and  still  not  have  the  information  you  need  to  run  your  business.  That's  because 
most  application  software  automates  just  the  back  office -or  just  the  front  office.  Oracle*  Applications  integrate  your  entire 
business -sales,  service,  supply  chain,  manufacturing,  accounting,  projects,  human  resources.  Everything.  Our  applications  capture  all  the 
information  needed  to  provide  a  complete  view  of  what's  going  on  in  your  business.  Every  decision  you  make  is  based  on  up-to-date 
information  and  impact  on  shareholder  value.  We  call  it  business  intelligence.  And  it's 

from  Oracle.  Now  you  know.  If  you'd  like  to  know  even  more — and  who  wouldn't — call  ^^^^/ 1  '^t^"^^^^  L^ar^tew 

Oracle.   1-800-633-0769,  ext.   16303,  or  visit  www. oracle. com! info/09  today. 

©1998  Oracle  Corporation   All  rights  reserved.  Oracle  is  a  registered  trademark  of  Oracle  Corporation. 
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Energy  Distribution 


Utility  stocks  kept  pace  with  the  Dow  in  1998  after  underperforming  for 
17  years.  This  once-sleepy  industry  is  rubbing  its  eyes  and  gazing  into  a 
changed  future.  Deregulation,  first  introduced  in  California,  will  accelerate 
this  year.  Many  electric  utility  executives  will  thus  have  to  decide  whether 
to  stay  in  the  generation  business  or  sell  power  plants  to  focus  on  the 
slower- growing  but  less  risky  business  of  maintaining  transmission  lines 
and  reading  meters.  Electric  and  gas  companies  will  continue  to  merge. 

1 
1 

5. 

m 
n 

■:■■■ 

Industry  Buzz 

■  Profile! 

\       \ 

Risk-taker 
in  a  cautious 
business 

By  Christopher  Palmeri 

As  A  YOUNG  MANAGER  at  Mis- 
souri Public  Service  in  the  late 
1970s,  Richard  Green  watched 
Joseph  Teasdale   get  himself 
elected  governor  of  Missouri  on 
a    campaign    that    called    for 
rolling  back  electric  rates.  It  was 
a  cheap  way  to  win  votes,  and 
Teasdale    forgot    the    pledge 
when  elected.  But  it  left  Green 
burning  to  find  a  way  to  get  the 
company  out  of  the  clutches  of 
politicians.  The  company  was 
more  than  a  job  for  Green:  His 
great-grandad  had  founded  it, 
and  his  father  ran  it  for  years. 

In  1985,  three  years  after  his 
father  died,  Green  was  named 
chief  executive  of  UtiliCorp 
United  Inc.,  the  fancy-sound- 
ing parent  company  formed  to 
own  his  dad's  old  utility,  Mis- 
souri Public  Service.  Missouri 
Public  Service  was  then  a  small- 
ish, $260  million-a-vear  utilitv 

•  Mergerbait?  Yankee  Energy  System,  Providence 
Energy  and  Washington  Gas  Light  Co.  might  make 
attractive  targets,  says  A.G.  Edwards'  Michael  Heim. 

•  Natural  gas  companies  like  El  Paso  Energy  Corp., 
Enron  Corp.  and  Coastal  Corp.  are  getting  in  the 
electric  business  by  brokering  kilowatts  and  by 
building  power  plants  along  their  pipelines. 

•  A  new  term,  merchant  plant,  has  been  coined  to 
describe  a  power  plant  built  to  sell  in  the  open 
market.  More  than  50,000  megawatts  of  efficient, 
new  gas-fired  power  plants  have  been  proposed, 
amounting  to  7%  of  U.S.  generating  capacity. 

•  As  markets  open,  former  monopolies  are  having 
to  sell  themselves.  Columbia  Energy  Group  just 
signed  a  deal  with  Amway  Corp.  to  market  electric- 
ity and  natural  gas  across  the  country.  Companies 
competing  in  the  recently  deregulated  natural  gas 
market  in  Georgia  have  been  offering  free  movie 
rentals,  groceries  and  energy-management  soft- 
ware to  customers  who  switch  providers. 

"Vertically  integrated 
electric  utilities  should 
largely  disappear." 

-PaineWebber  utilities     -i/sts 
Barry  Abramson  and  Tracey  Lun     ijrg. 

•••••• 
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latest 

12  mos 

$mil 


latest 

12  mos 

% 


CMS  Energy 


7.8t 


7  5 


8.7 


15.4 


i6.r 


12.1 


5,226 


250 


24.7 


latest 

12  mos 

% 


latest 
% 


4.8 


56.3 


DPL 


8.4 


3.9 


5.5 


6.0 


53 


1,306 


36.2 


14.4 


36.1 


Duke  Energy 


7.6 


8  5 


14.1 


16.5 


8.0 


22.2 


18,016        1,221 


19.0 


6.8 


32.9 


El  Paso  Energy 


6.5 


5.] 


47.1 


19.0 


NM 


35.8 


6,107 


216 


12.7 


3.5 


38.9 


FPL  Group 


7.2 


82 


4.2 


2.9 


7.0 


78 


6,508 


661 


37.8 


10.2 


29.6 


KN  Energy 


8.8 


13.9 


17.9 


119.5 


22.8 


26.5 


4,034 


11.7 


2.3 


46  i 


i  Century  Energies 


7.5 


4.5 


3.7 


35.6 


3,599 


319 


25.5 


8.9 


37.2 


Nipsco  Industries 


78 


7: 


8.5 


26.6 


6.2 


15 


2,987 


189 


22.4 


6.3 


45.3 


OGE  Energy 


72 


8.4 


1.1 


23.8 


5.6 


31.5 


1,746 


168 


28.2 


9.6 


36.3 


Oneok 


9.3 


12.5 


17.4 


58.0 


20.6 


71.8 


1,835 


102 


16.6 


5.6 


17.4 


Scana 


7.1 


8.0 


5.9 


10.3 


13.1 


25.7 


1,656 


251 


15.2 


37.2 


TECO  Energy 


8.5 


8.7 


81 


9.3 


7.6 


8.2 


1,941 


223 


33.7 


11.5 


38.1 


UtiliCorp  United 


7.3 


7.2 


26.5 


65.3 


15.7 


-3.7 


12,329 


126 


3.3 


10 


43.0 


Washington  Water 


7.2 


6.0 


17.1 


187.1 


6.8 


-24.5 


3,148 


8.1 


2.5 


42.9 


Wicor 


9.4 


9.2 


7.0 


-5  1 


18.7 


0.7 


973 


47 


14.7 


4.9 


23.2 


NM:  Not  meaningful    "Four-year  average    Uhree-year  average.  For  further  explanation,  see  page  128. 


Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Services. 


serving  about  200,000 
electric  and  gas  customers 
in  the  western  part  of  the 
state.  Green  was  only  32. 

UtiliCorp  United  then 
began  acquiring  other  util- 
ities. The  company  now 
serves  2.6  million  cus- 
tomers in  eight  states  and 
four  foreign  countries.  It 
pioneered  the  business  of 
brokering  natural  gas  in 
the  mid-1980s.  The  com- 
pany buys  gas  from  pro- 
ducers and  sells  it  to  utili- 
ties and  other  large  users. 
Green  added  electricity  to 
the  mix  four  years  ago. 
UtiliCorp  is  now  the  third- 
largest  wholesaler  of  natur- 
al gas  in  the  country;  the 
fourth-largest  in  electricity. 
UtiliCorp's  wholesale  busi- 
ness produced  $25  million 
in  cash  flow  in  1998  and  is 
growing  robustly  at 
around  20%  per  year. 

In  the  mid-1990s  Green 
dreamed  of  building  a 
national  business  selling 
electricity  and  natural  gas 

UtiliCorp's  Rick  Green 
Behind  him,  a  trading 
powerhouse. 


to  consumers  and  business- 
es under  the  brand  name 
EncrgyOne.  He  invested 
nearly  $50  million  on 
billing  systems,  salespeople 
and  advertising.  But  the 
kind  of  deregulation  that 
would  facilitate  marketing 
power  to  consumers  across 
the  country  has  been  slow 
in  coming.  UtiliCorp 
exited  the  national  retail 
business  in  mid- 1998. 

Green  now  admits  he 
was  too  early — but  that's 
the  whole  point:  In  a  gen- 
erally cautious  business 
this  man  is  a  risk-taker. 

UtiliCorp  recently  began 
selling  an  internally  devel- 
oped energy-purchasing 
software  package  to  other 
utilities.  It  is  also  develop- 
ing a  business  in  weather- 
related  futures  contracts 
(Forbes,  July  6,  1998). 
Green  continues  to  encour- 
age his  team  to  come  up 
with  entrepreneurial  ideas. 

Green  says  UtiliCorp's 
wholesale  and  internation- 
al businesses  will  keep 
the  company's  earnings 
increasing  at  an  8%  clip. 
The  average  utility  grows 
at  just  2%  per  year.         Bi 
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Energy  Extraction 


T 


Oil  prices  plunged  40%,  to  their  lowest  inflation-adjusted  levels  in  25 
years.  Firms  that  borrowed  heavily  to  acquire  reserves  when  oil  was 
selling  for  $18  a  barrel  were  squeezed  when  it  fell  to  $11.  Some  will 
go  bankrupt.  Only  the  leanest  and  most  efficient  firms  can  survive:  The 
Exxon-Mobil  deal  should  be  seen  in  this  fight— as  a  way  of  squeezing 
out  duplicative  overhead  in  a  low-profit  business.  Yes,  the  industry  will 
rise  again.  The  trick  will  be  to  get  through  the  next  few  years. 


Profile 


Mr.  Outside 
saves  the  day 

By  Daniel  Fisher 

Richard  Cheney  raised  eye- 
brows when  he  stepped  in  as 
chief  executive  of  Halliburton 
Co.  in  1995.  Sure,  the  tough- 
talking  former  congressman 
from  Wyoming  and  Secretary 
of  Defense  had  been  around  a 
lot.  But  what  did  he  know 
about  running  an  oil  business? 

Plenty,  as  it  turns  out.  Since 
Cheney  took  charge,  Dallas- 
based  Halliburton  has  trans- 
formed itself  from  a  second-tier 
player  into  the  world's  biggest 
provider  of  oil-drilling,  engi- 
neering and  construction  ser- 
vices, with  an  estimated  $20 
billion  in  revenue  this  year 
(1999). 

Last  year  Cheney  holed  up  in 
a  room  at  the  Hotel  Crescent 
Court  in  Dallas  with  William 
Bradford,  then  chief  executive 

David  Lesar  and  Dick  Cheney 
Turnaround  team. 


4 
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Net  a  profit. 
Keep  a  profit 


Wouldn't  life  be  wonderful  if 
making  money  was  as  easy  as 
sticking  out  a  net?  In  South  Dakota, 
it's  almost  that  simple.  That's 
because  we  believe  if  you  net  a 
profit,  you  should  keep  that  profit. 
Sounds  pretty  good,  doesn't  it? 


Coincidence? 

We  don't  think  so. 


•  No  corporate  income  tax 

•  No  personal  income  tax 

•  No  business  inventory  tax 

•  No  personal  property  tax 


Call  the  Governor's  Office  of  Economic  Development  at  1-800-872-6190  for  information  on  improving  your  bottom  line. 

All  inquiries  are  strictly  confidential. 
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9.8 


29.1 


8.4 


46.1 


-48.9 


1,999 


0.6 


latest 

12  mos 

% 


0.2 


latestl 
'% 


20! 


BJ  Services 


8.5 


9.9 


36.3 


4.2 


70.9 


1,527 


117 


20.7 


7.7 


20.7 


British  Petroleum 


11.1 


9.8 


6.4 


-27.9 


31.3* 


-23.1 


55,783        2,782 


5.0 


17.3 


Ensco  International 


14.8 


20.1 


33.3 


22.1 


81.6* 


62.3 


895 


305 


63.1 


34.1 


21.3 


Exxon 

12.1 

11.8 

4.0 

-12.6 

12.5 

-12.4 

•  106,998 

7,410 

13.4 

6.9 

10.4  1 

Global  Marine 

29.9 

21.6 

33.5 

26.3 

NM 

-32.4 

1,223 

248 

36.3 

20.3 

42.3  1 

Halliburton 

14.5 

5.1 

7.3 

12.3 

NM 

-74.9 

17,346 

178 

11.5 

1.0 

23.3  1 

Mobil 

11.4 

10.1 

2.6 

-22.6 

18.5 

-21.1 

49,540 

2,560 

12.1 

5.2 

12.7  1 

Nabors  Industries 

16.1 

15.0 

30.2 

3.2 

30.0 

26.5 

1,063 

145 

28.0 

13.7 

19.1  1 

Phillips  Petroleum 

12.9 

8.7 

6.0 

-20.1 

38.2 

-30.9 

12,660 

656 

18.1 

5.2 

30.5  1 

Schlumberger 

16.5 

15.1 

10.8 

16.5 

14.3 

-5.9 

11,948 

1,109 

21.2 

9.3 

30.2   1 

Smith  International 

19.4 

11.2 

54.7 

41.3 

14.5* 

-13.1 

2,083 

80 

15.3 

3.9 

38.0   1 

Sunoco 

6.8 

12.6 

3.1 

-22.0 

NM 

500.0+ 

7,315 

257 

7.3 

3.5 

32.6   1 

Tesoro  Petroleum 

14.9 

9.6 

1.6 

25.0 

28.5* 

-52.4 

1,169 

32 

12.3 

2.7 

41.5   1 

Tidewater 

20.2 

27.2 

16.9 

17.6 

59.7 

57.0 

1,098 

320 

42.0 

29.1 

1.8    1 

Tosco 

13.0 

8.9 

45.1 

8.0 

28.4* 

30.4 

13,096 

263 

7.4 

2.0 

37.6 

Transocean  Offshore 

10.4 

12.0 

31.9 

19.6 

71.0 

152.2 

1,020 

287 

48.5 

28.2 

29.0 

Weatherford  Intl 

8.5* 

7.8 

30.8* 

15.4 

NM 

-12.6 

2,138 

148 

26.3 

6.9 

28.3    | 

NM:  Not  meaningful.  *Four-year  average. 

For  further  explanation. 

see  page  128. 
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•  Independent  oil  and  gas  companies  plunged 
54%,  versus  a  gain  of  4.4%  for  the  s&p  Midcap 
Index,  while  oil  service  stocks  fell  52%. 

•  The  mergers  aren't  over.  With  the  rise  of  the 
Super-Majors,  Texaco,  Unocal  and  Arco  will  be 
stuck  in  the  second  tier,  locked  out  of  lucrative 
projects  like  the  multibillion-dollar  drilling, 
pipeline  and  refining  projects  that  Saudi  Arabia 
and  other  countries  are  expected  to  offer  in 
coming  years. 

•  Look  for  oil  service  firms  to  be  hit  hard  again. 
Arthur  Smith,  chairman  of  John  S.  Herold,  Inc., 
thinks  oil  service  expenditure  cuts  could  be  as 
deep  as  40%  this  year  if  oil  prices  don't  recover. 


"Embedded  in  today's  low 
oil  prices  is  the  mother 
of  all  oil  shocks." 

-Matthew  Simmons,  chairman 

of  Houston-based  Simmons  &  Co.  International. 

He  predicts  an  oil  shortage  if  companies  stop  drilling 

new  wells  to  replace  rapidly  declining  reserves. 


of  Dresser  Industries,  Inc.  That 
meeting  led  to  Halliburton's 
acquisition  of  one  of  its  biggest 
rivals.  With  the  Dresser  pur- 
chase, Halliburton  leapfrogged 
longtime  industry  leader 
Schlumberger  Ltd.  in  revenue 
and  filled  in  the  last  major  gaps 
in  its  arsenal  of  technology. 

Once  seen  as  badly  trailing  its 
competitors  in  areas  such  as 
directional  drilling  and  drilling 
fluids,  Halliburton  now  has 
everything  it  needs  to  win  con- 
tracts for  projects  such  as 
designing,  building  and  operat- 
ing systems  to  manage  produc- 
tion from  oilfields.  "What  we 
got  [with  the  Dresser  acquisi- 
tion]," says  Cheney,  "was  a  sig- 
nificant improvement  in  our 
product  lines." 

That  improvement  helped 
Halliburton  lure  away  a  long- 
time Schlumberger  client, 
Norway's  Statoil.  For  Statoil, 
Halliburton  will  develop 
advanced  systems  to  recover 
oil  from  aging  fields  in  the 
North  Sea. 

That  new  contract  will  help 
Halliburton  weather  cutbacks 


in  drilling  budgets  next  yea; 
as  its  customers  react  to  lowei 
oil  prices.  So  will  Hallibur 
ton's  engineering  and  con 
struction  division,  which  haj 
an  $11  billion  backlog 
enough  to  carry  it  for  at  least 
two  years. 

"We  don't  think  we're  going 
to  see  the  downside  on  that 
part  of  the  business  because  our 
customers  have  to  go  ahead  and 
develop  these  projects  and  try 
to  recognize  some  cash  flow 
out  of  the  costs  they  incurred 
three  or  four  years  ago,"  says 
David  Lesar,  Halliburton's 
president  and  chief  operating 
officer. 

Cheney  is  generally  viewed  as 
Halliburton's  "Mr.  Outside"  to 
Lesar's  "Mr.  Inside,"  with  I 
Cheney  using  his  international  P 
contacts  to  drum  up  new  busi- 
ness while  Lesar  focuses  on 
running  the  company.  "It  gets 
you  in  the  door,"  Cheney  con- 
cedes of  his  old  contacts  in 
places  like  Pakistan  and  Saudi 
Arabia,  but  he  adds,  a  bit  snap- 
pishly: "It  doesn't  get  you  the 
contracts."  Hi 
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<J^ficient  Relationship: 
You,  Us. 


At  Dell,  nothing  should  stand  between  you 
and  us.  It's  how  we  ensure  you  get  products 
and  services  custom-configured  to  your  needs. 
Want  the  shortest  distance  to  what  you  want? 


BE  DIRE 


www.dell.com 


Dentium  J 
xeon™  i 


R     O     C     E 


Dell  offers  a  complete  line  of  Intel -based  workstations/servers.  The  Dell  Precision™ 
Workstation  610  offers  advanced  performance  for  demanding  applications.  With  up  to 
two  Intel  Pentium"  II  Xeon™  processors,  and  swift  2D/3D  graphics  e  lgines,  our  custom- 
configured  workstations  deliver  some  of  the  highest  performance  features  there  are.  The 
Dell  PowerEdge  6300  Server  can  accommodate  up  to  four  Pentium" II  Xeor  "  processors, 
4GB  of  ECC  memory  and  seven  hot-plug-ready  PCI  slots.  And,  Dell  will  be  there  to  back 
up  this  server  24  hours  a  day  if  anything  should  go  wrong.    1  .888. 948. DELL 

Intel,  the  Intel  Inside  logo,  and  Pentium  are  registered  trademarks  and  Pentium  II  Xeon  is  a  trademark  of  Intel  Corporation. 
Dell,  the  Dell  logo,  and  PowerEdge  are  registered  trademarks  of  Dell  Computer  Corporation.  Be  Direct  and  Dell  Precision 
are  trademarks  of  Dell  Computer  Corporation,  &  1 998  Dell  Computer  Corporation.  All  rights  reserved. 
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Entertainment  & 
Information 


.  W| 


Thanks  to  technology,  movies  have  moved  into  the  home:  Video  rentals  in  the 
U.S.  last  year  rose  6%,  to  $7.9  billion,  while  video  retail  sales  grew  7%,  to  $8.9  bil- 
lion. Together  they  dwarfed  U.S.  box  office  revenues  of  some  $7  billion,  though 
ticket  sales  were  up  a  healthy  10%.  But  music  hit  a  flat  note — just  $12.5  billion  for 
the  year.  It  was  "game  over"  for  videogame  sales,  which  fell  from  a  61%  growth 
rate  in  1997  to  only  10%  last  year.  Despite  mixed  signals,  Merrill  Lynch  reports 
entertainment  stocks  were  up  38%  last  year,  versus  a  19%  rise  in  the  S&P  500. 


'  i:'ir 


*# 


Industry  Buzz 


•  Broadcast  networks  will  lose  more  ground  to 
cable  networks  this  year,  but  will  continue  to  get 
the  bulk  of  the  ad  dollars.  Internet  hookups  will  rise 
14%,  to  33  million  homes,  and  on-line  content  pur- 
chases will  grow  24%,  to  $423  million.  On-line 
advertising  will  grow  82%,  to  $3.1  billion. 

•  Radio  will  continue  to  take  away  ad  dollars  from 
newspapers  and  television,  with  Salomon's  Paul 
Sweeney  predicting  greater  than  10%  growth 
over  last  year,  fueled  by  brand  positioning  for 

the  millennium. 

'These  companies  have  ran  out 
of  things  to  acquire.  They  have 
created  these  monstrous 
bureaucracies  and  they've  got- 
ten so  strong  at  building  brands 
that  they  now  have  to  spend  an 
enormous  amount  of  money 
just  to  maintain  positioning. 
There's  ut  t  too  much  product 
of  every  kind  oui  there. 

-Haroid  Vogel.  analyst  and  author 


Profile 


Passionate 

textbook 

salesman 

By  Robert  La  Franco 

The  booming  U.S.  economy 
is  pouring  tax  dollars  into  state 
and  local  coffers,  legislatures 
are  voting  big  increases  for 
politically  popular  educational 
spending.  This  is  great  news 
for  Boston-based  Houghton 
Mifflin,  as  of  last  September, 
the  nation's  leading  textbook 
publisher.  California  plans  to 
spend  $1  billion  on  new  text- 
books in  the  next  fours  years, 
while  New  York  plans  to  nearly 
double  book  spending,  to  $78 
per  student,  by  the  year  2001. 
Florida  will  also  increase 
spending  10%  to  nearly  $200 
million  next  year. 

As  of  September  Houghton 
Mifflin    had    a    leading    21% 
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market  share  of  new  books  sold 
to  the  country's  largest  school 
districts.  At  year-end  they 
ranked  in  the  top  four.  With 
textbooks  booming,  Houghton 
Mifflin's  revenues  have  doubled 
since  1994  to  $860  million  last 
year,  keeping  the  company 
apace  with  larger  rivals  like 
McGraw-Hill,  Harcourt  Brace, 
Pearson,  and  Simon  &  Schuster 
so  far  as  grammar  textbooks  are 
concerned. 

Meanwhile,  Houghton  Mif- 
flin prepares  for  the  day  when 
Internet  and  CD-ROM  texts 
overtake  paper.  Houghton  Mif- 
flin has  90  Web  sites  used  as 
textbook  resources  by  college 
students  and  professors.  It  was 
the  sole  on-line  major  textbook 
publisher  chosen  for  Illinois 
grammar  schools.  It  has  a 
minority  stake  in  OnlineLearn- 
ing.net,  which  provides  Inter- 
net courses  for  UCLA. 

For  Houghton  Mifflin  Chief 
Executive  Nader  Darehshori, 
61,  textbooks  are  more  than 
just  a  living;  they  are  a  passion. 
Every  weekday  for  six  years,  as 
a    young     Iranian     lad,     he 
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COMPANY 


PROFITABILITY 


GROWTH 


SALES 


RETURN  ON  CAPITAL  SALES 

5-year         latest  5-year        latest 

average       12  mos  average       12  mos 

%  %  % 


NET  INCOME 

5-year       latest 

latest 

average     12  mos 

12  mos 

%            % 

$mil 

NET         OPER      PROFIT     DEBT/ 
INCOME    MARGIN   MARGIN   CAPITAL 


latest         latest         latest 
12  mos       12  mos        12  mos         latest 
$mil  %  %  % 


Banta 

11.2 

11.0 

14.5 

17.9 

5.1 

29.2 

1.343 

56 

12.8 

4.2 

21.9 

AHBelo 

10.9 

4.6 

18.1 

26.0 

18.7 

-13.5 

1,393 

77 

29.5 

5.5 

48.0 

Walt  Disney 

10.9 

7.5 

25.0 

2.2 

20.9 

-5.9 

22,976 

1,850 

39.7 

8.1 

33.2 

Gannett 

17.0 

18.2 

6.4 

9.6 

19.5 

26.1 

5,049 

973 

33.9 

19.3 

22.7 

Holhnger  Intl 

8.6t 

14.3 

34.3 

6.1 

NM 

71.4 

2,231 

197 

19.6 

8.8 

54.3 

Houghton  Mifflin 

9.5 

9.0 

12.8 

7.3 

17.1 

-3.8 

848       ; 

45 

23.5 

5.4 

37.6 

Knight-Ridder 

15.9 

13.6 

4.3 

13.8 

22.0 

0.7 

3,092    : 

389 

22.4 

12.6 

42.0 

McGraw-Hill  Cos 

18.2 

16.8 

11.4 

6.6 

19.8 

-37.1 

3,692 

334 

23.2 

9.1 

27.5 

Media  General 

11.5 

7.0 

9.3 

11.3 

23.9 

32.8 

965 

69 

26.6 

7.1 

57.6 

Meredith 

20.4 

19.5 

4.5 

15.6 

38.3 

-14.6 

1,025 

84 

22.0 

8.2 

29.8 

New  York  Times 

7.9 

12.4 

9.6 

3.8 

NM 

19.5 

2,923 

282 

23.4 

9.6 

22.3 

Tribune 

15.7 

12.7 

5.7 

11.8 

23.8 

14.5 

2,926 

414 

29.9 

14.2 

34.7 

Viacom 

6.2 

4.2 

56.3 

6.0 

72.7 

D-P 

13,785 

432 

12.4 

3.1 

38.9 

Washington  Post 

17.8 

36.2 

6.5 

5.4 

15.8 

73.7 

2,041 

444 

24.4 

21.8 

0.0 

World  Color  Press 

6.6 

7.5 

25.1 

18.2 

52.3t 

31.6 

2,273 

69 

14.9 

3.0 

59.2 

O-P  Deficit  to  profit   NM  Not  meaningful. 

tThree-year  average. 

or  further  explanation,  see  page 

128. 

Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Services. 
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Nader  Darehshori 

More  a  passion  than  a  living. 


worked  a  few  hours  in  the 
family  apple  orchard  and  then 
walked  to  the  one-room 
schoolhouse  of  a  small  town  in 
southern  Iran:  one  black- 
board, one  teacher  and  a 
handful  of  outdated  textbooks. 
That  was  a  half-century  ago. 

As  an  educated  man, 
Darehshori  left  Iran,  but  since 
the  mad  mullahs  took  over,  he 
fears  returning.  In  1966  he 
became  a  textbook  salesman  at 
Houghton  Mifflin,  and  in  1990, 
when  he  was  52,  he  was  made 
chairman  and  chief  executive  at 
the  venerable  publishing  firm. 

As  a  memento  of  his  home- 
land he  has  planted  two  apple 
and  two  cherry  trees  in  the 
backyard  of  his  Wellesley,  Mass. 
home.  But  his  biggest  harvest  is 
the  satisfaction  he  gets  in 
advancing  the  cause  of  educa- 
tion— so  painfully  won  by  that 
long-ago  farm  kid  in  a  distant 
land.  Education  was  the  boy's 
inspiration.  W 
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Financial  Services 


They're  up.  They're  down.  They're  up.  Despite  the  market  free  fall  in  the  third 
quarter,  falling  interest  rates  and  robust  markets  are  causing  most  financial  firms 
to  have  near- record  years.  Mutual  fund  assets  now  exceed  $5  trillion.  Merrill 
Lynch  has  over  $1.4  trillion  in  assets  in  its  client  accounts.  If  it  were  a  country, 
Citigroup's  revenues  would  rank  it  above  Pakistan  in  terms  of  GDP. 


I;W.'1HW 

Marching 
to  its  own 
drummer 

By  Matthew  Schifrin 

You  want  action?  Take  a  look 
at  financial  services,  once  a 
backwater.  In  1998  stocks 
shot  up  more  than  20%,  then 
plummeted  nearly  20%,  and  are 
now  back  up  over  20%. 

There's  good  and  bad  news. 
Interest  rates  have  fallen  nearly 
200  basis  points,  yet  consumer 
bankruptcies  continue  at  a  record 
pace.  The  Asian  crisis  spread  to 
Russia  and  Long-Term  Capital 
clobbered  giant  global  financial 
institutions  like  Merrill  Lynch. 

For  the  past  few  years  financial 
services  have  been  a  ten-ring 
circus.  You  wouldn't  know  it, 
though,  in  the  serene  harbor- 
front  office  of  George  Roche,  57, 
chairman  of  Baltimore-based  T. 
Rowe  Price.  The  only  drama  in 
the  building  is  rehearsals  for  the 
annual  Christmas  skits,  where 
analysts  and  portfolio  managers 
get  onstage  to  lampoon  their 
bosses. 

Yet  Roche's  mutual  fund 
company,  with  $130  billion  in 
assets  and  75  funds,  has  aver- 
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aged  a  return  on  capital  of  nearly 
39%  over  the  past  five  years. 
That's  better  than  Charles 
Schwab,  Citigroup  and  Merrill 
Lynch.  Price's  stock  has  climbed 
twelvefold  since  its  1986  public 
offering,  and  even  during  the 
third  quarter's  market  panic  its 
earnings  rose  4%. 

"We  are  successful  because  we 
don't  do  things  that  are  bold; 


we  do  things  that  are  good  for 
our  clients,"  says  Roche. 

While  $715  billion  (assets) 
Fidelity  churns  out  new  funds, 
products  and  even  fund  man- 
agers at  a  dizzying  pace  and 
$420  billion  Vanguard  Group 
obsesses  over  indexing  and  low 
fees,  T.  Rowe  Price  offers  its 
investors  a  relatively  small  menu 
of  funds  with  good  risk- adjusted 


T.  Rowe  Price's 
George  Roche 
Tortoise 
beats  hare. 
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COMPANY 


PROFITABILITY 


GROWTH 


SALES 


NET 
INCOME 


OPER      PROFIT     DEBT/I 
MARGIN    MARGIN   CAPITA 


RETURN  ON  CAPITAL 

5-year         latest 

average       12  mos 

%             % 

SALES 

5-year        latest 

average       12  mos 

%             % 

NET  INCOME 
5-year       latest 
average      12  mos 
% 

latest 
12  mos 

$mil 

latest 
12  mos 
$mil 

latest 

12  mos 

% 

latest 
12  mos 

% 

latest  1 
%    1 

Advanta 

13.6 

21.1 

32.0 

-27.6 

14.3 

500.0+ 

870 

487 

16.0 

55  9 

52.7  1 

American  Express 

14.6* 

14.3 

5.0 

8.0 

21.5 

0.6 

19,980 

2,104 

18.3 

10.5 

45.4  1 

Capital  One  Financial 

13.6t 

11.3 

48.5 

40.4 

33.7 

52.1 

2,364 

261 

29.2 

11.0 

72.2  1 

Countrywide  Credit 

11.2 

8.4 

21.1 

50.6 

20.0 

11.8 

2.794 

351 

31.3 

12.6 

71.1  1 

AG  Edwards 

20.0 

20.1 

12.7 

20.2 

16.8 

25.4 

2,176 

294 

23.8 

13.5 

0.0  1 

Franklin  Resources 

22.8 

22.3 

17.2 

19.1 

22.3 

15.3     ■ 

.     2,577 

500 

31.8 

19.4 

19.7  1 

Legg  Mason 

13.3 

15.2 

20.8 

30.2 

21.5 

32.5 

978 

87 

19.4 

8.9 

15.5  1 

MBNA 

16.4 

13.0 

31.7 

15.8 

29.9 

24.4 

4,952 

726 

35.8 

14.7 

72.7  1 

MGIC  Investment 

22.9 

22.3 

22.2 

13.4 

26.2 

20.7 

951 

372 

58.8 

39.1 

21.0  1 

Morgan  Stanley,  DW 

10.8* 

11.5 

16.1 

18.2 

19.4 

33.9 

30,450 

3,000 

20.9 

9.9 

61.8  1 

T  Rowe  Price 

38.7 

35.4 

24.5 

21.3 

30.4 

29.4 

858 

170 

39.9 

19.8 

0.0  1 

Providian  Financial 

36.9t 

37.2 

19.7 

51.6 

22.8 

39.6 

1,770 

256 

25.8 

14.4 

31.3   1 

Raymond  James  Finl 


23.7 


21.5 


19.9 


20.7 


19.0 


-6.3 


1,083 


17.3 


8.6 


4.1 


Charles  Schwab 


26.9 


21.8 


26.5 


19.5 


26.2 


14.3 


3,199 


305 


21.4 


9.5 


19.2 


"Four-year  average.  tThree-year  average.  For  further  explanation,  see  page  128. 


Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Servicq 


Industry  Buzz 


•  Megamergers  like  Citigroup's  have  many  in 
the  industry  spooked.  But  expect  more  to  come. 
Merrill  Lynch,  J. P.  Morgan  and  American  Express 
are  possible  merger  candidates. 

•  Year  2000  computer  problems  will  begin  to 
bubble  up  as  thousands  of  financial  institu- 
tions and  their  clients  rush  to  get  their  systems 
in  order. 

•  Expect  an  exodus  of  talent  from  BankAmerica 
as  Hugh  McColl's  heavy-handed  tactics  reshape 
this  once  great  franchise. 

•  A  big  winner  for  1999:  Charles  Schwab, 
which  has  successfully  established  dominance 
in  mutual  funds  and  the  on-line  discount  bro- 
kerage business. 

"It  has  been  an  awesome 
year  for  us  day  traders. 
I  don't  care  whether  it's  a 
bull  or  a  bear,  as  long  as 
I  have  something  to  trade. 
My  best  stocks  were 
Onsale,  EntreMed, 
Amazon,  Yahoo  and 
Excite." 

-day  trader  Serge  Milmai 


returns.  Unlike  many,  the  Price 
funds  stick  with  their  declared 
objectives,  rarely  invest  beyond 
what  they  set  out  to  invest  in, 
rarely  make  big  concentrated  bets 
and  are  run  by  seasoned  pros:  T. 
Rowe  fund  managers  have  an 
average  tenure  of  1 1  years. 

Indeed,  19  T.  Rowe  Price 
funds  were  on  the  Forbes  1998 
Best  Buys  lists.  One  key  to  T. 
Rowe's  success  is  teamwork.  No 
ego-inflated  superstar  managers 
here.  Roche  shares  his  authority 
equally  with  James  Riepe,  vice 
chairman  in  charge  of  marketing, 
and  David  Testa,  chief  investment 
officer.  Each  earned  the  same 
$2.5  million  in  compensation  last 
year.  That's  a  nice  reward,  but  it's 
not — after  taxes — the  stuff  of 
ostentatiously  lavish  living. 

The  company  has  a  long 
institutional  memory.  Roche 
was  hired  by  founder  Thomas 
Rowe  Price  Jr.  himself,  one  of 
the  pioneers  of  growth  stock 
investing — and  a  frequent  con- 
tributor to  Forbes.  In  1968 
Roche  was  just  out  of  Harvard 
Business  School  when  Rowe 
Price  decided  that  because  of 
President  Johnson's  "Great 
Society"  policies  and  govern- 
ment spending  on  the  Vietnam 
War,  the  U.S.  was  in  for  a  dose 
of  inflation.  Price  hired  Roche 
to  analyze  metals,  mining, 
forest  products  and  other  infla- 


tion hedges  and  made  hirl 
portfolio  manager  of  a  ne\| 
fund  called  the  New  Era  Func 

Price  was  right  and  New  Erl 
achieved  stellar  performancJ 
during  the  1970s  and  1980s! 
Investors  rewarded  Price' f 
no-load  funds  with  their  cash. 

Certainly  Roche  and  hi  I 
board — who  control  17%  of  thJ 
company — could  cash  out  bi 
selling  the  firm  to  a  financial  serf 
vices  conglomerate  but  thai 
wouldn't  be  in  the  Price  tradi 
tion.  Old  Rowe  Price  gloried  in 
the  title  of  "investment  count 
selor"  and  that's  what  the  com  I 
pany  still  is.  Roche  also  sees  ncl 
need  to  rush  into  other  financial 
businesses.  He  notes  that  mosij 
financial  firms — from  broken! 
like  Goldman  to  bankers  likel 
Citigroup  and  card  companies 
like  American  Express — still  relv  | 
on  transactions  to  generate  rev 
enues.  Which  means  they  have  J 
tremendous  overhead  that  can 
quickly  turn  into  a  burden  ill 
times  turn  bad.  But  even  if  the 
inflow  of  new  funds  dries  up, 
investment  counselors  still  have | 
regular  income  from  the  money 
under  management. 

"When  we  come  into  thei 
office  and  turn  on  the  lights,  all 
of  our  revenues  are  already  in 
hand.  That  is  why  [other  finan- 
cial service  companies]  want  to  | 
be  in  our  business,"  he  says. 
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You  Have  Our  Attention. 

No  matter  which  corner  office  of  the  world  you're  in 
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jl  5,  SunAlliance.  Charlotte  NC  28273  ■  www.royalsunalliance. 
)f  the  worldwide  Royal  &  Sun  Alliance  Insurance  Groupplc 


Providing  commercial  property  and  casualty 
personal  and  specialty  Insurance  coverages 
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Food  Distributors 


Did  somebody  say  indigestion?  With  the  exception  of  McDonald's, 
Outback  Steakhouse  and  a  few  others,  restaurant  operators  suffer  as  too 
many  seats  compete  for  too  few  diners.  Those  who  hunger  for  more 
business  include  Boston  Chicken,  Rainforest  Cafe  and  Au  Bon  Pain. 
They  all  had  drops  in  same-store  sales  in  1998.  In  supermarkets,  it  was  a 
consolidation  year,  with  $13  billion  worth  of  mergers.  Albertson's, 
Kroger  and  Safeway  now  stand  alone  as  the  big  three. 
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Industry  Buzz 


•  The  National  Restaurant  Association  projects 

a  4.6%  rise  in  restaurant  industry  sales  this  year, 
compared  with  1998's  4.7%. 

•  Keep  an  eye  on  Wal-Mart  this  year.  It  will  test 
its  new  40,000-square-foot  supermarket — the 
"Neighborhood  Market."  Will  its  aggressive  pricing 
and  distribution  skills  give  the  competition  fits? 

"Half  the  economists  are 
arguing  things  are  great;  the 
other  half  think  we're  going 
into  a  recession,  which  would 
be  bad  for  restaurants  initially. 
Long  term,  it  would  be  a  posi- 
tive because  a  recession  would 
act  as  a  catalyst  to  speed  up 
consolidation— poorer  concepts 
would  end  up  losing  money 
and  exiting  the  supply  pool, 
and  the  stronger  players 
would  benefit." 

-Michael  Fineman, 
research  analyst  at  Raymond  James 


Profile 


Beef  and 
boomerangs 

By  Erika  Brown 

In  the  overcrowded,  cut- 
throat restaurant  business,  you 
need  a  gimmick.  Chris  Sulli- 
van's gimmick  is  Australia — you 
know,  Crocodile  Dundee  stuff. 
Sullivan's  Outback  Steakhouse 
serves  slabs  of  high-grade  beef 
in  dining  rooms  festooned  with 
surfboards,  stuffed  kangaroos 
and  boomerangs.  Average 
check:  $17  per  diner.  Annual 
gross:  $1.3  billion. 

It  matters  not  that  Sullivan, 
now  50,  had  never  been  to  Aus- 
tralia when  he  came  up  widi  the 
idea  in  1987.  A  25-year  veteran 
of  the  restaurant  business, 
including  a  stint  as  a  Chili's  fran- 
chisee, Sullivan  was  looking  for 
a  new  dieme  restaurant  concept. 
Paul  Hogan's  Crocodile  Dundee 
films  were  the  rage.  How  about 
an  eatery  that  appealed  to 
rugged  guys  who  like  to  gnaw 
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on  chunks  of  barbecued  meat? 

A  blond,  rugged  type  him 
self,  who  favors  T  shirts  ove 
ties,  Sullivan  tracked  down 
store  in  Washington  D.C.  tha 
carried  Australian  maps,  photo: 
and  books.  He  and  a  friend 
Robert  Basham,  another  Chili' 
franchisee,  sold  their  franchise 
and  opened  their  first  Outbac 
in  Tampa  in  1988.  Basham  i; 
now  president  of  Outback. 

There  was  nothing  authenti 
cally  Australian  about  it,  but 
that  didn't  matter.  Sullivar 
attached  cutesy  Australian 
sounding  names  to  standard 
American  fare:  Grilled  shrimp 
became  Shrimp  on  the  Barbie. 
Fried  onions  became  Bloomhr 
Onion.  New  York  cut  became 
the  Melbourne.  Instead  of  just 
Budweiser,  Foster's. 

Sullivan  and  Basham  had 
learned  another  important  lesson 
from  their  days  in  the  fast- food 
trade:  Management  turnover  is 
cosdy.  So  diey  cut  lucrative  deals 
for  prospective  franchisees.  Out- 
back managers  put  up  $25,000 
of  their  own  money  and  sign  a 
five-year  employment  contract. 
They  get  a  base  salarv  of  only 
$45,000,  but  they  also  get  10% 
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Chris  Sullivan  of  cash  flow.  Managers  at  Out- 

Throwing  more  back's  most  popular  locations 
shrimp  on  the  thus  make  as  much  as  5150,000. 
barbie.  They  rarely  leave:  In  contrast, 

■■■■  the  restaurant  industry  has  an 

annual       average       manager 
turnover  rate  of  30%. 
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Unlike  many  theme  restau- 
rants, which  often  start  fast  but 
burn  out  quickly — consider 
Planet  Hollywood — Outback  is 
still  going  strong  ten  years  later. 
Competitors  Lone  Star  Steak- 
house     and     Rainforest    Cafe 


reported  same-store  sales 
declines  of  8%  and  7%  in  the  first 
three  quarters  of  1998.  Out- 
back's five-year  return  on  capital 
at  30%  and  five-year  revenue 
growth  at  55%  makes  it  number 
one  in  the  restaurant  industry. 

By  2000,  there  will  be  600 
Outbacks  in  the  U.S.  and  50 
overseas.  The  U.S.  market  is 
pretty  well  saturated.  So  Sulli- 
van and  Basham  have  a  new 
formula.  This  time  it  is  basic 
Italian  food.  In  1993  the  com- 
pany bought  Carrabba's,  a  mid- 
priced  Italian  restaurant  chain, 
and  the  rights  to  expand  the 
concept,  for  $12  million  in 
cash.  After  losing  S5  million  in 
1997,  they  closed  nine  units 
last  year  and  are  remodeling  the 
existing  65. 

Last  year  Sullivan  also  started 
a  catering  arm,  serving  Out- 
back's signature  fare.  He  isn't 
finished.  Sullivan  wants  to  buy  a 
chain  geared  toward  the 
upscale/casual  market.  With 
debt  at  7%  of  capital  and  $37 
million  in  cash,  Outback  is  in  a 
good  position  to  buy,  but  there 
isn't  a  lot  to  choose  from.  Croc- 
odile Dundees  don't  come 
along  every  day.  §■ 
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Food,  Drink  &  Tobacco 


Recession-proof  no  longer:  Tobacco,  soda  and  name-brand  cereal  all 
had  a  bad  year.  The  tough  outlook  for  U.S.  and  Russian  tobacco  mar- 
kets forced  RJR  Nabisco  to  take  a  $390  million  pretax  charge  and  cut 
4,200  jobs.  November's  $206  billion  tobacco  industry  settlement  to 
be  paid  over  25  years  will  hurt  sales,  too,  although  the  lawyers'  fees 
will,  of  course,  just  be  passed  along  to  smokers.  Coca-Cola,  Warren 
Buffett's  favorite  growth  stock,  was  expected  to  post  a  25%  decline  in 
fourth- quarter  profit.  Private-label  cereal  continued  to  hurt  Kellogg. 


Industry  Buzz 


•  Look  for  further  growth  in  private  labels.  This 
could  hurt  companies  like  Campbell  Soup  and 
H.J.  Heinz  because  their  prices  relative  to  private 
labels  are  high. 

•  Likely  1999  winner:  Philip  Morris.  Wall  Street 
likes  its  strong  global  position  in  both  food  and 
tobacco.  Gaining  share  in  all  its  tobacco  markets. 
Strongest  competitive  position  to  weather  the 
tobacco  settlement. 


Separation 

Shares  of  Philip  Morris  grossly  outperformed 
RJR  Nabisco  shares  in  1998. 


)  shares  in  1998 
160  Stock  price  1/3/97=100 
ratio  scale 


Philip  Morris  > 


1997 


1998 

Source:  FactSet  Research  Systems. 
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Down  on  the 
farm  and 
in  the  lab 

By  William  Heuslein 

"We  know  virtually  every 
customer  on  a  first-name  basis," 
says  Charles  Johnson,  a  soft- 
spoken,  low-key  man  who  runs 
an  old  seed  company  in  Des 
Moines,  Iowa. 

Nothing  out  of  the  ordinary 
for  a  pokey  midwestern  busi- 
ness, right?  Well,  Johnson's  out- 
fit, $1.8  billion  (sales)  Pioneer 
Hi-Bred  International,  just  hap- 
pens to  be  the  world's  largest 
genetic  seed  company.  From  its 
founding  in  1926  by  Henry  A. 
Wallace,  who  would  later  serve 
as  Secretary  of  Agriculture  and 
then  Vice  President  under 
Franklin  D.  Roosevelt,  Pioneer 
has  literally  pioneered  the  pro- 
duction of  hybrid  seed  corn. 
This  is  done  by  mixing  and 
matching   different   strains   of 


ordinary  varietal  corn,  each  c 
which  has  been  inbred. 

This  is  a  highly  sophisticate 
business  on  the  leading  edge  c 
agricultural  technology.  Chuc 
Johnson,  a  60-year-old  nativ 
Iowan,  has  work-bootee 
employees  out  in  muddy  field 
chatting  up  farmers.  But  they'r 
wielding  handheld  computers 
Elsewhere  he's  got  biochemist 
and  molecular  geneticists  work 
ing  in  state-of-the-art  laborato 
ries  and  research  facilities 
Trained  himself  as  an  accoun 
tant,  Johnson  has  invested  $1 
billion  in  the  business  over  tht 
past  three  years,  much  of  ii 
toward  agricultural  research. 

Pioneer  can  invest  like  thai 
because  of  its  enviable  track 
record.  Its  five-year  average 
return  on  capital  is  22.3%.  Iti 
net  margin  for  the  past  year 
equaled  14.7%,  compared  with 
11.2%  for  Philip  Morris. 

Deep  pockets  have  been  buy- 
ing into  this  business,  attracted 
by  the  science  generating  those 
numbers.  Chemical  giant 
DuPont  spent  $1.7  billion  in 
1997  for  a  20%  stake  in  Pioneer. 

One  competitor,  Monsanto, 
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recently  paid  $2.3  billion  for  the 
60%  that  it  didn't  already  own  of 
DeKalb  Genetics,  which  is  sec- 
ond in  market  share  to  Pioneer 
but  not  nearly  as  profitable. 

Pioneer  has  a  42%  leading 
share  of  the  hybrid  seed  corn 
market  in  North  America.  The 
target  for  1999:  gain  three  per- 
centage points  for  this  business, 
which  accounts  for  more  than 
50%  of  Pioneer's  total  sales. 

New  products  will  make  that 
happen.  Johnson  plans  to  intro- 
duce 50  new  corn  hybrids  this 
year — adding  to  the  62  new  ones 
that  came  out  over  the  two  pre- 
vious years.  About  70%  of  1999's 
North  American  seed  volume  is 
expected  to  be  from  products 
introduced  since  1997,  up  from 
more  than  40%  in  1998. 

Farmers  base  their  buying 
largely  on  which  seed  yields  the 
most  bushels  per  acre.  Pioneer's 
yield  advantage  is  the  amount  of 
extra  corn  a  farmer  can  expect  if 
he  buys  Pioneer's  premium- 
priced  seeds.  Pioneer's  average 

Pioneer  Hi-Bred's  Charles  Johnson 
High  fech  on  the  farm. 


corn  seed  yield  advantage  last 
year  was  an  estimated  5.8 
bushels  per  acre  higher  than  the 
average  of  the  competition. 

Because  most  of  his  customers 
are  feeling  the  pinch  of  lower 
prices  for  their  own  products, 
Johnson  has  been  aggressively 
extending  them  generous  credit 
terms:  financing,  for  instance,  at 
three  percentage  points  below 
prime  for  qualified  customers. 
And  this  year  he  is  either  holding 
or  lowering  prices  for  many  seed 
products.  Still,  operating  mar- 
gins this  year  should  widen 
because  of  a  shift  in  the  sales  mix 
to  higher- margin  products. 

A  point  Johnson  returns  to 
constantly  is  that  nothing  beats 
direct  contact  with  his  cus- 
tomers, something  he  does  a  lot 
of.  "We  earn  their  respect  and 
loyalty,"  he  says. 

He  likens  this  to  his  volunteer 
work  with  youth  gang  members 
in  Des  Moines.  "The  most  sig- 
nificant thing  you  can  do  is  listen 
to  what  they  have  to  say,  and 
learn  from  what  they  are  saying 
to  you.  If  you  [do  that]  the  issues 
you  have  to  address  become 
pretty  clear.  It  isn't  esoteric."  H 
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JOHN    WETMORE, 
PRESIDENT    AND    CEO    OF    IBM    CANADA 


FROM     OUR     PERSPECTIVE, 


ONTARIO'S     WORKFORCE     IS     AMONG 


THE     BEST     IN     THE     WORLD." 


Homo  to  a  new  generation  of  knowledge  workers,  Ontario  is  fast  becoming  known  for  the 
richness  of  its  human  resources.  For  international  companies  like  IBM,  this  means  the  advantage  of 
drawing  on  the  best  possible  candidates  in  a  global  drive  to  offer  their  customers  a  complete  menu  of 
business  solutions.  As  John  Wetmore  explains, "what  impresses  me  most  about  the  workforce  here  is 
the  sheer  depth  of  the  skill  base".  From  the  vantage  point  of  IBM's  experience  with  information  tech- 
nology, Wetmore  cites  the  emergence  of  new  forms  of  "thought  leadership"  -  innovative  solutions 
originating  here  and  destined  to  set  precedents  in  the  company's  operations.  •  It's  only  natural  that 
Ontario  has  become  such  a  hub  for  knowledge-intensive  industries.  The  population  is  distinctly  computer- 
literate,  fluent  with  existing  technologies  and  highly  proactive  in  creating  new  ones.  In  fact,  fifty  six  per 
cent  of  the  workforce  have  college  or  university  training,  among  the  highest  rates  in  North  America. 
•  Combine  that  with  very  competitive  costs,  a  receptive 
investment  climate  and  a  central  position  on  the  continent, 
and  you'll  appreciate  why  for  global  movers  and  shakers, 
Ontario  offers  everything  you  need  to  formulate  a  winning 


Ontario 

Canada 


business  solution.  For  more  about  the  future  right  here,  call 
1-800-819-8701,  or  visit  www.ontario-canada.com 


THE  FUTURES  RIGHT  HERE 


The  Forbes  Platinum  List 


Forest  Products 
&  Packaging 

The  Asian  crisis  is  reverberating  in  our  timberlands.  The  price  of  northern 
bleached  softwood  kraft  pulp,  a  key  product,  fell  to  $500  a  ton  last  year,  from 
$610  in  1997.  The  Japanese  aren't  buying  as  many  logs  as  they  used  to. 
Lumber  producers  got  a  3%  price  boost  from  the  1.6  million  U.S.  housing 
starts,  up  from  1997's  1.5  million.  But  a  slowdown  this  year  would  end  the  rise 


Industry  Buzz 


•  For  the  year  ended  in  December,  Standard 
&  Poor's  index  ot  paper  and  forest  product 
stocks  fell  1.1%,  versus  the  20%  gain 
made  by  the  s&p  500. 

•  Look  for  more  mergers  on  the  heels  of  the 
International  Paper  and  Union  Camp  deal. 
Likely  takeover  candidates  include  Rayonier, 
Boise  Cascade  and  Temple-Inland. 

•  Papermakers  will  increase  their  capac- 
ity by  just  1%  next  year,  well  down  from 
the  2.4%  average  growth  rate  of  the  last 
decade. 

•  The  lumber  price  runup,  brought  on  by 
a  vibrant  U.S.  home  building  market,  is 
almost  certainly  over.  With  domestic 
economic  growth  slowing,  growth  in 
housing  starts  here  is  unlikely.  Asia's 
still  on  its  back. 

"Consolidation  could 
save  the  day.  But  it  is  not 
happening  fast  enough." 

— Lehman  Brothers  analyst  James  Flic  ker 


Profile 


Smoothing 
out  the  cycles 

By  Stephane  Fitch 

It  says  something  about  the 
depressed  state  of  paper  prices 
that  the  collection  of  Platinum 
Companies  in  the  table  have 
profits  that  would  put  them  at 
the  bottom  of  the  heap  in 
almost  any  other  industry.  The 
Mead  Corp.  deserves  recogni- 
tion merely  for  consistently 
making  money  in  this  difficult 
business.  In  1997  Boise  Cas- 
cade and  Georgia-Pacific 
earned  little  of  their  profits 
from  paper.  Mead  probably 
netted  $150  million  on  $3.8 
billion  of  almost  pure  paper 
revenue  in  1998. 

Paper  manufacture  is  brutal- 
ly cyclical  because  the  machin- 
ery is  so  expensive.  Once  you 
have  spent  the  money  to  build 
a  plant,  you  run  full  bore,  even 
if  prices  are  depressed,  because 
you  have  the  depreciation 
charges  no  matter  what  you 
do.  All  your  competitors  are,  of 
course,  doing  the  same, 
depressing  prices  further.  And 


then,  despite  your  misery,  yo 
order  expensive  new  plants  o 
the  theory  that  the  market  w  i 
have  turned  by  the  time  t 
plants  come  on-line. 

No  more  of  that,  vows  Chic 
Executive  Jerome  Tatar,  wh 
took  the  top  job  in  1997  afte 
nearly  a  quarter-century  at  th 
Dayton,  Ohio  company.  Tata 
kept  the  capital  budget  stead 
in  1997  at  1.5  times  deprecia 
tion  and  amortization,  com 
pared  with  2.2  at  Westvaco  anc 
2.3  at  Boise  Cascade.  The  on 
new  Fourdinier  machine  tha 
Mead  has  built  in  this  decadi 
makes  corrugated  paper  ii 
Stevenson,  Ala. 

Instead,  Tatar  has  focused  oi 
improving  productivity  at  hi. 
eight  mills.  As  an  example  o 
the  litany  of  small  changes  tha 
affect  a  company's  fortunes 
consider  the  Mead  mill  neai 
Phenix  City,  Ala.  that  make: 
paperboard  for  soda  cartons 
Starting  in  1992,  the  compam 
cut  91  of  the  mill  division'* 
526  white-collar  jobs.  Mead 
closed  a  satellite  plant  in  Asia, 
where  it  had  been  sending  the 
raw  cartons  to  be  folded,  and  I 
brought   that  work   back  to  I 
Alabama.  Engineers  tweaked  I 
the  machinery  to  add  another! 
220,000   tons   to   the   mill's  I 
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114 
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10.6 


61 
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21.9 
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5.0 
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192 


16.7 
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Owens-Illinois 
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1.3 
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24.2 


-23.4 
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113 


15.0 
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32.7 


10.8 


11.2 
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13.1 
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22.5 
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76 
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91 
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42 
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8.8t 


15.4 


78 


11.0 


57.0 


7,588 


391 


15.5 


5.2 
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Willamette  Inds 


9.5 


4.2 


8.7 


7.9 


NM 


30.3 


3,674 


103 


17.2 


2.8 


44.1 


D-P  Deficit  to  profit  NM  Not  meaningful.  tThree-year  average   For  further  explanation,  see  page  128. 


Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Services. 


740,000-ton  annual  output. 
Result:  The  plant's  earnings 
have  gone  up  71%  since  1992. 

Mead's  payroll  has  shrunk 
from  19,000  employees  to 
14,000  since  1992.  The  job 
cutting  hasn't  been  easy  for 
Tatar,  the  son  of  a  Pittsburgh 
steelworker.  He  sold  an  aging, 
unproductive  plant  in 
Kingsport,  Term.  Among  those 
later  let  go  were  a  dozen 
friends  on  the  mill  floor  and  in 
the  executive  offices. 

More  shrinking  is  in  order. 
Tatar  plans  to  reduce  Mead's 
white-collar  work  force  of 
5,000  by  7%  by  the  middle  of 
this  year. 

In  years  gone  by  Mead 
attempted  to  defend  itself  from 
the  cyclicality  of  the  paper  busi- 
ness by  getting  into  other  ones. 
It's  going  the  other  way  now. 
Three  years  before  Tatar 
became  chief  executive,  Mead 
sold  data  company  Lexis-Nexis 
for  $1.5  billion.  Tatar  contin- 
ued the  nonpaper  purge,  sell- 
ing Mead's  distribution  arm, 
Zellerbach,  last  year  for  $263 
million.  (That  sale  contributed 
to  a  one-time  pretax  charge  of 
$80.8  million.)  Says  Tatar: 
"We've  got  a  strong  paper 
business,  and  we  only  want  to 
play  to  our  strength."  BH 
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Drugmakers  spent  $1.3  billion  last  year  in  consumer  advertising. 
The  money  paid  off— Viagra  (impotence),  Claritin  (allergies)  and 
Propecia  (baldness)  being  the  most  spectacular  successes.  Led  by  a 
string  of  new  FDA- approved  drugs  from  Genentech,  Immunex, 
Centocor  and  others,  biotech  bounced  back  after  years  of  producing 
a  lot  of  neat  science  but  few  product  breakthroughs. 


'■■'■:: 


Industry  Buzz 


•  In  1990  the  drug  industry  put  roughly  $8  billion 
in  research  and  development  into  its  collective 
pipeline.  In  1998  that  figure  jumped  to  $21  billion; 
Pfizer  and  Merck  alone  accounted  for  a 

quarter  of  that  total.  Pipeline  prospects  have 
become  a  pivotal  valuation  tool. 

•  The  COX-2  inhibitors  by  Monsanto  and  Merck 
usher  in  a  new  class  of  pain  therapy  for  millions 
of  arthritis  sufferers — and  could  give  their 
makers  a  bona  fide  blockbuster. 

•  Genentech  just  introduced  the  first  gene-targeted 
breast  cancer  therapy,  Herceptin  (HER-2),  which 
will  exemplify  the  new  wave  in  cancer  therapy. 

"There  are  expectations  of  these 
drug  companies  to  continue 
20% -plus  growth,  so  they've  got 
a  real  'What  do  you  do  for  an 
encore?'  problem  to  solve." 

-George  G.  Smith  III,  partner,  global  pharmaceuticals, 
Andersen  Consulting 


Profile 


SowVear- 
into- silk-purse 
tale 

By  Stephan  Herrera 

Four  years  ago  Morris  Plains, 
N.J.  pharmaceutical  behemoth 
Warner-Lambert  was  regarded 
with  contempt  on  Wall  Street. 
Its  number  one  prescription 
drug,  the  cholesterol  medica- 
tion Lopid,  was  about  to  come 
off-patent,  imperiling  the  only 
bright  spot.  Regulatory  prob- 
lems and  a  product  recall,  which 
cost  them  an  estimated  $1  bil- 
lion, had  brought  the  company 
to  the  edge  of  disaster.  Its  prod- 
uct lines  were  a  ho-hum  hodge- 
podge of  everything  from  Lis- 
terine  to  prescription  drugs.  No 
new  products  were  even  close 
to  being  market-ready. 

"Things  had  become  so 
bleak  riiat  everybody  told  me  to 
sell  the  company  while  we  still 
could,"  recalls  Melvin  Goodes, 
63.  "Or  at  least  get  rid  of  the 
pharmaceutical  division  and 
stick  to  mouthwash." 
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D-P:  Deficit  to  profit  NM:  Not  meaningful    tThree-year  average.  For  further  explanation,  see  page  128. 


Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Services. 


A  handsome  Gregory 
Peck  look-alike  from  a  small 
Ontario  steel  town,  Goodes 
chose  radical  surgery,  selling 
two  lackluster  divisions — Pro 
toothbrush  and  Warner 
Chilcott — and  ordering 
across-the-board  cost-cutting 
to  save  10%  a  year.  He  had 
one  promising  new  product, 
a  cholesterol  drug,  Lipitor. 
Goodes  threw  out  the  rule- 
book  by  striking  a  deal  with 
rival  Pfizer  to  comarket  the 
new  drug.  What?  Admit  it 
couldn't  handle  the  deal  all 
by  itself?  This  was  no  time 
for  false  pride,  Goodes 
decided.  "Everyone  gasped, 
but  we  couldn't  market  the 
thing  on  our  own,  and  the 
'not-invented-here'  attitude 
in  this  business  needed  to 
go,"  he  says.  Such  alliances 
are  now  commonplace  in  the 
drug  industry. 

Goodes  got  Lipitor  on  the 
shelf  two  years  ahead  of 
schedule.  It  was  the  first  drug 
to  produce  sales  of  over  $  1 
billion  in  its  first  year.  Released 
a  few  months  after  Lipitor, 
Rezulin,  a  diabetes  drug,  has 

Warner-Lambert's  Mel  Goodes 
"They  called  us  the  walking  dead." 


in  the  past  month  become  a 
billion-dollar  drug,  too. 

Goodes  was  in  many  ways 
the  right  person  to  do  this 
tough  job:  In  his  own  life 
he  overcame  considerable 
adversity.  When  he  was  10, 
he  paid  into  the  family  coffers 
money  he  earned  from  a 
paper  route.  During  high 
school  and  college,  he  earned 
his  keep  digging  graves  and 
sorting  blood-soaked  laundry 
at  the  local  hospital.  Good 
grades  got  him  into  Queen's 
University  in  Toronto,  then 
the  University  of  Chicago 
business  school. 

Goodes'  grandfather,  a 
union  organizer  at  one  of  the 
mills,  taught  him  to  treat 
workers  with  respect. 
Goodes  carried  that  lesson 
with  him  when  he  rose  to 
the  top  himself.  In  1991  he 
vested  every  employee  with 
stock  options.  This  year 
more  than  200  of  them 
became  millionaires. 

Warner-Lambert's  market 
cap  is  now  $60  billion — an 
astonishing  750%  increase 
over  the  last  four  years. 
Goodes  says  he  plans  to  retire 
next  year.  Here  is  one  execu- 
tive who  has  richly  earned  his 
pension  and  stock  options.  HH 
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It  was  another  sick  year  for  health  care  services,  as  hospitals,  HMOs  and  nursing 
homes  all  came  under  pressure  to  adapt  to  significant  changes  in  Medicare 
funding  and  reimbursement  systems.  Managed-care  stocks  climbed  15%  last 
year,  but  hospital  stocks  were  off  an  average  22%  and  long-term-care  providers 
were  off  56%.  Mergers  and  acquisitions  slowed  in  the  HMO  sector  but  remained 
brisk  in  long-term  care,  with  more  than  $10  billion  in  deals. 


ndustry  Buzz 


•  Earnings  uncertainties  will  plague  the  long 
term-care  sector  as  it  continues  to  adapt  to 
lump-sum  Medicare  reimbursement.  Expect  more 
mergers  in  this  sector.  Beverly  Enterprises  and 
Genesis  Health  Ventures  are  possible  takeover 
candidates. 

•  Spending  on  information  technology  will 
increase,  fueled  by  two  factors:  the  need  to 
manage  costs  by  capturing  patient  data  and  the 
danger  of  Y2K  disruption  in  billing  and  collection. 

•  Universal  Health  Services  should  avoid  many  of 
the  perils  of  its  rival  hospital  chains.  Revenue 
was  up  30%  last  year.  Known  as  an  efficient 
operator;  helped  by  its  profitable  psychiatric 
facilities. 

•  A  big  loser  was  NovaCare,  which  saw  its  stock 
plummet  from  $15  in  April  to  under  $3  in  Decem- 
ber. The  long-term-facilities  operator's  first- 
quarter  earnings  fell  nearly  50%  because  of 
uncertainty  of  Medicare  reimbursement  rates. 


"All  health  care  sectors 
are  fighting  payor  pressure, 
tight  labor  and  a  more 
adversarial  government 
environment.  The  best  com- 
panies have  operated  through 
these  issues.  There's  been 
a  tropical  storm,  and  the 
beachfront  condos  took  a  hit. 

-John  Ransom,  Raymond  James  &  Associates 


mum 

The  big 
money  is  in 
small  towns 

By  Leigh  Gallagher 

When  William  Schoen  was 
marketing  beer  for  F&M 
Schaefer,  the  New  York- 
based  brewery  he  ran  for 
eight  years  in  the  1970s,  he 
had  to  fight  tooth  and  nail 
for  every  percentage  point  of 
market  share.  Schaefer  had 
to  compete  with  20  brands 
in  Manhattan  alone.  At 
Health  Management  Associ- 
ates, the  struggling  Naples, 
Fla. -based  hospitals  operator 
he  joined  in  1983,  he  vowed 
he'd  do  things  differendy. 

As  chief  executive  since 
1986,  Schoen  pulled  hma  out 
of  cities  like  Houston  and 
Atlanta  and  focused  instead 
on  small  cities  like  Gadsden, 
Ala.  (pop.  50,000).  He  left  it 
to  Columbia/HCA  and  Tenet 
to  fight  over  the  big  cities, 
and  Quorum  Health  Group 
and  Universal  Health  Services 
to  fight  over  the  suburbs. 

School's  bold  moves  have 
paid  off.  hma  has  met  or 


beaten  earnings  estimates  for 
40  consecutive  quarters.  The 
company's  debt/capital 
ratio,  at  14%,  is  among  the 
lowest  in  the  health  care  ser- 
vices industry;  its  five-year 
return  on  capital  of  21%,  one 
of  the  highest.  In  1998,  a 
tumultuous  year  that 
knocked  hospital  stocks  off 
an  average  of  22%,  hma's 
stock  is  up  16%. 

HMA  buys  existing  hospi- 
tals and  spruces  them  up 
with  new  technology.  Mod- 
ernized hospitals  attract 
quality  physicians  tired  of  the 
big  city  rat-race.  Transition 
time  from  moneyloser  to 
profitmaker:  one  to  three 
years,  according  to  Schoen. 
The  Riverview  Regional 
Medical  Center  in  Gadsden 
was  owned  by  an  order  of 
nuns  and  was  hemorrhaging 
$1  million  a  year  when  HMA 
bought  it  in  1991  for  some 
$25  million.  Within  one  year 
it  was  profitable;  within 
three  years  hma  had  earned 
back  its  purchase  price. 

With  32  hospitals  in  11 
southeastern  and  soudiwest- 
ern  states,  HMA  has  15,000 
employees.  Decentralized 
operation  is  one  of  Schoen's 
themes.  The  letters  HMA 
appear  nowhere  outside  of 
headquarters  in  Naples.  The 
corporate  staff  is  lean — 60 
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Schoen 
Health  care's  Sam  Walton. 


people  on  two  floors  of  a  small 
office  building.  There's  no 
public  relations  department; 
there's  no  e-mail.  "We  talk  to 
each  other,"  says  Schoen.  The 
hospitals  operate  autonomous- 
ly, but  Schoen  keeps  tabs  on 
them  through  computers  that 
track  such  scorecards  as  rev- 
enue per  patient  and  average 
ength  of  stay. 

A  devout  Christian, 
Schoen  infuses  hma  with 
what  he  describes  as  Judeo- 
Christian  morals — from  the 
alcohol-free  Christmas  party 
to  the  Christian  fish  symbol 
on  the  HMA  logo.  Schoen's 
favorite  topic  is  his  family,  a 
clan  of  15  that  includes  4 
children,  5  grandchildren 
and  a  great-grandson. 

Schoen,  63,  says  he's  look- 
ing to  expand  into  new  mar- 
kets, like  the  Midwest. 
Retire?  He  did  that  once 
already,  when  he  left  Schaefer 
to  move  to  Naples  for  the 
sun.  Once  he  was  there,  hma 
lured  him  onto  the  board 
and  then  into  the  executive 
suite.  HMA  shareholders, 
whose  stock  has  jumped 
from  94  cents  when  Schoen 
took  it  public  in  1991  to  $19 
today,  hope  he  stays.         ■* 


Forbes  ■  January  11,  1999 


183 


The  Forbes  Platinum  List 


Health  Care  Services 


m 


It  was  another  sick  year  for  health  care  services,  as  hospitals,  HMOs  and  nursing 
homes  all  came  under  pressure  to  adapt  to  significant  changes  in  Medicare 
funding  and  reimbursement  systems.  Managed-care  stocks  climbed  15%  last 
year,  but  hospital  stocks  were  off  an  average  22%  and  long-term-care  providers  j 
were  off  56%.  Mergers  and  acquisitions  slowed  in  the  HMO  sector  but  remained  Jw» 
brisk  in  long-term  care,  with  more  than  $10  billion  in  deals. 


Industry  Buzz 


•  Earnings  uncertainties  will  plague  the  long- 
term-care  sector  as  it  continues  to  adapt  to 
lump-sum  Medicare  reimbursement.  Expect  more 
mergers  in  this  sector.  Beverly  Enterprises  and 
Genesis  Health  Ventures  are  possible  takeover 
candidates. 

•  Spending  on  information  technology  will 
increase,  fueled  by  two  factors:  the  need  to 
manage  costs  by  capturing  patient  data  and  the 
danger  of  Y2K  disruption  in  billing  and  collection. 

•  Universal  Health  Services  should  avoid  many  of 
the  perils  of  its  rival  hospital  chains.  Revenue 
was  up  30%  last  year.  Known  as  an  efficient 
operator;  helped  by  its  profitable  psychiatric 
facilities. 

•  A  big  loser  was  NovaCare,  which  saw  its  stock 
plummet  from  $15  in  April  to  under  $3  in  Decem- 
ber. The  long-term-facilities  operator's  first- 
quarter  earnings  fell  nearly  50%  because  of 
uncertainty  of  Medicare  reimbursement  rates. 

"All  health  care  sectors 
are  fighting  payor  pressure, 
tight  labor  and  a  more 
adversarial  government 
environment.  The  best  com- 
panies have  operated  through 
these  issues.  There's  been 
a  tropical  storm,  and  the 
beachfront  condos  took  a  hit." 

-John  Ransom,  Raymond  James  &  Associates 
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The  big 
money  is  in 
small  towns 

By  Leigh  Gallagher 

When  William  Schoen  was 
marketing  beer  for  F&M 
Schaefer,  the  New  York- 
based  brewery  he  ran  for 
eight  years  in  the  1970s,  he 
had  to  fight  tooth  and  nail 
for  every  percentage  point  of 
market  share.  Schaefer  had 
to  compete  with  20  brands 
in  Manhattan  alone.  At 
Health  Management  Associ- 
ates, the  struggling  Naples, 
Fla. -based  hospitals  operator 
he  joined  in  1983,  he  vowed 
he'd  do  things  differendy. 

As  chief  executive  since 
1986,  Schoen  pulled  HMA  out 
of  cities  like  Houston  and 
Atlanta  and  focused  instead 
on  small  cities  like  Gadsden, 
Ala.  (pop.  50,000).  He  left  it 
to  Columbia/HCA  and  Tenet 
to  fight  over  the  big  cities, 
and  Quorum  Health  Group 
and  Universal  Health  Services 
to  fight  over  die  suburbs. 

School's  bold  moves  have 
paid  off.  hma  has  met  or 


beaten  earnings  estimates  for 
40  consecutive  quarters.  The 
company's  debt/capital 
ratio,  at  14%,  is  among  the 
lowest  in  the  health  care  ser- 
vices industry;  its  five-year 
return  on  capital  of  21%,  one 
of  the  highest.  In  1998,  a 
tumultuous  year  that 
knocked  hospital  stocks  off 
an  average  of  22%,  hma's 
stock  is  up  16%. 

HMA  buys  existing  hospi- 
tals and  spruces  them  up 
with  new  technology.  Mod- 
ernized hospitals  attract 
quality  physicians  tired  of  the 
big  city  rat-race.  Transition 
time  from  moneyloser  to 
profitmaker:  one  to  three 
years,  according  to  Schoen. 
The  Riverview  Regional 
Medical  Center  in  Gadsden 
was  owned  by  an  order  of 
nuns  and  was  hemorrhaging 
$1  million  a  year  when  HMA 
bought  it  in  1991  for  some 
$25  million.  Within  one  year 
it  was  profitable;  within 
three  years  HMA  had  earned 
back  its  purchase  price. 

With  32  hospitals  in  11 
southeastern  and  southwest- 
ern states,  HMA  has  15,000 
employees.  Decentralized 
operation  is  one  of  Schoen's 
themes.  The  letters  hma 
appear  nowhere  outside  of 
headquarters  in  Naples.  The 
corporate  staff  is  lean — 60 
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COMPANY 


PROFITABILITY 

RETURN  ON  CAPITAL 

5-year         latest 

average       12  mos 

%  % 


GROWTH 


SALES 

5-year         latest 

average       12  mos 

%  % 


NET  INCOME 

5-year       latest 

average      12  mos 

%  % 


HBO  &  Co 


17.0 


27.7 


44.8 


34.4 


61.2 


92.6 


SALES 


latest 

12  mos 

$mil 


NET 
INCOME 


latest 

12  mos 

$mil 


OPER      PROFIT 
MARGIN   MARGIN 


1,460 


250 


Hearth  Management 


20.8 


22.5 


27.1 


27.2 


32.6 


26.3 


1,139 


137 


HealthSouth 


11.6 


10.0 


54.4 


33.7 


65.3 


12.5 


3,752 


331 


latest 

12  mos 

% 


latest 

12  mos 

% 


DEBT/ 
CAPITAL 


latest 
% 


35.9 


17.1 


0.1 


24.6 


12.0 


13.8 


33.0 


Humana 


12.3 


6.5 


24.1 


29.8 


NM 


-18.4 


9,507 


120 


NovaCare 


7.8 


78 


20.2 


47.8 


NM 


28.3 


1,793 


orum  Health  Group 


12.9 


10.0 


Universal  Health 


11.3 


11.4 


34.0 


5.2 


37.8 


3.3 


1,569 


2.1 


18.6 


15.1 


30.2 


27.5 


16.6 


1,790 


13.8 


41.8 


1.3 


35.8 


3.0 


5.8 


4.2 


45.5 


38.4 


4.0 


16.3 


.,332 


Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Services. 
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8.3 


3.7 


16.6 
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Bill  Schoen 

Health  care's  Sam  Walton. 


people  on  two  floors  of  a  small 
office  building.  There's  no 
public  relations  department; 
there's  no  e-mail.  "We  talk  to 
each  other,"  says  Schoen.  The 
hospitals  operate  autonomous- 
ly, but  Schoen  keeps  tabs  on 
them  through  computers  that 
track  such  scorecards  as  rev- 
enue per  patient  and  average 
length  of  stay. 

A  devout  Christian, 
Schoen  infuses  hma  with 
what  he  describes  as  Judeo- 
Christian  morals — from  the 
alcohol-free  Christmas  party 
to  the  Christian  fish  symbol 
on  the  HMA  logo.  Schoen's 
favorite  topic  is  his  family,  a 
clan  of  15  that  includes  4 
children,  5  grandchildren 
and  a  great-grandson. 

Schoen,  63,  says  he's  look- 
ing to  expand  into  new  mar- 
kets, like  the  Midwest. 
Retire?  He  did  that  once 
already,  when  he  left  Schaefer 
to  move  to  Naples  for  the 
sun.  Once  he  was  there,  HMA 
lured  him  onto  the  board 
and  then  into  the  executive 
suite.  HMA  shareholders, 
whose  stock  has  jumped 
from  94  cents  when  Schoen 
took  it  public  in  1991  to  $19 
today,  hope  he  stays.  Hi 
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Household  & 
Personal  Products 


Consumers  spent  $700  billion  last  year  on  nondurable  goods,  up  6%  from 
1997.  But  there  wasn't  enough  good  news  for  Mattel  and  Revlon,  whose 
margins  are  under  pressure  from  discount  retailers.  Exposed  to  weak 
foreign  markets,  Avon,  Gillette,  Procter  &  Gamble  and  others  are  cutting 
costs  and  plowing  savings  into  product  development. 


erica! 


Profile 


Tag  team 


By  Carleen  Hawn 

Everyone  thought  Avon 
Chief  Executive  Charles  Perrin 
and  Chief  Operating  Officer 
Andrea  Jung  would  have  killed 
each  other  by  now. 

Jung  was  rumored  to  be  in 
line  for  the  top  job  at  the  $5.2 
billion  (estimated  1998  sales) 
door-to-door  beauty  products 
marketer.  When  Perrin,  52, 
replaced  retiring  James  Preston 
in  July  and  Jung  got  the 
number  two  post,  insiders  ques- 
tioned how  Perrin,  a  former 
battery  salesman,  could  possibly 
get  along  with  Jung,  40,  a  man- 
agement dynamo  from  within 
Avon.  How  could  they  revamp 
a  112-year-old  company  with 
an  antiquated  sales  scheme, 
much  less  fix  Avon's  stale  image 
appealing  mostly  to  middle-age, 
middle-class  women? 

Surprise:  Perrin  and  Jung  not 
only  get  along  but  also  share  a 
vision  as  to  how  to  reposition 
Avon  as  a  company  marketing 
to  hip,  young  professionals — 
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like  Jung  herself,  a  Princeton- 
educated  mother  of  two. 

Perrin    and    Jung    hit    the 
ground  running,  each  visiting  at 


least  20  countries  where  Axon  Charles  Perrin 

goods  are  sold.  Perrin,  who  as  and  Andrea  Jung 

chief  executive  of  Duracell  Inter-  Face-lifts. 

national  led  a  global  transforma-  HBB 
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ADA 


anerican  Dental  Association 


Dental  Chart. 


90-95% 


Dental 
HMO 


Dental  Indemnity/  Direct 

PPO  Insured       Reimbursement 

'Source:  National  Association  of  Dental  Plans 
Source:  American  Dental  Association 


Percentage  of  money  that  goes  to  actual  dental  care 


Clearly,  Direct  Reimbursement  offers  cost-efficient  dental 
coverage.  Instead  of  paying  monthly  insurance  premiums, 
even  for  employees  who  don't  use  dental  benefits,  you 
pay  for  actual  treatment  received.  Complex  claim  forms 
and  administrative  overhead  typical  of  outside  insurers 
are  eliminated.  Isn't  it  time  to  give  your  company  a 
dental  benefits  checkup? 


DIRECT 

REIMBURSEMENT 


Dental 

Benefits  Plan 
OlTiart  Companies 


For  information  or  a  cost  estimate  of  a  Direct  Reimbursement  plan  designed  to  meet  the  company 
needs  you  specify,  just  call  1-800-232-7698  ext.  520.  Or  visit  our  web  site  at  http://www.ada.org 
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late: 
-  % 


83 


9.9 


12.8 


-24.2 


5,181 


256 


12.2 


50.0 


103.0 


1,181 


33 


6.5 


4.5 


4.9 


23. 


42.! 


2.8 


18.: 


1& 


Clorox 


18.1 


19.3 


11.0 


7.2 


10.5 


19.6 


2,778 


309 


24.8 


11.1 


26.f 


Colgate-Palmolive 


14.0 


18.6 


5.8 


-0.5 


NM 


14.7 


1,993 


821 


19.0 


9.1 


42. 


Estee  Lauder  Cos 


24.7* 


22.2 


8.5 


8.9 


26.4 


19.3 


3,714 


247 


15.2 


6.6 


27.4 


Gillette 


21.5 


16.6 


9.1 


1.4 


19.8 


4.2 


10,041 


1,117 


28.2 


11.1 


27.4 


Harman  International 


10.7 


8.9 


18.3 


2.4 


34.0 


-3.5 


1,500 


54 


10.9 


3.6 


39.9 


Interface 


7.5 


9.6 


14.6 


14.6 


24.8 


44.5 


1,273 


49 


12.2 


3.9 


46. 


Jones  Apparel  Group 


28.5 


32.2 


25.1 


22.5 


28.6 


1,527 


147 


15.7 


9.6 


Liz  Claiborne 


14.4 


19.1 


1.3 


6.7 


NM 


4.5 


2,517 
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13.3 


7.4 
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Mattel 


19.9 


20.2 


13.1 


10.0 


17.5        124.8 


4,852 


468 


20.4 


9.6 


33.4 


Mohawk  Industries 


9.9 


16.0 


18.4 


13.4 


NM 


58.7 


2,099 


12.1 


4.6 


34.2 


Newell  Co 


15.3 


14.8 


18.2 


15.8 


13.2 


52.2 


3,564 


427 


21.5 


12.0 


27.31 


Nine  West  Group 


16.7 


6.6 


36.3 


8.4 


11.9 


-52.7 


1,929 


42 


2.2 


54.5, 


Procter  &  Gamble 


21.3 


23.1 


4.5 


3.0 


52.0 


9.6 


37,309        3,860 


20.9 


10.4 


25.11 


Scotts 


7.7 


8.6 


17.2 


23.6 


14.1 


-6.3 


1,113 


37 


13.5 


3.3 


47.7 


Timberland 


10.2 


19.3 


20.6 


7,7 


20.5 


35.7 


839 


56 


13.1 


6.7 


27.4- 


NM:  Not  meaningful.  *Four-year  average.  For  further  explanation,  see  page  128. 


Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Servit 


Industry  Buzz 


"Personal  care  stocks  are  trad- 
ing at  a  huge  premium.  They've 
been  great  to  own,  but  they're 
sitting  on  a  precipice  and  there 
is  not  a  lot  of  room  for  error. 
We  expect  these  multiples  to  be 
rationalized  at  some  point." 

-Amy  de  Rham,  NationsBanc  Montgomery  Securities 

•  Gillette's  an  example.  Despite  a  $1  billion  invest- 
ment in  its  hot  new  Mach  3  razor,  total  sales 
dropped  1%.  Operating  earnings  were  flat  in  1998. 
Shares  are  33%  off  this  year's  high  of  $62.50. 

•  Also  hard-hit:  shoes.  Sluggish  sales  and  an  inven- 
tory glut  have  spurred  retailers  to  offer  discounts  on 
all  kinds  of  shoes.  Nine  West  closed  20  stores  in 
1998  and  will  further  downsize  this  year. 

•  Regardless  of  "nervousness  in  the  backs  of  the 
minds  of  consumers,"  Conference  Board  economist 
Kenneth  Goldstein  thinks  spending  in  this  sector  will 
increase  4%,  to  $730  billion,  in  1999. 


tion  of  the  battery  maker's 
brand,  hopes  to  do  the  same  at 
Avon.  Jung  oversees  cost-cutting 
and  new-product  development. 

But  all  is  done  in  tandem. 
"We  don't  have  separate  staff 
meetings,"  Jung  says.  "At  times 
I  do  his  part,  and  he  does  mine. 
Charlie  can  probably  finish  my 
sentences,  and  I,  a  lot  of  his." 

Jung  aims  to  trim  $400  million 
in  annual  costs  from  the  business 
by  2000.  She  says  she  has  already 
made  a  $20  million  down  pay- 
ment on  this  goal  by  shrinking 
the  number  of  suppliers  for 
Avon's  manufacturing  plants. 

Prior  to  1998,  Avon's  2.7 
million  representatives  in  135 
countries  were  selling  some  500 
brands  of  cosmetics,  fragrances 
and  toiletries,  many  unique  to 
specific  countries.  Marketing 
was  divided  among  18  ad  agen- 
cies. And  now?  One  agency  han- 
dles the  company's  slimmed- 
down  stable  of  1 1  Global 
Brands,  which  represent  half  the 
company's  cosmetics  sales. 

Jung,  whose  retailing  skills 
were  honed  during  more  than 
ten  years  with  Bloomingdale's, 
Neiman  Marcus  and  I.  Magnin, 


replaced  20  makeup  lines  wit 
a  new,  more  expensive  bran 
called  "Avon  Color"  and  pacl 
aged  it  in  metallic  dark  bit 
casings.  Avon  Color  lipstic 
now  sells  for,  say,  $5  instead  < 
$4  for  the  old  brands. 

In  November  Perrin  and  Jun 
made  their  biggest  departui 
from  Avon  tradition:  They  bega 
a  test  rollout  of  freestandin 
retail  mall  kiosks  in  40  U.J 
cities,  like  Atlanta,  Pittsburg 
and  Milwaukee.  So  far,  so  gooc 
Two-thirds  of  customers  wh 
shopped  at  the  Atlanta  kios 
were  first-time  buyers.  Avon  no\ 
has  a  Web  site  that  sells  th 
Global  Brands,  and  has  opened 
retail  store  and  spa  in  Manhattan  ] 

Perrin  and  Jung  already  havi 
something  to  crow  about:  a  16?  I 
earnings  gain  for  1998,  exclud  I 
ing  special  charges,  on  a  mere  39 
sales  gain. 

In  1999  Avon  will  spend  the 
lion's  share  of  its  $35  millior 
R&D  budget  on  new  product: 
to  attract  the  25  million  Amer 
ican  women  who  have  nevei 
bought  an  Avon  product  | 
Expect  that  number  to  be  a  lol  j 
lower  a  vear  from  now.  M  j 
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POINT 


Commerzbank's  focus  on  German 
and  European  economic  issues 


The  new 
merlin's  unique  role 


In  Europe 


- 


Compared  with  other  European  capitals,  Berlin  was  a 
late  starter  insofar  as  it  did  not  join  the  ranks  of  the 
world's  major  cities  until  well  into  the  twentieth  century. 
Moreover,  its  status  as  Germany's  capital  was  lost  in  1945 
when  the  city  was  split  into  a  western  and  an  eastern 
part,  each  of  which  led  a  separate  existence  for  over  forty 
years.  With  the  scars  of  this  unnatural  division  now 
'largely  healed,  re-united  Berlin  is  returning  to  the  inter- 
1  national  stage  at  a  crucial  moment  in  the  European  inte- 
gration process.  As  the  year  2000  approaches,  and  the 
|  German  government  prepares  to  move  to  the  capital,  the 
-I  new  Berlin's  dynamism  and  its  location  at  the  interface 
-J  between  East  and  West  are  helping  to  ensure  that  it  will 
be  one  of  Europe's  preeminent  cities  in  the  early  twenty- 
•  first  century. 


International  presence: 

Almaty,  Amsterdam. 
Antwerp.  Atlanta.  Bangkok, 
Barcelona,  Beijing,  Beirut. 
Bratislava,  Brno,  Brussels, 
Bucharest,  Budapest,  Buenos 

Caracas, 
Casablanca,  Chicago, 
Copenhagen.  Dublin,  Geneva, 
Gibraltar.  Grand  Cayman. 
Hong  Kong,  Istanbul,  Jakarta, 
Johannesburg,  Kiev,  Labuan, 
London.  Los  Angeles, 
Luxembourg,  Madrid,  Manama, 
Mexico  City,  Mumbai,  Milan, 
Minsk.  Moscow.  New  York, 
Novosibirsk,  Osaka.  Paris. 
Prague,  Rio  de  Janeiro. 
Sao  Paulo,  Seoul.  Shanghai, 
Singapore.  St.  Petersburg, 
Sydney,  Taipei,  Tashkent, 
Tehran,  Tokyo,  Toronto, 
Warsaw,  Zagreb,  Zurich. 


Above  all  in  economic  terms, 
Berlin  is  beginning  at  long  last  to 
realize  its  potential.  In  fact,  since 
1989  the  city  has  experienced  a 
wave  of  business  start-ups.  Most 
of  these  are  small  and  medium- 
sized  companies,  primarily  in  the 
service  sector.  In  1996,  the  net 
figure  for  new  businesses  was 
roughly  7,000,  and  while  the 
total  for  last  year  was  4,500,  a 
slowdown  was  to  be  expected 
after  the  boom  years  following 
unification.  All  told,  more  than 
104,000  new  enterprises  were 
created  between  1990  and  1997. 

At  the  same  time,  Berlin  has 
been  successful  in  attracting 


major  companies,  both  German 
and  foreign,  which  have  been 
drawn  to  the  city  not  least 
because  of  its  highly  qualified 
workforce.  They  have  in  turn 
created  new  jobs. 

Business  investment  in  the 
city  is  healthy,  not  least  in  high- 
tech  sectors,  where  some  1,300 
Berlin  firms  are  investing  to 
develop  the  technologies  of 
tomorrow.  But  other  industries 
with  sound  prospects  for  the 
future  are  also  attracting  in- 
vestment. Prominent  among 

Berlin's  key  economic  data 


1997 


Indeed,  its  proximity  to  the 
growth  markets  of  Central  and 
Eastern  Europe  is  giving  the  city 
a  strong  competitive  advantage. 
And  the  experience  gained  by 
Berliners  on  both  sides  of  the  for- 
mer Iron  Curtain  is  proving  to  be 
highly  valuable  at  a  time  when 
eastward  enlargement  ranks 
high  on  the  agenda  of  the  Euro- 
pean Union.  For  firms  based  in 
the  countries  of  Central  and 
Eastern  Europe  which  are  nego- 
tiating membership  conditions 
with  the  EU,  Berlin  is  a  natural 
place  to  do  business  with  the 


as  percentage  of 
Germany  as  a  whole 


Gainfully  employed 

1.440m 

4.2 

Unemployed 

0.26m 

5.9 

Gross  value  added* 

Agriculture  and  forestry 
Producing  sector 
Trade  and  transport 
Services 
Government,  households 

DM0.3bn 
DM41. 1bn 
DM16.2bn 
DM44.5bn 
DM22.9bn 

0.7 
3.9 
3.6 

4.1 
5.7 

Gross  domestic  product* 

*At  constant  prices 

DM128.6bn 

4.1 

lirirjpffla 

them  is  transportation,  which  is 
especially  important  in  Berlin, 
given  its  strategic  position 
astride  Continental  Europe's 
north-south  and  east-west  axes. 
The  250  firms  in  this  sector 
employ  some  40,000  people  and 
the  city  boasts  over  40  special- 
ized R&D  units.  Another  key 
industry  with  a  bright  outlook  is 
medical  research,  which  has 
already  spawned  a  vibrant  medi- 
cal technology  sector  with  annual 
sales  of  around  DM1.9  billion. 

Slowly  but  surely,  compa- 
nies are  also  recognizing  another 
of  Berlin's  advantages:  formerly 
isolated  on  the  fringes  of  West- 
ern Europe,  the  city  now  finds 
itself  at  the  heart  of  the  new 
Europe.  After  decades  of  confron- 
tation across  the  cold-war  divide, 
cooperation  in  the  region  is  now 
increasing  and  Berlin's  geo- 
graphical position,  once  a  liab- 
ility, has  become  a  major  asset. 


West,  as  is  underscored  by  the 
threefold  increase  in  the  number 
of  Eastern  European  exhibitors 
at  its  trade  fairs  since  1991. 

Berlin's  fresh  start,  docu- 
mented by  its  huge  construction 
boom,  is  propelling  it  into  the 
next  millennium.  And  the  realiza- 
tion of  major  transport  and  com- 
munications projects  is  creating  a 
modern  metropolis  with  a  distinct 
infrastructural  edge  over  other 
cities.  At  the  same  time,  Berlin's 
history  and  its  position  at  the 
crossroads  of  the  new  Europe 
make  it  acutely  aware  of  both  the 
challenges  and  opportunities 
which  EU  enlargement  will  bring. 

For  more  information  about 
Commerzbank's  broad  scope  of 
research  capabilities  and  finan- 
cial services,  just  contact  the 
bank's  head  office  in  Frankfurt. 
Fax +4969136-29805 
http://www.commerzbank.com 
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Insurance 


Merger  makers  were  plenty  busy,  with  406  deals  worth  $142  billion  announce< 
in  the  first  three  quarters.  Berkshire  Hathaway  hooked  up  with  General  Re.  Aid 
is  merging  with  SunAmerica.  Variable  annuities  remain  hot,  with  sales  of  close  i| 
$99  billion  last  year,  up  from  $88  billion  in  1997.  Low  inflation  in  1999  shoul 
help  both  property/casualty  and  life  companies,  but  then  there  is  the  perennialj 
problem  of  excess  capacity  giving  rise  to  cutthroat  pricing. 


Profile 
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New  blood 


By  Carrie  Coolidge 

For  the  first  time  in  its  6*1 
year  history,  Allstate  Corp.  tun 
over  the  chief  executive's  job  th 
month  to  an  executive  from  ou 
side  the  industry.  Replacing  ti 
retiring  Jerry  Choate  at  th 
North  brook,  111. -based  $25  bi 
lion  (sales)  firm  is  Edward  Lidd 
52,  who  joined  Allstate  foi 
years  ago  as  president  and  chit 
operating  officer. 

Liddy's  resume  is  varied:  1 
includes  stints  as  chief  financk 
officer  at  Sears,  Roebuck  &  Co 
at  the  security  firm  adt  and  a 
pharmaceutical  giant  G.D 
Searle.  At  Sears,  Liddy  helpec 
build  the  company's  financia 
services  network  and  then  over 
saw  its  breakup. 

This  heavy  financial  spin  i 
what  Allstate  directors  think  th< 
company  needs  right  now 
Though  Allstate  boasts  a  five 
vear  average  return  on  capital  o 
17%,  one  of  the  healthiest  or 
our  list,  the  competition  is  heat 
ing  up  fast  on  all  fronts. 

Bigger  competitors  like  capi 
tal-markets-sawy,  $32   billion 
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ust  get  here  quick. 


/he  future  of  information  technology  (IT)  is  speeding  towards  us.  Learn  what  it's    CC\  Ci^rlTlPrCirOI  II 


bringing  and  how  it  will  impact  your  current  IT  planning,  at  GartnerGroup's  new 
Spring  Symposium /ITxpo  99,  March  22-24  in  San  Diego.  In  exciting  keynotes, 
nterviews  with  32  top  vendor  CEOs,  and  more  than  110  sessions  led  by  our  forward- 
thinking  analysts,  you'll  find  actionable  insights  and  strategies  designed  to  make  sure 
you  ride  the  waves  of  the  future.  Don't  get  stuck  in.the  present  -  register  now. 
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Allstate 


17.2 


19.3 


4.5 


4.2 


37.6* 


20.4 


25,738 


3,405 


19.0 


13.2 


American  Intl  Group 


12.0 


11.9 


11.2 


6.9 


15.3 


13.2 


32,142 


3,644 


29.9 


11.3 


Aon 


12.2 


13.5 


7.6 


19.1 


6.1 


121.8 


6.312 


515 


16.3 


8.2 


12.61 


Berkshire  Hathaway 


8.6 


9.8 


31.2 


49.9 


39.5        150.2  -       13,814       3,236 


38.2 


23.4 


6.3 


Cigna 


10.4 


14.6 


1.4 


10.4 


30.: 


12.3 


21,450        1,294 


10.9 


6.0 


15.01 


Conseco 


16.7 


6.7 


25.3 


54.2 


18.7 


-14.4 


7,371 


418 


5.7 


36.31 


First  American  Fin  I 


12.6 


35.8 


8.7 


NM 


213.7 


2,615 


169 


15.2 


6.5 


23.71 


Fremont  General 


10.7 


10.4 


10.1 


22.9 


25.5 


26.7 


1,061 


129 


12.1 


52.91 


General  Re 


13.0 


12.5 


24.3 


-5.3 


10.1 


20.1 


1,034 


1,165 


20.7 


14.5 


14.1 


Jefferson-Pilot 


14.7 


13.0 


17.4 


8.9 


13.2 


12.2 


2,670 


430 


24.3 


16.1 


8.2 


Marsh  &  McLennan 


21.6 


13.7 


14.3 


24.7 


7.1 


2.2 


6,871 


560 


17.9 


8.2 


26.41 


Mercury  General 


19.7 


22.3 


16.7 


15.5 


11.3 


41.4 


1,219 
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22.1 


15.8 


77 


Orion  Capital 


15.2 


12.5 


21.4 


8.6 


19.0 


15.4 


1,706 


119 


11.9 


70 


18.6 


Progressive 


18.3 


18.1 


21.5 


24.8 


17.5 


25.1 


5,273 


483 


15.5 


9.2 


24.4 


Protective  Life 


16.0 


12.6 


12.1 


23.6 


19.7 


16.7 


1,333 


125 


16.8 


9.4 


9.0 


Reinsurance  Group  Am 


15.3 


13.7 


21.6 


38.3 


16.5 


53.9 


1,369 


8.4 


5.7 


12.0 : 


Reliance  Group 


11.8 


24.7 


3.5 


6.2 


23.7*      157.0 


3,514 


414 


15.8 


11.8 


37.0 


ReliaStar  Financial 


13.9 


11.1 


13.5 


17.8 


31.1 


21.4 


2,810 


260 


16.6 


9.3 


SunAmerica 


16.4 


14.6 


27.1 


25.7 


32.5 


36.2 


2,619 


516 


34.: 


19.7 


25.9 


Transatlantic  Holding 


15.9 


18.0 


20.1 


6.7 


21.3 


40.2 


1,588 


244 


13.3 


15.4 


0.0 


NM:  Not  meaningful.  *Four-year  average.  For  further  explanation,  see  page  128. 


Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Servicl 


Industry  Buzz 


•  Look  for  more  mutual  insurance  companies  to 
become  stockholder,  publicly  owned  companies  in 
the  next  year  or  so.  Likely  candidates  include  Met 
Life,  John  Hancock  and  Prudential. 

•  There  will  also  be  increased  acquisition  of  U.S. 
insurers  by  foreign  companies.  American  Bankers, 
cna  and  the  Equitable  Cos.  are  particularly  vulnera- 
ble to  takeover. 


Insurance  mergers  and  acquisition  activity 

400 


Number  of  deals        t      Value  of  deals*  (Sbillions) 
$160 


300 


200 


100 


ll 


120 


80 


'92     '94     '96    '98t 

•Announced  transaction  values. 
tThrough  Sept.  30,  third-quarter  results  are  preliminary. 
Sources:  Conning  i  Co.;  Insurance  Information  Institute. 
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(sales)  aig  are  expanding  aggres- 
sively into  consumer  finance  and 
even  trust  services.  Allstate  has 
barely  begun.  The  Travelers- 
Citibank  merger  gives  Sanford 
Weill  a  huge  advantage  in  offer- 
ing global  financial  services  to  his 
Travelers  insurance  customers. 
At  the  same  time,  banks  like 
NationsBank  and  Chase  are 
offering  more  insurance  prod- 
ucts like  annuities.  In  its  core 
business,  Allstate  is  still  chasing 
number  one  State  Farm,  which 
has  a  20.5%  market  share  com- 
pared with  Allstate's  12.5%. 

Liddy  clearly  knows  Allstate 
must  broaden  its  business,  and 
he's  approaching  this  with  a  real 
sense  of  urgency.  In  November 
Liddy  opened  the  Allstate  Fed- 
eral Savings  Bank,  based  at  its 
corporate  headquarters.  "We 
will  provide  trust  services, 
maybe  even  checking  accounts, 
savings  accounts  or  credit 
cards,"  says  Liddy. 

In  the  core  insurance  business, 
Liddy  wants  to  expand  Allstate's 
channels  of  distribution.  As  of 


now,  both  Allstate  and  Sta 
Farm  sell  their  property  an 
casualty  products  through  a  ne 
work  of  captive  agents.  Lidd 
now  wants  to  push  Allstate  int 
the  independent  agent  channe 
a  $30  billion  market.  It's  a  risk 
move.  Liddy  can't  afford  t 
alienate  his  own  loyal  network  c 
15,000  agents.  So  to  begin  with 
the  independents  will  sell  th 
insurance  under  a  differen 
brand  name:  Deerbrook. 

Liddy  says  he's  considerinj 
selling  Allstate  products  througl 
an  800  number,  as  do  Progres 
sive  and  Geico. 

Overseas,  Allstate  will  this  yea 
begin  selling  property/casualty 
insurance  in  Japan  and  Italy 
countries  where  aig  has  beer 
selling  for  years.  "In  five  years  wt 
want  to  be  a  multibrand,  multi 
national  company  in  more  chan  ■ 
nels  of  distribution,"  he  says. 

Allstate  is  at  a  crucial  juncture 
It's  a  highly  successful  outfit  but 
to  remain  so  it  must  embark  on 
some  delicate  and  risk)'  new 
directions.  ■ 
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Margin  meltdown:  For  the  third  year  in  a  row,  steel  demand  remained  at  reconjj^ 
highs,  as  shipments  totaled  100  million  tons.  But  spot  prices  dropped  19%,  to 
$250  per  ton,  a  2  5 -year  low  thanks  to  a  flood  of  42  million  tons  of  cheap 
imported  steel,  a  35%  increase  from  1997.  The  protracted  strike  at  GM,  the 
country's  largest  steel  consumer,  devastated  third-quarter  results.  Aluminum 
sank  as  low  as  56  cents  a  pound,  compared  with  68  cents  a  year  ago. 


Industry  Buzz 


•  Bulging  inventories  and  idle  machinery 
will  squeeze  margins  in  the  steel  industry 
during  the  first  half  of  1999.  But  flat-rolled 
steel  imports  are  slowing,  which  will  help 
prices  in  the  second  half  of  1999. 

•  U.S.  steel  producers  take  some  hope  that 
they  may  win  several  key  trade  cases 
against  Japanese  and  Russian  producers 
this  year.  The  Japanese  unloaded  nearly  4 
million  tons  in  the  U.S.  last  year  when  they 
learned  about  the  legal  actions. 

•  Winners  for  1999?  Hard  to  come  by,  but 
Reliance  Steel  &  Aluminum  has  good  cost 
controls  and  turns  its  inventory  up  to  six 
times  a  year,  versus  an  industry  average  of 
four.  Alcoa  also  gets  good  marks  from  Wall 
Street  for  driving  inventory  out  of  its  system 
and  lowering  its  costs. 

"Thirty  percent  of 
the  industry's  capacity 
is  on  the  sidelines  and 
utilization  could  drop 
even  lower." 

-Scott  Morrison,  steel  industry  analyst  at 
Donaldson.  Lufkin  &  Jenrette 


The  Cortez  of 
steel  doesn't 
look  back 


By  Brett  Nelson 

Chain-smoking  his  way  through 
a  pack  of  Winstons,  Richard 
Wardrop  Jr.,  the  chief  executive 
of  AK  Steel  Holding,  explains  why 
his  firm  is  the  most  profitable  of 
the  six  largest  U.S.  steel  produc- 
ers on  a  per-ton  basis:  "We're 
crazy  bastards  about  up-time,"  he 
says.  By  that  he  means  he  keeps 
his  blast  furnace  and  rolling  mills 
running  as  much  as  possible. 

Keen  grasp  of  the  obvious?  Not 
really.  On  average  the  industry 
shuts  down  its  furnaces  for  four 
months  every  six  years  to  reline 
them.  Wardrop  takes  a  shortcut. 
He  shuts  his  furnace  down  for 
two  weeks  every  two  years  to 
recoat  the  walls  with  a  concrete 
spray.  Over  a  six-year  period, 
Wardrop's  two  furnaces  run  10 
weeks  longer  than  the  competi- 
tion's. That  adds  up  when  you 
consider  that  each  lost  day  repre- 
sents $1  million  in  forgone  oper- 
ating income. 
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AK  Steel  Holding 


17.2* 


7.6 


12.0 


-2  1 


-21 .2t 


-21.0 


2,378 


112 


12.4 


4.7 


54.7 


Allegheny  Teledyne 


19.5 


16.9 


4.1 


0.7 


24.6 


-10.3 


3,771 


251 


12.0 


6.7 


21.6 


Alcoa 


12.1 


15.6 


9.0 


8.7 


NM 


15.6 


14,440 


845 


16.5 


5.9 


27.8 


Carpenter  Technology 


11.7 


9.6 


15.0 


18.5 


23.4 


14.7 


1,178 


18.9 


6.7 


30.7 


AM  Castle  &  Co 


17.0 


11.8 


12.4 


12.6 


50.5 


-5.0 
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23 


6.7 
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53.4 
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9.9 


8.7 
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5.3 


14.5 


10.6 


2,368 


5.6 


1.3 


30.1 


Inland  Steel  Inds 


9.4 


36.0 


7.1 


-31.4 


NM 
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3,388 
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6.3 
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14.6 
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6.0 
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4,315 
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15.5 
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Reliance  Steel 


14.1 


9.6 


22.3 


43.7 


38.9 


15.2 


1,261 


36 


2.8 


47.0 


Texas  Industries 


13.8 


13.6 


13.5 


16.9 


37.8 


30.3 


1,198 


105 


19.5 


33.5 


USX-US  Steel 


14.4 


19.4 


6.3 


-2.6 


26.3t 


3.0 


6,621 


440 


13.5 


6.7 


24.4 


NM:  Not  meaninglul.  "Four-year  average    t Three-year  average.  For  further  explanation,  see  page  128. 


Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Services. 


Wardrop  also  leans  on  his  suppliers 
to  redesign  any  failed  components 
rather  than  simply  replace  them. 
Better  parts  mean  less  downtime  on  a 
cold-rolling  mill  or  a  coating  line. 
ak  Steel's  operating  margin  of  12.4% 
(net  before  depreciation,  interest  and 
taxes,  as  a  percent  of  sales)  was  nearly 
two  points  higher  than  Value 
Line's  estimated  industry  average. 
Economies  of  scale  don't  explain 
ak's  success;  at  $2.4  billion  in  1998 
sales,  the  company  is  smaller  than  its 
competitors. 

Says  Wardrop:  "This  business  is  all 
about  money.  Once  you  instill  that  in  a 
work  force,  the  job  gets  easier." 

The  job  wasn't  easy  when  Wardrop 
took  it.  In  1992  Wardrop,  now  53, 
took  the  reins  at  what  was  then  called 
Armco,  after  its  1989  merger  with 
Japan's  Kawasaki  Steel.  Armco  was  a 
mess,  losing  as  much  as  $540  million  a 
year  because  of  poor  quality  and  some- 
times days-late  deliveries.  Things  were 
so  bad  that  about  a  month  after 
Wardrop  arrived  at  the  Middletown, 
Ohio  headquarters,  Ford  and  General 
Motors  both  threatened  to  drop  their 
Armco  accounts — which  at  the  time 
made  up  more  than  25%  of  the 
company's  sales. 

Wardrop  responded  with  a  risky 
move.  He  literally  broke  the  molds  for 

AK  Steel  Chief  Executive  Richard  Wardrop 
Pouring  his  way  to  red-hot  profits. 


his  reliable  ingot  casting  line  and 
replaced  them  with  more  efficient,  if 
less  dependable,  continuous  casters. 
That  meant  no  production  if  the  casters 
went  down.  The  bet  paid  off- — Ford  and 
GM  are  still  customers.  Says  Wardrop 
soberly:  "We've  learned  to  become 
great  casters." 

That  make-it-happen-or-else  attitude 
is  vintage  Wardrop.  Son  of  a  lifelong 
hot-mill  worker  from  McKeesport,  Pa., 
he  studied  metallurgy  at  Penn  State 
before  working  his  way  up  to  plant  gen- 
eral manager  at  U.S.  Steel.  It 
was  there  that  he  met  legendary  steel 
veteran  Thomas  Graham,  with  whom 
he  left  to  save  beleaguered  Armco. 
Graham  dubbed  Wardrop  the  Cortez  of 
steel  because,  as  the  story  goes,  Cortez 
burned  his  ships  upon  reaching  Mexico 
to  convince  his  men  that  there  was  no 
going  back. 

Wardrop  and  Graham  spent  a  hefty 
$1.1  billion  on  a  new  mill  in  Rockport, 
Ind.  Two  years  ago  Forbes  thought 
the  Rockport  works  a  dubious  project 
(Feb.  10,  1997).  But  Wardrop  managed 
to  bring  the  1.8-million-ton-a-year 
cold-mill-and-galvanizing  line  aboard 
months  ahead  of  schedule  and 
on  budget. 

Planned  startup  costs  at  Rockport  and 
one  of  those  routine  blast-furnace  shut- 
downs at  ak's  Middletown  works  put  a 
75%  dent  in  third-quarter  profits.  But 
earnings  should  revive  modestly  this 
year,  despite  the  depression  in  com- 
modity prices.  ■■ 
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Retailing 


Retail  registers  rang  loudly  for  the  first  half  of  1998;  the  second  half  was  somewhat] 
softer  but  still  strong  enough  to  make  retail  one  of  the  year's  best-performing 
sectors.  First  Call  Corp.,  which  tracks  earnings  estimates,  expects  the  sector  to  repal 
a  20%  improvement  in  1998  earnings,  compared  with  a  16%  rise  the  year  before. 
Sales  rose  4.6%,  to  $1.8  trillion,  through  November.  Last  year  was  also  the  first  yeal 
the  Internet  was  a  real  factor.  Internet  retail  revenue  grew  to  $7.8  billion,  more  tha] 
double  the  year  before.  Stores  like  Macy's  and  Nordstrom  started  selling  on-line. 


Time  to  kick 
some  butt 


By  Luisa  Kroll 

After  antitrust  problems 
killed  the  merger  between 
Office  Depot  and  Boston- based 
Staples  in  July  1997,  Office 
Depot  Chief  Executive  David 
Fuente  threw  a  big  party  at  his 
Delray  Beach,  Fla.  headquarters. 
Fifteen  hundred  employees 
tossed  Staples'  "vision  state- 
ments" into  trash  cans.  Fuente 
boogied  with  an  employee 
dressed  in  drag.  "We're  going 
to  kick  our  little  Boston  bud- 
dies' butts,"  he  told  the  roar- 
ing crowd. 

A  bone  cancer  survivor  who 
lost  his  right  leg  15  years  ago, 
Fuente,  53,  knows  how  to 
handle  setbacks.  While  Wall 
Street  was  calling  Office  Depot 
a  weakened  company,  Fuente 
was  making  sure  his  employees 
knew  they  were  the  future. 
"Let's  cut  the  baloney,"  he  says. 
"Our  competitors  sell  the  same 
products.  We  like  to  think  our 
prices    are    lower,    but    they 
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arc    't.    It's   the   people   who 
mal  c  the  difference." 

Hew  different?  Staples  likes 
to  use  consultants,  and  studies 
everything  to  death.  Fuente  is 


impulsive.  When  a  computer 
systems  executive,  Paul  Gaffnev, 
32,  came  in  one  afternoon  with 
a  plan  to  sell  to  consumers  on- 
line, Fuente  approved  it  on  the 


David  Fuente 
"People 
make  the 
difference." 
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Industry  Buzz 


•  Two  key  determinants  of  consumer  demand — 
employment  and  earnings — are  showing  declin- 
ing growth.  That  may  well  translate  into  more 
sluggish  sales  this  year,  particularly  if  interest 
rates  rise. 

•  Winners  will  be  dominant  players  like  Home 
Depot,  Staples,  Wal-Mart  and  the  Gap,  or  ones 
with  unique  stories  to  tell,  like  Restoration  Hard 
ware.  The  ones  in  the  middle  will  struggle. 


"Alan  Greenspan  seems  to  be 
much  more  important  to 
consumers  than  Bill  Clinton. 
The  important  thing  is  to 
keep  Monica  Lewinsky  away 
from  Alan  Greenspan." 

-Irwin  Cohen,  managing  director  at  Deloitte  &  Touche 


spot.  Within  five  months 
officedepot.com  was  in  busi- 
ness. It  beat  staples.com  by  ten 
months,  is  bringing  in  revenues 
in  excess  of  several  stores  and 
could  turn  a  profit  this  year. 

Another  Fuente  hallmark  is 
his  accessibility.  He  says  anyone 
can  stop  by,  without  an  appoint- 
ment. Recendy  a  secretary  came 
to  him  about  her  elderly 
mother,  who  needed  to  move 
into  a  nursing  home.  He  per- 
sonally made  a  few  calls. 

But  he  also  keeps  scorecards. 
Clerks  who  complete  training 
courses  on  computers  and  tele- 
phone gear  have  to  pass  a  test 
to  get  incremental  pay.  All  store 
employees  have  a  portion  of 
their  pay  tied  to  sales. 

Results:  Office  Depot's  net 
profit  margin,  estimated  at  3.4% 
for  1998,  will  be  a  half-point 
ahead  of  where  it  was  last  year 
and    two-tenths    of   a    point 


higher  than  Staples',  excludin 
charges,  according  to  Lehma 
Brothers.  In  December  Fuent 
opened  57  stores,  double  th 
previous  monthly  high,  bring 
ing  the  total  to  726. 

Fuente  has  moved  fror 
takeover  bait  to  predator.  Las 
summer  he  acquired  $1.5  billio 
(sales)  direct  marketer  Vikin 
Office  Products  for  S3  billion  L 
stock.  The  merger  boosts  Offic 
Depot's  international  presenc 
and  strengthens  its  position  a 
the  top  of  its  industry. 

But  with  the  "ungodly  diffi 
cult"  and  bitter  Staples  experi 
ence  still  fresh  in  his  mind,  he' 
determined  to  make  the  Viking 
deal  work. 

No  treating  acquired  employ 
ees  like  chattel.  At  a  manage 
meat  meeting  Fuente  declared 
"If  anyone  treats  the  peopk 
from  Viking  the  way  Staple; 
treated  us,  they  will  be  fired.' 
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Knock. 
Knock. 


ind  out  if  it's  opportunity,  or  a  wrecking  ball. 


! 


If  you're  a  technology  vendor  or  investor  in  today's  turbulent  markets,  it's  hard  to  know 
whether  to  open  your  doors  or  batten  down  the  hatches.  Find  out  at  the  all-new  Dataquest 
Predicts  99  conference,  March  22-24  in  San  Diego.  In  more  than  100  sessions  that  blanket  the 
IT,  telecom,  semiconductor  and  service  markets,  our  expert  Dataquest  analysts  will  show  you 
how  to  seize  opportunities,  side-step  pitfalls  and  look  five  years  into  the  future  of  market 
segments  and  sub-segments.  Get  a  good  look  at  what's  knocking  on  your  door-register  today. 

San  Diego  Hyatt    March  22-24, 1999    www.gartner.com/predicts 
1-800-778-1997  or  +1-203-316-6757 


Dataquest 


Predicts  99 


Two  events  for  the  price  of  one! 

Predicts  attendees  will  have  full  access  with  no  extra 
charge  to  GartnerGroup  Spring  Symposium/ITxpo  99  - 
the  world's  premier  strategic  event  for  IT  users  held 
at  the  nearby  San  Diego  Convention  Center. 


Data.  Analysis.  Strategies. 


Dataquest  Inc.  is  a  unit  of  GartnerGroup 
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Telecommunications 


The  great  hookup:  Last  year  saw  the  conception  of  the  four  U.S.  supercarriers: 
Bell  Atlantic-GTE,  SBC-Ameritech,  at&t-tci  and  MCl-Worldcom. 
One  business  model  that  failed:  reselling  local  phone  service  without 
owning  your  own  switches  and  networks.  Witness  ustel  and  usn — the  latter's 
shares  dropped  from  $25  to  25  cents.  In  Brazil,  privatization  bids  for 
Telebras  exceeded  the  government's  minimum  price,  $11.5  billion,  by  64%. 


Industry  Buzz 


•  Wireless  penetration  in  the  U.S.  should  reach 
30%  in  1999,  up  from  25%  in  1998,  according  to 
Yankee  Group.  That's  still  well  short  of 
Scandinavian  countries,  where  half  the  population 
has  cell  phones. 

•  Expect  Bell  Atlantic  to  be  the  first  regional  Bell  to 
offer  long  distance  service,  in  New  York,  sometime 
in  the  middle  of  the  year. 

•  The  fcc  will  rule  that  phone  calls  over  the 
Internet  are  interstate  traffic,  thus  positioning 
itself  to  regulate  the  coming  of  ip-based  telephony. 

•  Not  only  will  at&t  pitch  voice  and  data  to  tci's  13 
million  subscribers,  but  rumors  on  Wall  Street  have 
Ma  Bell  also  pitching  Time  Warner  on  selling  at&t- 
branded  service. 

•  Weak  players  this  year  will  include  Lucent: 
Opportunities  abound  for  acquisitions  and  new 
communications  products.  But  what  about  all  that 
obsolescing  circuit-switched  technology?  And  how 
much  better  can  the  stock  do  over  the  next  few 
years  at  56  times  1998  earnings? 

"A  colleague  of  mine  told  me 
that  earlier  this  year  they  out- 
lawed digital  phones  in  Finnish 
classrooms  because  kids  were 
cheating  by  sending  text  mes- 
sages to  one  another.' 

-Thomas  Lee,  Salom  n  Smith  Barney 


tu-t 
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Bright 
vision 

By  Bruce  Upbin 

Robert  Laikin,  the  35-year-old 
chief  executive  of  Brightpoint, 
Inc.,  gets  out  of  bed  at  odd 
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hours  to  return  e-mails  from 
managers  in  Hong  Kong, 
Sydney  and  Gothenburg, 
Sweden.  Here's  one  to  a 
reporter:  "When  I  woke  up  last 
night  at  1  a.m.,  I  realized  that 
we  did  not  talk  about  the  day 
when  your  wireless  device  will 
be  your  garage  door  opener, 
your  key,  your  TV  remote,  your 
home  phone,  car  phone,  office 
phone,    light    dimmer,    tape 
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128.       Sources:  Forbes;  Value  Line  and  Market  Guide  ma  OneSource  Information  Services. 

recorder,  video  machine  and 
Internet  browser — all  in  one 
handheld  device.  It  will  provide 
all  the  converging  services  from 
one  of  12  worldwide  network 
operators.  That  is  my  vision  of 
the  future." 

Another  part  of  this  vision  is 
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Robert  Laikin 
A  stockroom 
for  the  wire- 
less age. 


that  the  magical  wireless  gadget 
comes  to  you  with  help  from 
Laikin's  firm.  Bright- 
point   is    the    world's 
second-largest         and 
fastest-growing  distribu- 
tor of  wireless  products. 
The  Indianapolis  firm — 
which  Laikin  cofounded 
in    1989 — should    earn 
$40  million  for  1998  on 
$1.6  billion  in  revenue.  It 
will  likely  catch  the  indus- 
try volume  leader,  Cellstar 
Corp.,  by  2000. 

Wholesaling — selling  in 
bulk  to  retailers — provides 
80%  of  Brightpoint's  revenue. 
But  the  profit  margin  is  thin, 
and  the  inventory  risk  abun- 
dant. Three  years  ago  Laikin, 
copycatting  a  common  practice 
in  the  desktop  computer  indus- 
try, offered  manufacturers  a 
more  elaborate  middleman 
activity,  which  includes  assem- 
bling, programming  and  financ- 
ing cell  phones  for  customers. 
This  new  business  offers  gross 
margins  of  at  least  20%,  against 
6%  for  plain  old  wholesaling. 
The  "value-added"  line  could 
hit  $200  million  in  revenue 
this  year. 

Laikin  grabs  a  Nokia  5160 
phone  off  a  conference  table 
and  removes  the  cover  and  bat- 
tery. "We  told  manufacturers  to 


ship  us  these  parts  in  separate 
boxes.  We'll  put  it  all  together 
and  track  everything  in  our 
computer." 

The  older  wholesale  business 
is  still  growing  robustly  at 
Brightpoint — wholesale  rev- 
enues were  up  51%  in  1998. 
But  the  brighter  future  seems 
to  lie  in  the  newer  approach.  In 
serving  carrier  Omnipoint  of 
Bethesda,  Md.,  for  example, 
Brightpoint  warehouses  the 
phones,  handles  returns  and 
repairs,  packages  special  pro- 
motions and  stuffs  brochures 
into  customer  bills.  All  Omni- 
point need  do  is  sell  air. 

Iridium,  Nextel  and  Bell- 
South have  entrusted  most  of 
their  back-office  business  to 
Brightpoint.  Its  revenue  from 
this  segment  is  about  triple  the 
revenue  for  similar  services  at 
rival  Cellstar. 

When  Laikin  was  just  starting 
out,  he  remembers  having  to 
"pester  Nokia  to  death"  to  get 
a  five-state  distributorship  in  the 
Midwest.  Now  he  moves  more 
Nokia  and  Ericsson  phones  than 
any  other  distributor. 

The  global  handset  market  is 
expected  to  grow  30%,  to  200 
million  phones,  in  1999.  Not 
good  enough  for  Laikin.  He  says 
he  can  double  his  volume  this 
year,  to  20  million  phones.     ■■ 
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Travel  &  Transport 


Friendly  skies?  Thanks  to  a  sharp  drop  in  fuel  prices,  1998  is  expected 
to  be  a  record  year,  with  industry  earnings  of  $5.1  billion,  or  12.5% 
above  the  year  before.  But  that  run  could  sputter  out  in  1999  as 
capacity  jumps  and  fuel  costs  recover  somewhat.  Railroads  had  a  tough 
year — stocks  were  down  10% — and  1999  isn't  shaping  up  to  be  any 
better.  The  industry  continues  to  be  fraught  with  merger  digestion 
problems  and  has  been  steadily  losing  market  share  to  trucking. 


ndustry  Buzz 


•  Airline  capacity  should  rise  5.3%  this  year,  a  gain 
not  seen  in  five  years.  "That's  a  real  challenge  for 
the  industry,"  says  Merrill  Lynch's  Candace 
Browning.  That  expected  gain  helped  keep  airline 
stocks  flat  for  the  year,  while  the  s&p  jumped  19.9%. 

•  One  potential  winner:  American  Airlines,  which 
has  aggressively  bought  up  two  smaller  carriers 
(Reno  Air  and  Business  Express)  and  signed  a 
marketing  agreement  with  Alaska  Air. 

•  Trucking  fundamentals  look  much  brighter  for 
1999,  particularly  for  regional  carriers.  Morgan 
Stanley  Dean  Witter  analyst  James  Valentine  likes 
USFreightways,  whose  earnings  he  expects  to  jump 
from  $2.59  to  $2.90  in  1999. 

Turbulence  ahead? 

Airlines  have  more  seats  to  fill. 

|  Seat-capacity  growth     Si  Profit  margin 


4        5        6        7 

Source:  Merrill  Lynch 


Profile 


The  budget 
gourmet 

By  Scott  McCormack 

Brahms  plays  softly  in  the  back- 
ground as  Alaska  Air  Group  Chief 
Executive  John  Kelly  gazes  out  the 
wall  of  windows  in  his  Seattle  office 
to  a  sweeping  view  of  a  serene  lake 
and  towering  evergreen  trees. 

Kelly,  54,  claims  inspiration  for 
this  sedate  ambience  from  a 
former  boss  who  used  to  put  his 
feet  up  on  the  desk  and  stare  out 
the  window.  "He  told  me  he  was 
paid  to  think,  and  that's  exactly 
what  he  was  doing,"  says  Kelly, 
explaining  that  he  focuses  on  strat- 
egy while  others  handle  the  details. 

For  a  minute,  you  almost 
believe  him.  But  this  is  one  chief 
executive  whose  personal  imprint 
pops  up  in  all  kinds  of  details.  One 
day  while  returning  a  rental  car  to 
Avis,  Kelly  saw  how  efficiently  the 
agents  processed  customers  by 
using  handheld  computers.  So 
now  Alaska  Air  has  extra  ticket 
agents  with  handheld  computers 
checking  in  passengers  at  peak 
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ROMPANY 

PROFITABILITY 

RETURN  ON  CAPITAL 

5-year         latest 
average       12  mos 

"a                        ^ 

GR01 

SALES 

rVTH 

NET  INCOME 

5-year       latest 

average      12  mos 

%            % 

SALES 

latest 

12  mos 

$mil 

NET 
INCOME 

latest 
12  mos 

$mil 

OPER 
MARGIN 

latest 

12  mos 

% 

PROFIT 
MARGIN 

latest 

12  mos 

% 

DEBT/ 
CAPITAL 

latest 
% 

5-year        latest 
average       12  mos 

%          ^ 

|\ir  Express  Intl 

18.3           15.9 

19.4 

1.6 

24.0 

8.4 

1,536 

51 

6.0 

3.3 

10.6 

lirborne  Freight 

8.3           14.3 

14.0              8.2 

51.3 

29.8 

3,039 

130 

13.3 

4.3 

23.5 

SlasKa  Air  Group 

8.0           12.8 

10.0            11.2 

53.6t 

117.6 

1,864 

113 

16.8 

6.0 

17.2 

AMR 

8.9           13.8 

4.9              5.3 

84.4t 

16.5 

19,240 

1,340 

19.0 

7.0 

33.3 

[Canadian  Pacific 

9.1            14.5 

3.7            10.1 

NM 

51.8 

6,244 

1,062 

28.5 

17.0 

21.2 

Carnival 

16.3            17.6 

11.1             17.0 

19.4 

23.2 

2,805 

771 

34.1 

27.5 

24.5 

Continental  Airlines 

14.3*          14.3 

4.9            13.1 

NM 

8.5 

7,845 

394 

14.2 

5.0 

56.7 

t  Delta  Air  Lines 

14.8           20.6 

3.3              4.9 

71.2t 

23.4 

14,388 

1,074 

18.7 

7.5 

28.2 

Expeditors  Intl 

21.0           27.2 

24.4            13.3 

29.4 

40.1 

1,025 

46 

8.3 

4.5 

0.0 

FOX 

10.4           10.3 

13.9            26.7 

30.6 

5.1 

16,089 

488 

12.7 

3.0 

23.9 

i  Harrah's  Entertain 

10.3*          11.0 

13.5 

17.6 

15.9 

30.6 

1.877 

118 

25.7 

6.3 

68.4 

Royal  Caribbean 

11.0           10.1 

11.6 

49.8 

20.8 

76.3 

2,590 

330 

27.2 

12.7 

50.0 

Southwest  Airlines 

10.9           14.2 

16.6            11.4 

22.7 

55.9 

4,092 

414 

21.7 

10.1 

18.2 

UAL 

9.4           13.8 

5.6              2.3 

123.1t 

-15.4 

17,515 

800 

12.3 

4.6 

53.2 

US  Airways  Group 

14.9           29.0 

5.0              2.0 

NM 

59.6 

8,652 

913 

14.1 

10.6 

71.1 

USFreighrways 

11.3            12.9 

14.2            21.9 

16.5 

32.6 

1,794 

66 

11.0 

3.7 

19.7 

Werner  Enterprises 

10.9           10.8 

16.0            14.0 

13.3 

22.5 

837 

56 

19.3 

6.7 

13.1 

MM.  Not  meaningful.  'Four-year  average 

tThree-year  average.  For  further  explanation,  see  page 

128. 

Sources:  Forbes;  Value  Line  and  Market  Guide  via  OneSource  Information  Services. 

travel  times.  When  Horizon  Air, 
Alaska's  short-haul  subsidiary,  was 
looking  for  a  new  menu  item,  Kelly 
came  to  the  rescue  with  his  mother's 
molasses  cookie  recipe. 

Instead  of  peanuts,  Alaska  serves 
real  meals.  Unlike  rival  Southwest 
Airlines,  Alaska  has  a  first-class  cabin 
and  assigned  seats  in  coach.  Those 
features,  and  maybe  the  cookies,  are 
why  Travel  &  Leisure  and  other 
major  magazines  rank  Alaska  Air  at 
or  near  the  top  of  their  surveys  on 
customer  satisfaction.  Only  South- 
west had  a  lower  percentage  of  cus- 
tomer complaints  in  1997. 

No  investor  complaints,  either: 
This  discount  carrier  manages  to  turn 
a  healthy  profit,  expected  to  be  $127 
million  on  revenue  of  $1.9  billion  for 
1998.  Its  stock  and  earnings  per  share 
have  tripled  in  die  past  four  years. 

If  Kelly  understands  what  makes 
passengers  happy,  it's  because  he 
worked  for  a  year  as  a  ticket  agent  for 
Continental  before  eventually  moving 
into  sales  and  marketing.  Later,  as  a 
vice  president  at  Alaska  with  strategic 
responsibilities,  the  "hands-off '  Kelly 
insisted  on  interviewing  all  flight 
attendants  before  they  could  be  hired. 
He  rejected  nine  out  often. 

Alaska's  ride  hasn't  always  been 
smooth.  Beginning  in  1993  the  air- 
'line  was  forced  to  undergo  wrench- 
ing change  after  Southwest  and  other 


low-cost  carriers  attacked  its  markets. 
Alaska  slashed  flight  attendants,  man- 
agers, newspapers,  free  wine  in  coach. 

Alaska's  chairman  at  the  time, 
Raymond  Vecci,  was  a  brusque  New 
Yorker  who  couldn't  smile  while 
wielding  the  ax.  That  didn't  go  over 
well  at  a  company  whose  logo  is  a 
smiling  Eskimo.  Directors  installed 
the  affable  Kelly  in  early  1995. 

Kelly  refocused  the  company  on  its 
core  West  Coast  markets,  mostly 
north-south  flights  between  Califor- 
nia, the  Pacific  Northwest  and  Alaska. 
He  abandoned  flights  to  places  like 
Mexico  City — a  fiercely  competitive 
market  for  business  travelers — and 
replaced  them  with  more  lucrative 
resort  routes.  He  expanded  in  south- 
ern California  and  Alaska,  where  his 
airline  already  had  a  strong  presence 
and  brand  name.  He  filled  more  seats 
with  cheap  fares  that  matched,  even 
beat,  those  of  Southwest — $210 
between  Los  Angeles  and  Seattle, 
compared  with  $229  for  Reno  Air 
and  $346  for  American  Airlines. 

As  Southwest  gears  up  to  invade 
the  East  Coast,  Kelly  is  not  about  to 
be  seduced.  He  plans  to  keep 
focused  on  those  north-south  routes 
in  the  West,  on  which  he  has  a  70%- 
or- better  market  share  in  many  cases. 
"We  know  who  we  are,"  he  says. 
"We  don't  want  to  be  the  world,  just 
the  West  Coast."  m 
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These  Forbes  Platinum  400  companies  came  to  the 
top  of  computer  screens  for  potential  value,  exceptional 
prospects  or  performance. 

The  Iow-p/e  table  lists  the  cheapest  stocks  based  on 
1999  estimated  earnings. 

Over  the  next  three  to  five  years,  Wall  Street  analysts 
expect  the  companies  listed  in  the  projected  growth 
table  to  experience  the  biggest  gains  in  earnings  per 
share.  Here  we  only  included  companies  for  which  at 
least  three  analysts  have  reported  figures  to  ibes,  a 


New  York  City  research  firm  that  tabulates  earnir| 
estimates. 

The  most  profitable  companies  are  those  that  hj| 
posted  the  highest  five-year  average  return  on  capital.  Cl 
profit  stars  table  lists  stocks  with  the  greatest  annual  fhj 
year  net  income  growth.  This  figure  includes  any  n< 
recurring  gains  or  losses. 

Both  the  one-year  and  five-year  stock  market  perfd 
mance  figures  are  based  on  Dec.  1,  1998  closing  prices 

-John  Chamberlain 


LowP/E 


Best  returns 


Profit  stars 


Company 

Estimated  P/E 

Intermet 

6.3 

Texas  Industries 

6.5 

UAL 

6.6 

Timberland 

7.0 

Advanta 

7.2 

Meritor  Automotive 

7.5 

NVR 

7.6 

CellStar 

7.7 

US  Airways  Group 

7.9 

Nine  West  Group 

7.9 

Company 

5-year  average  ROC 

UST  Inc 

92.1% 

Avon  Products 

72.8 

Schering-Plough 

54.7 

Ceridian 

53.0 

Dell  Computer 

52.3 

Coca-Cola 

49.9 

Cisco  Systems 

44.1 

Oracle 

40.6 

Microsoft 

40.1 

T  Rowe  Price 

38.7 

Company 


5-year  net  income  grow 


Brightpoint 
Robert  Half  Intl 
PeopleSoft 
Hughes  Supply 
Viacom 

Transocean  Offshore 

BJ  Services 

Tellabs 

EMC 

HealthSouth 


99.6% 

80.7 

80.1 

78.6 

72.7 

71.0 
70.9 
68.6 
68.5 
65.3 


1998  winners 


1998  losers 


Company 

1-year  price  change 

America  Online 

297% 

Best  Buy 

219 

Dell  Computer 

209 

EMC 

181 

Ascend  Commun 

137 

Gap 

121 

Cisco  Systems 

115 

Granite  Construction 

113 

Compuware 

106 

Sun  Microsystems 

100 

Company 

1-year  price  change 

NovaCare 

-77% 

Ensco  International 

-72 

Weatherford  Intl 

-65 

BJ  Services 

-63 

Global  Marine 

-63 

Smith  International 

-62 

Case 

-61 

Kennametal 

-61 

Tidewater 

-60 

Advanta 

-59 

Projected  growth 


Company 


America  Online 
Quintiles  Transnatl 
PeopleSoft 
AdminiStaff 
Compuware 


AirTouch  Commun 
Qualcomm 
HBO  &  Co 
Starbucks 
Dell  Computer 


3-to-5-yr  EPS 


53% 

37 

35 

35 

33 


Source:  IBESExpressl 


*Four-year  total. 
?02 


Five-year  winners 

Company 

5-year 

Chief  executive 

5-year  total 

pnce 

compensation 

change 

(Sthou) 

Dell  Computer 

9,054% 

Michael  S  Dell 

$7,592 

America  Online 

4,814 

Stephen  M  Case 

219,623 

Jabil  Circuit 

1,541 

William  D  Morean 

2,422 

Microsoft 

1,185 

William  H  Gates 

2,569 

Cisco  Systems 

1,011 

John  T  Chambers 

58,579 

Sun  Microsystems 

998 

Scott  G  McNealy 

78,289 

Ames  Dept  Stores 

942 

Joseph  R  Etton 

4,506* 

Robert  Half  Intl 

931 

Harold  M  Messrm  ■  Jr 

49,462 

PeopleSoft 

930 

David  A  Duff  ield 

1,711 

Compuware 

915 

Peter  Karmanos  Jr 

4,878 

Five-year  losers 


Company 


NovaCare 

Advanta 

Buffets 

Nine  West  Group 

Inland  Steel  Inds 


USX-US  Steel 
Avado  Brands 
Bandag 
Tenneco 
Timberland 


5-year 
price 
change 


Chief  executive 


-80% 

-67 

-56 

-55 

-46 


Timothy  E  Foster 
Dennis  Alter 
Roe  H  Hatlen 
Vincent  Camuto 
Robert  J  Darnall 


-45 
-45 
-36 
-34 
-26 


Thomas  J  Usher 
Tom  E  Dupree  Jr 
Martin  G  Carver 
Dana  G  Mead 
Jeffrey  B  Swartz 


5-year  total 
compensation 

(Sthou) 


$2,4382 

3 

1,579 
4,619' 
5,486 


6,882' 

1,593 

3,277 

12,550 


'Three-year  total.  2New  chief  executive,  one-year  total.  3New  chief  executive. 
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As  a  world-class  marathoner,  he  knew  what  it  felt  like  to  run  out  of  gas  during  a  race.  So  he  cooked  up  a  batch  of  low-fat, 
nutritious,  sports  energy  bars  in  his  Berkeley  kitchen.  Selling  them  out  of  the  trunk  of  his  '64  Falcon,  he  created  a  healthy  following 

among  athletes.  And  his  own  dynamic  company,  PowerBar,  Inc.  With  over  $100  million  in  sales.  Fearless  entrepreneurs  like 
Brian  Maxwell  find  a  kindred  spirit  in  Forbes.  The  business  magazine  that  explores  new  trends  and  ideas  while  others  rehash  the  past. 
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They  missed 

The  Forbes  Platinum  400  is  a  roster  of  industry 
giants  with  the  right  mix  of  growth  and  profitability. 
The  table  at  right  shows  some  of  the  corporate 
heavyweights  that  failed  to  qualify. 

Our  scoring  formula  (see  page  128)  incorporates 
return  on  total  capital,  cash  flow  per  share,  and 
sales  and  net-income  growth.  Companies  could 
be  eliminated  for  showing  poorly  on  any  of  these 
three  measures. 

Aircraftmaker  Boeing,  for  example,  suffers  from  pro- 
duction bottlenecks  and  restructuring  charges,  with  the 
result  that  its  average  return  on  capital  over  the  past  five 
years  is  a  meager  6%. 

Great  Atlantic  &  Pacific  Tea  has  had  a  perennial 
problem  with  small,  obsolete  supermarkets.  Perhaps 
A&p's  latest  round  of  store  closings  and  upgrades  will 
give  it  the  boost  it  needs  to  make  a  future  Platinum  list. 
For  now,  the  chain's  4%  five-year  average  return  on 
capital  keeps  it  on  the  sidelines. 

News  Corp.  and  Time  Warner  own  some  of  the 
world's  most  valuable  media  properties — highly  lever- 
aged. So  their  returns  on  total  capital  are  low.  They 
didn't  make  the  list. 

Nike  and  Xerox  are  in  different  businesses,  but 
the  two  firms'  12-month  profits  collapsed  for  simi- 
lar reasons:  economic  woes  in  Asia  and  Latin  Amer- 
ica. Meanwhile,  profits  at  J. P.  Morgan  and  Chase 
Manhattan  were  hammered  by  the  collapse  of  the 
Russian  ruble. 

Companies  that  were  disqualified  by  mergers  are 
listed  below. 

-Allison  Schrader  h 


Big  deals 


204 


Big  letdowns 


Company/industry 


Company 

Acquired  by/merged  with 

Industry 

Caliber  System 

FOX 

Travel  &  Transport 

Cameo  International 

Schlumberger 

Energy  Extraction 

Chrysler 

Daimler-Benz 

Consumer  Durables 

Continental  Homes 

DR  Horton 

Construction 

CoreStates  Financial 

First  Union 

Banking 

Dart  Group 

Richfood  Holdings 

Food  Distributors 

Digital  Equipment 

Compaq 

Computers 

Dresser  Industries 

Halliburton 

Energy  Extraction 

Giant  Food 

Royal  Ahold 

Food  Distributors 

Green  Tree  Financial 

Conseco 

Insurance 

Money  Store 

First  Union 

Banking 

Norwest 

Wells  Fargo 

Banking 

^erer 

Cardinal  Health 

Health  Care  Products 

imunications 

Alltel 

Telecommunications 

fice  Products 

Office  Depot 

Retailing 

Problem 


Adobe/computer  software 
Aetna/health  care  services 
Alcan  Aluminium/metals 
BankAmerica/banking 
Barnes  &  Noble/retailing 


weak  sales  in  Japan 
high  administrative  costs 
depressed  aluminum  prices 
poor  hedge  fund  investment 
hefty  on-line  startup  costs 


Bear,  Stearns/financial  services 
Boeing/aerospace  &  defense 
British  Airways/travel  &  transportation 
Cadbury  Schweppes/food,  drink  &  tobacco 
Chase  Manhattan/banking 


investment  banking  off 
huge  restructuring  costs 
persistent  overcapacity 
sluggish  US  beverage  sales 
corporate  banking  hurt  by  Asia 


CNA  Financial/insurance 

Computer  Sciences/computer  software 

El  du  Pont  de  Nemours/chemicals 

Fluor/construction 

General  Motors/consumer  durables 


slumping  property  &  casualty  dii| 
meager  revenue  growth 
depressed  oil  and  chemical  price] 
bloated  operating  costs 
strikes  have  battered  net  income! 


Georgia-Pacific/forest  products  &  packaging 
Glaxo  Wellcome/health  care  products 
BF  Goodrich/aerospace  &  defense 
Goodyear  Tire  &  Rubber/consumer  durables 
Great  A&P  Tea/food  distributors 


declining  prices  for  paper  produc  j 
expired  patents  hurt  sales 
profits  off  41%  past  12  months 
soft  tire  prices 
restructuring  charges,  weak  sale 


Hasbro/household  &  personal  products 
Honeywell/capital  goods 
Household  International/financial  services 
Hughes  Electronics/telecommunications 
Imperial  Chemical  Inds/chemicals 


reduced  sales  to  Toys  "R"  Us 
sluggish  five-year  sales  growth 
big  restructuring  costs 
net  income  off  58%  past  12  mont  j 
soft  commodity  chemicals  prices 


Johns-Manville/construction 
Kellogg/food,  drink  &  tobacco 
Kelly  Services/business  services 
Merrill  Lynch/financial  services 
Minnesota  Mining  &  Mfg/business  supplies 


weak  insulation  prices 
numerous  restructuring  charges 
climbing  operating  costs 
income  down  27%  past  12  month:] 
strong  dollar  eroded  net  income 


Mirage  Resorts/travel  &  transport 

JP  Morgan  &  Co/banking 

NEC/computers 

News  Corp/entertainment  &  information 

Nike/household  &  personal  products 


room  glut  in  Las  Vegas 
low  five-year  net  income  growth 
falling  chip  prices 
highly  leveraged 
slumping  overseas  sales 


Phelps  Dodge/metals 

Rhone-Poulenc/chemicals 

Royal  Dutch  Petroleum/energy  extraction 

Sears,  Roebuck/retailing 

SmithKline  Beecham/health  care  products 


soft  copper  prices 

venture  with  Hoechst  a  debacle 

weak  oil  prices 

income  down  12%  past  12  months 

sales  hurt  by  strong  British  pound 


Sony/computers 

Sprint/telecommunications 

Texaco/energy  extraction 

Texas  Instruments/computers 

Time  Warner/entertainment  &  information 


soft  consumer  electronics  prices 
capital  expenditures  hurt  net  incom 
weak  oil  prices 

sluggish  sales  and  profit  growth 
highly  leveraged 


Toyota  Motor/consumer  durables 
Wendy's  International/food  distributors 
Weyerhaeuser/forest  products  &  packaging 
Xerox/business  supplies 


weak  sales  in  Asia 
net  income  off  38%  past  12  month: 
weak  forest  product  prices 
poor  sales  in  Asia  and  Brazil 
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IDC  Telecom 
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Advanta 

Aeroquip-Vickers 
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Air  Express  Inti 
Air  Prods  I  Chems 


Airborne  Freight 
Airgas 

AirTouch  Commun 
AK  Steel  Holding 

Akzo  Nobel 


Alaska  Air  Group 
Alberto-Culver 
Albertson's 
Allegheny  Teledyne 
AlliedSignal 


Allstate 
Alltel 
Alcoa 

America  Online 
American  Express 


American  Home  Prod 
American  Intl  Group 
American  Management 
Amer  Power  Conversion 
Amerrtech 


Ames  Dept  Stores 

Ametek 

Amgen 

AMR 

Andrew 


Anheuser-Busch  Cos 

Aon 

Arrow  Electronics 

Ascend  Commun 

Automatic  Data 


AutoZone 
Avado  Brands 
Avon  Products 
Bandag 
Bank  of  New  York 


BankBoston 

Banta 

BB&T 

Bed  Bath  &  Beyond 

Bell  Atlantic 
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166 
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198 


COMPANY 

Page 

BellSouth 

198     ! 

AH  Belo 

166 

Bemis 

178 

Berkshire  Hathaway 

188 

Best  Buy 

194 

Bindley  Western  Inds 

180 

BJ  Services 

162 

BJ's  Wholesale  Club 

194 

H&R  Block 

136 

Bob  Evans  Farms 

172 

Borg-Warner  Auto 

156 

Bnghtpoint 

198 

Brinker  International 

172 

Bristol-Myers  Squibb 

180 

British  Petroleum 

162 

Brown-Forman 

174 

Brunswick 

156 

Buffets 

172 

Campbell  Soup 

174 

Canadian  Pacific 

200 

Canandaigua  Brands 

174 

Capital  One  Financial 

168 

Cardinal  Health 

180 

Carlisle  Cos 

154 

Carnival 

200 

Carpenter  Technology 

192 

Case 

142 

Casey's  General  Store 

172 

AM  Castle  &  Co 

192 

Caterpillar 

142 

COW  Computer  Centers 

194     : 

CellStar 

198 

Centex 

154 

Central  Garden  &  Pet 

184 

Century  Telephone 

198 

Ceridian 

152     ! 

Champion  Enterprises 

154 

CHS  Electronics 

148 

Cigna 

188 

Cincinnati  Bell 

198 

Cintas 

136 

Cisco  Systems 

148 

CKE  Restaurants 

172 

Clayton  Homes 

154 

Clorox 

184 

CMS  Energy 

160 

Coca-Cola 

174 

Colgate-Palmolive 

184 

Commercial  Metals 

192 

Compaq  Compter 

148 

COMPANY 

Page 

Computer  Associates 

152 

Compuware 

152 

Conseco 

188 

Consolidated  Papers 

178 

Continental  Airlines 

200 

Cordant  Technologies 

130 

Costco  Cos 

194 

Countrywide  Credit 

168 

Cracker  Barrel 

172 

Crane 

142 

Crestar  Financial 

132 

Crown  Cork  &  Seal 

178 

Cytec  Industries 

146 

DaimlerChrysler 

156 

Daisytek  International 

140 

Danaher 

142 

Deere  &  Co 

142 

Dell  Computer 

148 

Delta  Air  Lines 

200 

Diebold 

140 

Walt  Disney 

166     ! 

Dole  Food 

174 

Dollar  General 

194 

Donaldson 

142 

Dover 

142 

DPL 

160 

Duke  Energy 

160 

Eaton 

142 

Ecolab 

136 

AG  Edwards 

168 

El  Paso  Energy 

160 

Electronic  Arts 

152 

EMC 

148 

Emerson  Electric 

142 

Ensco  International 

162 

Equifax 

136 

Estee  Lauder  Cos 

184 

Expeditors  Intl 

200 

Express  Scripts 

136 

Exxon 

162 

Family  Dollar  Stores 

194 

FDX 

200 

Federal  Signal 

142 

First  American  Finl 

188 

First  Security 

132 

First  Tennessee  Natl 

132 

First  Union 

132     ! 

Firstar 

132 

Fiserv 

136     i 

Fleetwood  Enterprise 

154     ; 

COMPANY 

Page 

Flowers  Industries 

174 

Food  Lion 

172 

Ford  Motor 

156 

FPL  Group 

160 

Franklin  Resources 

168 

Fremont  General 

188 

Gannett 

166 

Gap 

194 

Gateway  2000 

148 

Genentech 

180 

General  Binding 

140 

General  Dynamics 

130 

General  Electric 

130 

General  Mills 

174 

General  Re 

188 

Genuine  Parts 

156 

Georgia  Gulf 

146 

Gillette 

184 

Global  DirectMail 

194 

Global  Marine 

162 

Goody's  Family 

194 

Granite  Construction 

154 

Halliburton 

162 

Hannaford  Bros 

172 

Harley-Davidson 

156 

Harman  International 

184 

Harrah's  Entertain 

200 

Harsco 

136 

HBO  &  Co 

182 

Health  Management 

182     ! 

HealthSouth 

182 

HJ  Heinz 

174 

Hershey  Foods 

174 

Hewlett-Packard 

148 

Hollinger  Intl 

166     : 

Home  Depot 

194 

HON  Industries 

140 

Honda  Motor 

156 

DR  Horton 

154 

Houghton  Mifflin 

166 

Hughes  Supply 

154 

Humana 

182 

Illinois  Tool  Works 

142 

Ingersoll-Rand 

142 

Ingram  Micro 

148 

Inland  Steel  Inds 

192 

Intel 

148 

Interface 

184 

Interim  Services 

136 

;   Intermet 

i 

192 
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IBM 

148 

Intl  Flavors  &  Frags 

146 

Interpublic  Group 

136 

Interstate  Bakeries 

174 

Jabil  Circuit 

148 

Jacobs  Engineering 

154 

Jefferson-Pilot 

188 

Johnson  &  Johnson 

180 

Johnson  Controls 

156 

Jones  Apparel  Group 

184 

Kennametal 

142 

KN  Energy 

160 

Knight  Ridder 

166 

Kohl's 

194 

La-Z-Boy 

156 

Lancaster  Colony 

174 

Lear 

156 

Legg  Mason 

168 

Leggett  &  Piatt 

156 

Lexmark  Intl  Group 

140 

Eli  Lilly 

180     ! 

Lincoln  Electric 

142 

Litton  Industries 

130 

Liz  Claiborne 

184 

Loews 

174 

Lowe's  Cos 

194 

Mail-Well 

140 

M&T  Bank 

132 

Marsh  &  McLennan 

188 

Martin  Marietta  Mats 

154     1 

Mattel 

184 

Maytag 

156 

MBNA 

168 

McDonald's 

172 

McGraw-Hill  Cos 

166 

MDC  Holdings 

154 

Mead 

178 

Media  General 

166 

Mellon  Bank 

132 

Mercantile  Bancorp 

132     \ 

;   Merck 

180 

Mercury  General 

188 

Meredith 

166 

Meritor  Automotive 

156 

MGIC  Investment 

168 

Microsoft 

152 

Herman  Miller 

140 

Mobil 

162 

Modine  Manufacturing 

156 

Mohawk  Industries 

184 

COMPANY 

Page 

Morgan  Stanley,  DW 

168 

Mueller  Industries 

154 

Nabors  Industries 

162 

Nacco  Industries 

142 

New  Century  Energies 

160 

New  York  Times 

166 

Newell  Co 

184 

Nine  West  Group 

184 

Nipsco  Industries 

160 

Northern  Trust 

132 

NovaCare 

182 

Nucor 

192 

NVR 

154 

Office  Depot 

194 

0GE  Energy 

160 

Omnicare 

136 

Omnicom  Group 

136     ! 

Oneok 

160 

Oracle 

152 

Orion  Capital 

188 

Outback  Steakhouse 

172 

Owens-Illinois 

178 

Paccar 

142 

Parametric  Technology 

152 

Parker  Hannifin 

142 

PeopleSoft 

152 

PepsiCo 

174 

Performance  Food 

172 

Pfizer 

180 

Philip  Morris  Cos 

174 

Phillips  Petroleum 

162 

Pier  1  Imports 

194 

Pilgrim's  Pride 

174 

Pioneer  Hi-Bred  Intl 

174 

Pioneer-Standard  Elec 

148     ; 

Polaris  Industries 

156 

PPG  Industries 

146 

Praxair 

146 

Precision  Castparts 

130 

T  Rowe  Price 

168 

Procter  &  Gamble 

184 

Progressive 

188 

Protective  Life 

188 

Providian  Financial 

168 

Qualcomm 

198 

Quintiles  Transnatl 

136 

Quorum  Health  Group 

182 

Raymond  James  Finl 

168 

Rayonier 

178 

Regions  Financial 

132 

COMPANY 

Page 

Reinsurance  Group  Am 
Reliance  Group 
Reliance  Steel 

188    I 

188 
192 

ReliaStar  Financial 

188 

Reynolds  &  Reynolds 

140 

Richfood  Holdings 
Robert  Half  Intl 

172 

136 

Rock-Tenn 

178 

Rohm  and  Haas 

146 

Ross  Stores 

194 

Royal  Ahold 
Royal  Caribbean 
RPM 

172 
200 
146 

Ruddick 

172 

Safeway 

172 

Scana 

160 

Schering-Plough 
Schlumberger 
Charles  Schwab 

180 
162 
168 

SCI  Systems 

148 

Scientific-Atlanta 

198 

Scotts 

184 

Sealed  Air 

178 

Shared  Medical  Sys 
Sherwin-Williams 

136 
146 

Sigma-Aldrich 
Smith  International 

146     { 
162 

Smithfield  Foods 

174 

Solectron 

148 

SouthTrust 

132 

Southwest  Airlines 

200     | 

Staples 
Starbucks 

194     : 
194 

State  Street 

132 

Storage  Technology 

148 

Stryker 

Summit  Bancorp 
Sun  Microsystems 
SunAmerica 

180     ; 
132 
148 
188 

Sundstrand 

130 

SunGard  Data  Systems 
Sunoco 

136     ! 
162 

Sybron  International 
Symbol  Technologies 
Synovus  Finl 

180 
140 

132 

Sysco 
Tech  Data 

172 
148 

TECO  Energy 
Teleflex 

160 
142 

Tellabs 

198 

COMPANY 


Tenneco 
Teradyne 
Tesoro  Petroleum 
Texas  Industries 
Tidewater 


Tiffany 
Timberland 
Timken 
Toll  Brothers 
Tosco 


Wells  Fargo 
Werner  Enterprises 
Whole  Foods  Market 
Wicor 

Willamette  Inds 
Williams-Sonoma 
World  Color  Press 
World  Fuel  Services 
WmWrigleyJr 


Pag 


178 
148 

162 
192 
162 


194 
184 
142 
154 
162 


Tower  Automotive 

1561 

Transatlantic  Holding 

188  J 

Transocean  Offshore 

162 1 

Tribune 

166 1 

UAL 

200 1 

Unilever  NV 

174  J 

Union  Carbide 

146 1 

UnionBanCal 

132| 

US  Bancorp 

132  J 

United  Technologies 

130 1 

Universal 

174 1 

Universal  Forest  Prod 

154 1 

Universal  Health 

182  ] 

US  Airways  Group 

200] 

USFreightways 

200  J 

UST  Inc 

174 1 

USX-US  Steel 

192 

UtiliCorp  United 

160 

Valhi 

146 

Valspar 

146 

Viacom 

166 

Vulcan  Materials 

154 

Wabash  National 

142 

Wal-Mart  Stores 

194 

Walgreen 

194  | 

Wallace  Computer  Svcs 

140  1 

Warner-Lambert 

180 

Washington  Post 

166 

Washington  Water 

160 

Weatherford  Intl 

162  | 

WellPoint  Health 

182 

132 
200 
172 

160 

178 
194 

166 
136 
174 
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You  know  our  portables, 
now  meet  the  rest  of  the  family. 

You  may  know  that  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1-800-TOSHIBA  or  look  us  up  on  the  Web  at  www.toshlba.com. 
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There  are 

Sakura  branches 

extending  throughout 

the  world 

Sakura  Bank  was  formed  through  a  merger  of  the  Mitsui  and 
Taiyo  Kobe  banks.  Today,  it  is  like  a  thriving  sakura,  or  Japanese 
cherry  tree,  with  deep  roots  in  its  native  soil  and  branches 
reaching  out  in  every  direction  to  create  a  network  of  more  than 
90  offices  in  25  countries. 

In  the  Americas,  we  were  the  first  Japanese  bank  to  offer 
investment  banking  services. 

Our  strong  U.S.  presence  is  buttressed  by  offices  in  Canada, 
Mexico,  Brazil  and  other  markets. 

In  Europe  and  the  Middle  East,  we  serve  a  growing  clientele  in 
countries  from  the  U.K.  to  Turkey. 

And  we  are  one  of  the  world's  best-positioned  banks  to  support 
international  investors  in  Asia. 


SAKURA  BANK 

Find  us  on  the  Internet  at  http://www.sakura.co.jp/ 
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Pacific  Partnerships  for  Future  Growth 


A         lthough  Americans  have  continued  to  benefit 
/%       from  a  strong  economy,  they  have  become  pain- 

■^^     fully  cognizant  of  the  ongoing  crisis  in  Asia. 

»    JL  The  last  year  has  been  the  most  challenging  in 

postwar  era  for  the  East  Asian  economies.  Following  a 
period  of  slow  growth  in  the  1990s,  Japan's  economic 

ionment  too  has  become  more  complex  due  to  develop- 

,ts  in  domestic  and  international  financial  markets. 

espite  these  challenges,   we 

uld  not  lose  sight  of  the  strong 

damentals  underlying  Japan's 

nomy.    Japanese    per    capita 

P  remains  among  the  world's 

nest,  Japanese  hold  a  large  part 

he  world's  private  savings,  and 

m  remains  at  the  forefront  of 

hnology  in  many  fields. 
:ause  of  these  strengths  and 
ise  of  the  United  States,  we 
re  been  able  to  act  jointly  to 
iiess  some  of  the  challenges 
;ed  by  the  current  Asian  eco- 
mic  crisis. 

Even  with  the  gloomy  head- 
S,  it  is  important  to  focus  on 

Fmany  real  partnerships  across 
Pacific  that  have  been  forged 
years  past,  like  that  between 
ban  and  the  U.S.  These  partner- 
Ks  are  flourishing  today,  chiefly 
ie  to  increased  communication, 
le  revolution  in  telecommunica- 
)ns  and  information  tech- 
ilogies  that  is  continually 
insforming  our  lives  means  that 
dividuals  from  around  the  world  can  now  learn  directly 
am  one  another  daily.  Private  business  transactions  are 
nong  the  strongest  international  bonds  because  they  repre- 
nt  shared  interests. 

Japan  remains  America's  largest  overseas  trading  partner, 
hether  in  Asia  or  Europe.  New  partnerships  between  U.S. 
id  Japanese  firms  abound.  To  enumerate  but  a  few  recent 
lccesses:  AMC  Theatres  has  introduced  the  multiplex  cine- 
la  mall  to  a  growing  number  of  Japanese  cities;  Toys  'R'  Us 
as  opened  its  76th  Japanese  store;  Boeing  delivered  its 
00th  747  aircraft  to  Japan  Airlines  in  November;  and  Uni- 
ersal  Studios'  $1.4  billion  project  in  Osaka  will  be  its  first 
heme  park  outside  the  United  States  when  it  opens  in 
001. 

Just  as  significant  Japanese  investment  and  transfer  of 
nanagement  know-how  boosted  the  U.S.  economy  in  the 


1980s,  we  are  hopeful  that  American  investment  will  do  the 
same  for  Japan's  economy.  Major  investments  and  acquisi- 
tions during  recent  months  have  made  the  headlines:  GE 
Capital's  joint  venture  with  Toho  Life  Insurance,  Merrill 
Lynch's  takeover  of  Yamaichi's  retail  securities  business,  and 
Salomon  Smith  Barney's  merger  with  Nikko  Securities. 
Japan's  "Big  Bang"  liberalization  will  allow  U.S.  financial 
firms  to  gain  a  larger  share  of  the  expanded  market.  This 
should  be  a  positive  development 
for  Japanese  citizens  and  for  insti- 
tutional investors,  who  will  have 
greater  savings  options. 

As  Japan  and  America  stand 
ready  to  enter  the  21st  century, 
we  face  common  challenges  as 
societies  and  as  partners  interna- 
tionally. Domestically,  we  both 
face  the  profound  social  ramifica- 
tions of  aging  populations.  Interna- 
tionally, our  long-standing 
partnership  preserves  peace  in  the 
Pacific.  Our  joint  efforts  to  eradi- 
cate polio  worldwide,  provide 
leadership  in  environmental  pro- 
tection and  assistance  to  those  in 
need  underscore  the  importance 
and  value  of  combining  American 
and  Japanese  resources. 

While  each  country  has  its  own 
unique  history  and  customs,  the 
growing  volume  and  frequency  of 
contact  between  countries  and 
their  people  mean  that  the  level  of 
shared  knowledge  and  friendships 
has  grown  exponentially.  As  we 
enter  the  next  millennium,  advances  in  technology  hold 
out  the  prospect  of  building  a  world  based  on  better  under- 
standing, communication  and  respect.  With  these  concepts 
underlying  the  new  globalization,  I  am  confident  that  the 
new  era  will  be  one  of  peace  and  prosperity  in  the  Asia- 
Pacific  region. 


Thomas  S.  Foley 
United  States 
Ambassador  to  Japan 
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introduction 


The 
global  economy  is  undergoing 
far-reaching  changes  that  will  radically  alter 
the  way  nations  and  companies  conduct  business  in 
the  2 1  st  century.  The  continuing  currency  and  stock  market 
crisis  in  Asia,  monetary  troubles  in  Brazil  and  Russia  and  a  slow- 
ing of  economic  growth  in  Europe  and  the  U.S.  have  generated  con- 
troversies about  the  nature,  form  and  future  of  the  free-market  capitalist 
system.  The  current  dialogue  about  possible  solutions  has  dramatically 
underscored  the  conflicts  inherent  in  adopting  the  standards  of  any  single 
country  or  organization.  Western  values,  generally  represented  by  the  U.S.  and 
Europe,  sometimes  conflict  with  Asian  values  promoted  by  Japan,  Singapore  and 
other  countries  in  the  region. 

The  need  for  a  spirit  of  multilateralism  and  cooperation  in  discussing  these 
trade,  economic  and  financial  matters  is  recognized  by  all  countries  involved. 
Indeed,  a  global  search  is  under  way  to  find  standards  and  values  that  can 
be  embraced  by  all  governments  around  the  world  -  standards  that  will 
integrate  the  best  customs  and  traditions  with  modern  capitalism.  For 
its  part,  Japan's  business  community  is  thinking  hard  about  these 
issues.  In  the  following  series  of  interviews,  the  country's  top 
business  leaders  explain  how  their  companies  will  cope 
with  the  challenges  presented  by  today's  chang- 
ing global  economic  climate. 


ANON 


he  key  to  survival  for  any  large  multinational 

company  in  today's  gyrating  global  economy 

is  "balance  and  diversification,"  not  only  in 

products,  services  and  technology,  but  also  in 

Taphical  reach,  according  to  Fujio  Mitarai,  presi- 

&  CEO  of  Canon  Inc.,  a  world  leader  in  imaging 

information  technology. 

.  n  today's  business  climate,  you  can't  have  all  your 

in  one  basket,"  Mitarai  says.  "You  must  be  able 

vercome  a  business  slump  in  one  area  of  your 

ations  with  a  lift  in  another  area,"  he  adds.  "It's 

rial  to  survival." 

itarai  knows  what  he's  talking  about. 
Tiile  Canon's  home 

We 


pany's  operations  in  the  U.S.,  where  he  is  setting  up  a 
new  Bubble  Jet  printer  plant  in  California,  and 
Europe,  where  Canon's  French  research  operation  has 
taken  a  lead  in  pioneering  new  telecommunications 
technologies  for  the  continent. 

During  the  next  five  years,  Mitarai  wants  to  estab- 
lish independent  consolidated  operations  in  the  U.S. 
and  Europe  to  design,  manufacture,  market  and  ser- 
vice products  for  local  consumers. 

At  home,  Canon  is  reforming  operations  with  an 
eye  to  cutting  costs  and  improving  efficiency. 

Mitarai  set  up  six  committees  last  spring  under  a 

management  reform  program  designed  to  improve 

the  company's  operating  effi- 


-  ,  .        »   ^ .  ciencies  across  the  board,  from 

are  focused  on  developing  R&D;  product  development  and 

the  new  technologies  that  Will  enable  US  procurement  to  production,  dis- 

tO  maintain  OUr  leadership  in  the  tribution  and  inventory  control. 

new  multi- 
media era. " 


cet,  Japan,  remains 
le  grips  of  a  reces- 
and  demand  in  the 
1  region  has  been 
£sh,  strong  consum- 
Dending  in  the  U.S. 
a  strong  economy  in 
pe  enabled  Canon 

crease  its  sales  and  earnings  during  the  first 
of  1998  at  a  time  when  most  Japanese 
panies  have  suffered  significant  losses. 
These  are  very  difficult  times,"  Mitarai 
in  fluent  English.  "No  matter  where 
lr  headquarters  is  located,  you  can't  think 
ionally.  You  must  think  globally  and 

an  international  perspective." 
rom  where  he  sits  in  his  executive  offices 
suburban  Tokyo,  Japan  is  increasingly 
ittractive  in  terms  of  its  tax  treatment  of 
ltinational  companies  like  Canon,  with 
effective  tax  burden  of  about  50%  corn- 
ed with  around  40%  in  the  U.S.  and  even 
in  some  European  locations. 
Canon  already  has  substantial  regional 
^rations  in  the  U.S.  and  Europe  that  could 
converted  into  a  consolidated  financial,  if 
)t  administrative,   headquarters   for  the 
mpany,  if  this  onerous  financial  burden 
ntinues  to  exist,  Mitarai  warns. 
"Japan  is  in  serious  need  of  tax  reform,  espe- 
illy  at  the  corporate  level,"  says  Mitarai.  "As      ^^— 
private  company,  we  end  up  working  for  the 
>vernment  instead  of  our  shareholders,"  he  adds,  sug- 
aring that  a  35%  effective  tax  rate  would  keep  him 
om  thinking  about  relocating  Canon's  headquarters 
itside  of  Japan. 

Keeping  a  wary  eye  on  the  future  course  of  Japan's 
omestic  economy,  which  he  believes  may  get  worse 
fefore  it  gets  better,  Mitarai  is  strengthening  his  com- 


Fujio  Mitarai 
Canon  Inc. 


"Companies  need  to  undergo  some  kind  of  restructur- 
ing every  three  years  just  to  keep  up  with  change  in  the 
marketplace,  in  service  and  technology,"  Mitarai  says. 
"Otherwise,  they  will  fall  behind  and  end  up  losing." 

Mitarai  is  obviously  a  man  who  doesn't  intend  to 
lose  in  the  global  race  to  develop  new  products,  servic- 
es and  technologies  for  the  new  multimedia  era. 
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ITOCHU 


fl   apan's  top  executives  are  rarely  so  candid  when  it 

I   comes  to  describing  personal  goals  for  their  com- 

H|  I   panies  as  Uichiro  Niwa  is  when  he  talks  about  his 

^^y   mission  as  the  new  president  &  CEO  of  ITOCHU 

Corp.,  one  of  Japan's  largest  general  trading  companies. 

A  35-year  veteran  of  ITOCHU,  Niwa  was  appointed  last 
April  as  the  company's  sixth  CEO  since  the  end  of  World 
War  II.  He  immediately  made  his  priorities  clear:  "My  role 
as  president  is  to  make  money." 

In  words  that  are  surely  sweet  music  to  the  ears  of  both 
employees   and   shareholders, 
Niwa  says  his  objective  is  to        "\Y7' 
make  his  company  "more  attrac-  W  e 

tive,  powerful  and  exciting," 


This  represents  a  strong  commitment  from'  thj 
from  Nagoya,  which  is  where  Niwa  grew  up,  grac 
from  Nagoya  University  in  1962.  But  as  coi 
employees  —  and  shareholders  —  know,  the  ITOCHl 
utive  is  a  man  of  his  word. 

A  dynamic,  highly  personable  CEO  who  is  flu; 
English,  Niwa  plans  to  emphasize  ITOCHU's  streng 
carry  his  company  through  the  hard  times  of  a  globa.<j 
omy  in  transition  and  plagued  by  deflation. 

This  means,  essentially,  minimizing  risks,  hej 

Because  trading! 


iR 


are  minimizing  risks  by  utilizing 
business  expertise,  reevaluating  plans 


»ii 


and  to  improve  its  profitability 

and  global  ranking.  for  new  business  ventures  and  carefully 

monitoring  our 
debt  holdings. " 


Uichiro  Niwa 
ITOCHU  Corporation 


"My  objective  as  president  is  to  return  as  much  as  possi- 
ble to  employees  and  shareholders,"  he  explains.  "Eventu- 
ally, I  expect  ITOCHU's  world  rank  to  reach  number  one, 
which  means  becoming  an  excellent,  strong  enterprise, 
capable  of  competing  with  such  leading  global  companies 
as  General  Electric  and  General  Motors." 

That  means,  he  adds,  establishing  a  "common  sense 
and  rationality"  for  ITOCHU.  "I  am  absolutely  committed 
to  developing  ITOCHU  into  a  globally  integrated  corpora- 
tion with  a  solid  revenue  and  earnings  base." 


R 

ii 


panies  are 
graphically  di 
multilayered  org 
tions,  they 
advantages  that| 
companies  do  n< 
For  example, 
points  out 
ITOCHU  currer 
exporting  canned  tuna  from  Indonesia  1 
Middle  East  and  other  areas  of  the 
because  it  is  cheaper  than  trying  to  sell  it 
Japan.  Another  example:  If  ITOCHU's  ma 
ery  department  in  Tokyo  is  not  able  to  pii 
all  the  services  and  price-support  necess; 
export  textile  machinery,  the  textiles  d 
ment  may  join  in  and  use  its  resources  tc 
close  the  sale. 

Global  currency  fluctuations  may  caus 
eign  exchange  losses  for  some  part 
ITOCHU,  but  they  can  also  generate  win 
profits  for  others.  And  while  the  comp 
domestic  Japanese  business  may  be  suft 
from  the  ongoing  recession,  its  North  Ame 
operations  are  thriving  and  enjoying  r< 
profits,  he  notes. 

The  company  is  offsetting  risks  in  a  nu 
of  ways,  including  taking  advantage  oi 
increased  competitiveness  that  results 
global  currency  fluctuations  and  incre; 
exports  to  Third  World  countries,  he  says. 
Niwa  sees  the  recent  efforts  by  Malays 
impose  restrictions  on  foreign  investment 
currency  flows  as  temporary,  and  he  pleac 


iff 


or 


0 


international  understanding. 

Niwa  says  that  massive  outflows  of  short-term  ca 
and  unreasonable  actions  by  U.S.  hedge  funds  are  ex 
bating  the  current  economic  turmoil  in  Asia  and  ign 
demands  for  restrictions.  "But  the  liberalization  of  1 
and  investment  has  been  an  essential  ingredient  in  / 
economic  development,  and  I  hope  that  future  Asian 
nomic  policies  will  not  deviate  significantly  from  this  pi 
losophy  of  openness.  But  we  must  be  patient,'  hi 
concludes. 
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NIPPON 


hen  Akira  Chihaya  took  over  the  helm  of 
Nippon  Steel  Corp.  last  April,  he  faced  a  for- 
midable challenge:  his  home  market  — 
Japan  —  was  sliding  into  a  deep  recession, 
overall  demand  for  steel  products  was  poor  as  a 
of  the  currency  crisis  in  East  Asia. 
ier  than  retreat  horn  the  marketplace  or  reduce 
-ompanv's  commit- 

o 


t  to  its  mainstream 

ness,         Chihaya 

?ad       set       about 

igthening  the  scope 

reach  of  the  world's 

est         steelmaker, 

hasizing  profitabili- 

!nd  operational  effi- 

cies  while  increasing 

company's  stake  in 
new  technologies 
will  move  markets 

ne  next  century, 
fcteel  is  —  and  will 
Itinue  to  be  —  our 
"Jit  important  busi- 
es," Chihaya  says. 
,ae,  it  is  a  cyclical  busi- 
15  with  many  peaks 
1 1  valleys,"  he  adds. 

it  you  can't  stop  and 
fl  rt  according  to  market 
:Hds.  You  must  push 
:»ad  and  develop  the 
jiducts    that    will    be 
J?ded     when     better 
.ties  return  and  further 
::e-tune    your    opera- 
ns  to  increase  profit- 
.  lity  and  make  them 
:bre  efficient." 
With  less  than  a  year 
u     office,     the     new 
ppon    Steel    CEO,    a 
i  ft-spoken,  contempla- 
re  man  with  a  deep 
dterest  in  Chinese  poet- 
known    as    a    deep 
a  inker,  is  moving  ahead 
c  »ldly  on  both  fronts. 

u  As  a  result  of  cost  cutting,  reorganization  and  devo- 
t  )n  to  the  bottom  line,  his  company's  steel  division  is 
\  covering  strongly  and  helping  to  maintain  Nippon 
eel's  profitability.  At  the  same  time,  Chihaya  is  rein- 
rcing  the  company's  efforts  to  develop  new  products 
lat  will  contribute  to  human  safety  and  the  environ- 
ent  as  well  as  to  future  business. 


ur  growth  has  been  and  will  be  firmly 
rooted  in  our  technological  strengths. " 


AKIRA    CHIHAYA 

Nippon  Steel  Corporation 


For  example,  the  company  is  researching  a  new  steel 
that  is  twice  as  strong  and  durable  as  conventional 
steel,  and  which  is  expected  to  provide  a  sharp  lift  to 
global  steel  demand  when  it  is  marketed. 

"The  new  steel  could  be  used  to  build  bridges  and 
buildings  that  are  taller,  stronger  and  longer  than  is  cur- 
rently possible,"  Chihaya  says.  Pointing  to  the  new  2.5- 

mile-long  Akashi  Kaikyo 
Bridge  in  southwestern 
Japan,  the  world's  lon- 
gest suspension  bridge, 
that  was  built  in  part 
with  Nippon  Steel's  high- 
strength  steel-wire  cables, 
Chihaya  boasts,  "In  the 
future,  we  will  be  able  to 
build  a  bridge  twice  as 
long  as  Akashi." 

As  a  member  of  an 
international  consortium 
made  up  of  35  steel- 
makers from  18  nations, 
Nippon  Steel  is  search- 
ing for  ways  to  reduce 
the  weight  and  cost  of 
steel  used  in  automak- 
ing  while  providing 
extra  safety  for  car 
occupants  in  the  event 
of  a  collision. 

The  company  also 
recently  announced  the 
development  of  a  new 
thinner,  lighter  steel 
that  will  reduce  the 
weight  of  steel  cans 
used  in  retail  products 
and  make  them  easier  to 
recycle.  Another  prod- 
uct, electrical  steel 
sheets  used  to  make 
power  generators,  is 
helping  reduce  electrici- 
ty transmission  losses 
by  as  much  as  one-third 
from  previous  levels  in 
1935.  The  company 
enjoys  a  20%  share  in 
the  global  market  for  such  sheets. 

As  for  his  personal  goals  as  Nippon  Steel's  new  presi- 
dent, Chihaya  states  quite  simply:  "I  would  like  to 
make  Nippon  Steel  a  stronger  and  growing  company 
whose  presence  demands  recognition  or  even  inspires 
the  awe  of  competitors  in  the  global  megacompetition 
of  the  next  century." 
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IBJ,  Big  Bang  and  Grand  Alliano 

The  IBJ  Group  is  making  good  progress  in  entering  the  twin  businesses  of  investment  banking 
and  asset  management  via  specialist  subsidiaries.  Externally,  strategic  partnering  and 
the  specialist  subsidiaries  are  strengthening  the  Group.  Internally,  the  Group  is  being  strengthened 
by  the  introduction  of  global  standards  in  its  management  methods.  IBJ  should  be  the  winner 
in  the  Big  Bang  race. 


Financial  deregulation 

leads  to  more  profitably 

employed  resources 

"The  Japanese  financial  institutions 
are  currently  engaged  in  a  battle  for 
their  very  existence.  The  key  to  sur- 
vival is  a  clear  management  strategy 
that  exploits  strengths  and  specialisa- 
tions", stresses  Mr  Masao  Nishimura, 
the  IBJ  President.  "IBJ  foresaw  this 
environment  and  took  steps  to  con- 
centrate resources  in  a  limited  number 
of  specialist  subsidiaries  in  the  particu- 
lar areas  oflBJ  strength." 

IBJ  Securities  was  established  in 
1993  and  has  already  grown  to  the 
size  of  the  large  domestic  securities 
companies  in  debt  products.  For 
example  in  corporate  bond  underwrit- 
ing, the  securities  subsidiary  was 
ranked  Number  4  (market  share 
9.5%)  in  1998/99  first  half  and 
Number  1  (market  share  15.2%)  in 
1997/98  -  the  top  ranking  on  account 
of  the  large  domestic  securities  com- 
panies being  hobbled  by  a  scandal. 

The  President  of  the  subsidiary, 
Mr  Hiroshi  Nakamura,  said,  "We  are 
prevented  by  the  MoF  from  entering 
the  equities  business  so  we  still  have 
one  hand  tied  behind  our  back,  as  it 
were,  but  clearly  we  have  made  great 
progress  in  just  five  years.  The  credi- 
bility of  the  IBJ  name  and  the  strength 
of  the  IBJ  client  base  have  meant  that 
things  have  gone  really  quite  excep- 
tionally well". 

In  asset  management  there  is  IBJ 
NW  Asset  Management  established 
in  1985.  At  the  end  of  June  last  year, 
funds  under  discretionary  mai 
ment  were  just  over  ¥2tr  placing  it 


Masao  Nishimura 

President  and  CEO 

second  in  the  industry.  The  Invest- 
ment Trust  Management  (ITM)  sub- 
sidiary, IBJ  ITM,  was  established  in 

1994  and  at  the  end  of  March  last 
year  was  ranked  second  among  the 
bank-related  ITM  companies  on  a  net 
asset  value  basis.  In  the  entire  ITM 
industry  it  is  ranked  14. 

The  President  of  IBJ  NW  Asset 
Management,  Mr  Takuro  Ban,  said, 
"The  information  and  analysis  capa- 
bility of  the  company  as  a  member 
of  the  IBJ  family  is  appreciated  by 
the  clients".  Mr  Toshiki  Aoki,  the 
President  of  IBJ  ITM  remarked, 
"With  the  banks  able  to  sell  SITs,  we 
hope  to  move  product  through  the 
regional  banks'  network  of  branches". 

IBJ  Trust  Bank  was  established  in 

1995  and  at  the  end  of  March  of  this 
year  had  trust  assets  of  well  over  ¥4tr: 
the  leading  position  among  the  new 
subsidiary  trust  banks.  The  President, 
Mr  Isamu  Koike,  said,  "We  have  con- 
tributed to  the  development  of  the 
security  lending  market  through  our 


new  product,  the  Repo  Trust, 
markets  have  always  been  bud 
opportunities  for  us". 

In  this  fashion  the  constiilj 
members  of  the  IBJ  Groupjj 
expanding  their  operations  and  t| 
all  possible  on  account  of  the  qi 
of  personnel,  know  how  and  cl 
base  within  the  Group.  That  isj 
denced  by  the  fact  that  no  c] 
Japanese  financial  grouping  hai 
managed  to  make  the  same  degrJ 
progress  in  the  new  business  ;| 
now  being  made  available  as  pai 
Big  Bang. 

In  April  last  year,  IBJ  establi:ij 
a  financial  engineering  developnl 
subsidiary,  IBJ  Financial  Technolf 
The  President,  Mr  Katsuto  Olj 
said,  "We  are  aiming  at  being  a 
rate  company  in  the  field". 

Clearing  away  the  incubi 
of  the  past 

As  Mr  Nishimura  has  said,  "H 
quickly  the  bad  debts  can  be  wrii 
off  will  determine  the  winners  in 
Bang".  IBJ  has  the  bad  debt  issue 
key  point  in  its  strategy.  The  write- 
in  1998/99  will  be  accelerated  on 
original  budget.  In  the  half  yeaij 
September  1998,  the  write-off  will 
¥275bn  and  up  ¥225bn  on  the  or| 
nal  budget.  The  problem  assets 
being  packaged  and  sold  off  si 
removed  entirely  from  the  balai 
sheet.  These  non-performing  loan  s;  j 
amounted  to  some  ¥285bn  in  the  f  j 
half.  Mr  Nishimura  stresses,  "Most 
the  bad  debts  have  already  been  wi  I 
ten  off.  It  would  be  fair  to  say  that  1 1 
bad  debt  problem  is  largely  behind  1 1 


Ad 


vertisement 


Ivlr  Nishimura  was  also  the  first 

|  Cm.  president  to  say  that  his  bank  was 

■ed  to  apply  for  public  funds  for 

pitalisation  under  the  provisions 

the    recently    passed    Financial 

ilisation  Act.  "The  world  financial 

unity  wants  to  see  the  Japanese 

soundly  recapitalised.  It  is  a 

lal  responsibility  in  my  opinion". 

1999/00  is  the  first  year  of  the 

rth  medium  term  business  plan. 

mission  statement  has  been  set  as, 

ne  provision  of  sophisticated  finan- 

services  world  wide  both  as  an 

estment  bank  and  as  a  commercial 

ik".  Within  that  is  a  fundamental 

inge  of  management  style  as  Mr 

shimura  said,  "The  old  protected 

irkets  and  easy-going  ways  have  no 

ice  and  there  has  to  be  a  revolution 

thinking.  Profitability,  account- 

3  iliry  and  global  standards  are  the 

w  objectives". 

Big  Bang  and 

the  strategic  alliance  with 

Dai-ichi  Life 

\]  and  Dai-ichi  Life  announced  in 
my  October  that  they  were  going  to 
lengthen  their  equity  relationship 
id  co-operate  across  all  business  areas, 
ihis  caused  something  of  a  furore  in 
bkyo  as  not  just  another  major  agree- 
lent  linked  to  financial  deregulation 
id  Big  Bang  -  an  agreement  between 
bank  and  a  life  assurer  had  never 
een  seen  before. 

Firstly  Dai-ichi  would  subscribe  to 
.  dditional  share  capital  in  IBJ  and  IBJ 
j/ould  contribute  to  the  capital  fund 
f  Dai-ichi,  which  is  a  mutual  compa- 
ly,  secondly  Dai-ichi  would  partici- 
)ate  in  IBJ  Financial  Technology, 
hirdly  the  two  companies  would  co- 
jperate  in  syndicated  finance,  and 
burthly  the  asset  management  sub- 
sidiaries would  be  amalgamated. 

The  benefits  of  this  agreement  has 
[been  commented  on  by  many  analysts. 
Dai-ichi  has  a  network  of  2,100 
branches  nationwide  and  10m  policy 
holders.  As  a  long  term  credit  bank, 


IBJ  for  its  part  has  fewer  than  30 
branches.  The  ability  to  exploit  the 
Dai-ichi  retail  network  is  very  impor- 
tant for  IBJ  which  has  been  largely 
wholesale  in  its  operations.  Attacking 
the  retail  market  is  of  key  importance 
to  IBJ:  following  the  December  lib- 
eralisation of  the  restrictions  on  the 
marketing  of  SITs  the  two  companies 
have  started  to  cross-sell  their  SITs. 

The  decisive  meaning  in  the 
IBJ/Dai-ichi  agreement  will  only  come 
with  the  advent  of  an  umbrella 
Financial  Holding  Company,  FHC, 
and  the  demutualisation  of  Dai-ichi. 
That  of  course  depends  on  legislation 
permitting  the  life  companies  to 
demutualise.  Mr  Nishimura  said,  "It 
would  be  fitting  if  the  two  companies 
could  move  to  a  single  FHC  structure 
in  their  centenary  year,  which  happens 
to  be  2002.  That  is  an  important 
restructuring". 

The  agreement  with  Nomura 

In  mid-May  last  year  there  was  the 
announcement  of  a  co-operation 
agreement  between  IBJ  and  Nomura 
Securities.  The  news  of  this  agreement 
between  the  leading  long  term  credit 
bank  and  the  leading  securities  com- 
pany was  something  of  a  catalyst.  Since 
then  there  has  been  a  large  number  of 
similar  announcements  involving  the 
domestic  "financial  institutions,  the 
leading  foreign  institutions  and  the 
keiretsu  institutions. 

At  the  time  there  was  the  imme- 
diate criticism  that,  compared  to  the 
mergers  in  the  EU  and  the  US,  the 
agreement  lacked  punch.  Later,  how- 
ever, the  implications  of  the  agree- 
ment became  better  understood.  It 
was  seen  that  IBJ  had  effectively  tak- 
en an  option  on  an  alliance  with 
Nomura  in  a  nuanced  and  low  risk 
structuring.  It  was  an  agreement  with 
Japan's  leading  securities  company 
that  could  be  expanded  into  an 
alliance  in  the  fullness  of  time.  The 
impact  of  the  agreement  grew.  It 
became  clear  that  IBJ  was  executing  a 


sound  policy  ahead  of  the  full  impact 
of  the  financial  services  liberalisation 
programme  called  "Japan's  Big  Bang". 

In  derivatives  the  two  partners  have 
agreed  to  set  up  a  UK  joint  venture 
company,  IBJ  Nomura  Financial 
Products,  with  a  capital  of  ¥50bn  with 
a  fully  owned  Japanese  subsidiary  as 
the  Tokyo  branch.  The  joint  venture 
will  therefore  benefit  from  its  status  as 
a  "foreign"  securities  company  and  be 
able  to  compete  on  a  level  playing  field 
with  the  other  foreign  houses  in  Japan. 
This  counterintuitive  approach  has 
attracted  a  lot  of  attention.  Business 
lines  will  be  derivative  products  in 
interest,  forex,  equities,  and  credit  plus 
plain  vanilla  equities  and  debt  trading. 
IBJ's  credit  analysis  and  Nomura's 
securities  know  how  will  make  a  strong 
combination. 

At  the  time  of  the  announcement 
of  the  agreement,  Mr  Nishimura  said, 
"It  is  the  purpose  of  the  joint  venture 
to  make  an  absolutely  clean  start  and 
be  free  of  all  the  unwanted  baggage 
from  the  past.  There  should  be  a  new 
corporate  culture  formed  with  a  per- 
formance oriented  personnel  and 
remuneration  structure.  Then  there 
will  be  a  reverse  take  over  of  the  parent 
companies  in  culture  terms". 

Agreements  and  Alliances 

The  agreement  with  Dai-ichi  is  a  full 
alliance.  The  agreement  with  Nomura 
is  an  agreement  to  consider  a  full 
alliance:  it  is  therefore  of  an  essentially 
limited  nature  at  this  stage.  "We  shall 
have  to  wait  and  see  how  it  develops", 
said  Mr  Nishimura.  Eventually  there 
could  even  be  a  troika  Grand  Alliance. 
In  this  way  IBJ  has  very  cannily 
placed  itself  on  the  Big  Bang  chess 
board.  However,  there  is  no  exclusion- 
ist  intent.  "An  agreement  with  a  for- 
eign financial  services  player  is  being 
considered  with  an  absolutely  open 
mind",  concluded  Mr  Nishimura. 


INDUSTRIAL  BANK  OF  JAPAN 
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TOYOTA 


^^^y  espite  many  problems  facing  today's  global  econ- 
^  1  omy,  Toyota's  commitment  to  the  environment 
I  ^J  J  and  globalization  remains  unchanged,  according 
Xm^S  to  company  president  Hiroshi  Okuda.  In  fact,  he 
says,  the  current  economic  and  financial  turmoil  rocking 
many  global  markets  has  only  strengthened  the  auto 
giant's  resolve.  Toyota  plans  to  increase  its  world  presence 
and  intensify  its  search  for  more  fuel-efficient,  cleaner- 
running  cars  and  trucks. 

jl  reservation  of  the  environment  is 
of  the  most  important  issues  we  face 


one 
today, 


Hiroshi  Okuda 
Toyota  Motor  Corporation 


"Whatever  the  current  economic  environment,  we  have 
to  be  where  our  customers  are,"  Okuda  says.  "That  means 
going  the  extra  mile  to  provide  them  with  the  vehicles 
they  need  for  their  business  or  personal  use.  We  want  to 
offer  our  customers  new  vehicle  possibilities,  while  at  the 
same  time  reshaping  our  manufacturing  operations  to 
maximize  global  efficiency." 

With  53  manufacturing  facilities  in  24  countries,  Toyota 
is  one  of  the  world's  largest  auto  producers  with  global 
sales  of  over  $88.4  billion  in  the  fiscal  year  ended  March 


1998.  The  company  currently  makes  one  out  of  eveil 
vehicles  it  sells  outside  of  Japan,  and  it  will  increif 
overseas  production  even  further. 

In  North  America,  Toyota  recently  completed  exp? 
of  its  Corolla/Camry  Solara  plant  in  Canada,  which  pi) 
es  nearly  200,000  vehicles  annually,  and  it  is  increasir 
production  of  its  top-selling  Camry,  Avalon  and  Si 
vehicles  at  its  Kentucky  plant.  In  addition,  a  new  Inl 
truck  plant,  with  an  initial  annual  capacity  of  100,001 
size  Tundra  pickups,  and  a[ 
engine  plant  in  West  Virginia 
onstream  in  1998.  Toyota  is  al| 
planning  to  boost  the  capacity 
truck  plant  to  150,000  annual] 
the  year  2000,  and  it  will) 
automatic  transmission  lines 
West  Virginia  plant  by  spring 
Total  vehicle  production  capaci] 
the  end  of  1998  was  1.2  m\ 
vehicles  annually  in  North  Amerl 
During  1998,  Okuda  travekj 
Britain,  where  he  officl 
announced  the  opening  of  a  seJ 
U.K.  assembly  plant  for  the  Cc| 
liftback. 

A  second  European  automij 
manufacturing  plant  has  started  I 
struction  in  Valenciennes  in  n<i 
ern  France  and  is  scheduled  to  tl 
producing  "Yaris,"  a  two  box  \ 
pact  car  designed  and  developed  (I 
dally  for  the  European  markef 
early  2001. 

Elsewhere,  Hilux  pick-up  truck  I 
now  being  produced  in  Argenj 
a  new  manufacturing  facility  f 
Corolla  opened  in  Brazil  —  and 
operations  are  scheduled  for  Ind:| 
the  end  of  1999. 

In  keeping  with  the  compal 

commitment  to  develop  environn  j 

tally  friendly  vehicles,  Toyota  ir 

duced  its  Prius  sedan  in  Japar| 

December  1997.  The  world's 

mass-produced  hybrid  car  runs  cl 

combination  of  gasoline  and  electric  power,  achieving 

miles  per  gallon  (Japanese  10-15  mode)  while  drastic  | 

cutting  exhaust  emissions. 

The  development  of  the  new  car  reflects  Okuda's  b(  I 
that  efforts  to  increase  business  and  protect  the  envii| 
ment  are  not  mutually  exclusive. 

"We  feel  that  sustainable  development  —  a  combil 
tion  of  environmental  protection  and  economic  growtl 
is  the  only  possible  direction  for  humankind  to  take  | 
finding  solutions  to  environmental  issues,"  he  says. 
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KIKKOMAN 


Dn  its  search  for  ways  to  address  its  lingering  eco- 
nomic slowdown,  Japan  may  well  look  to  the 
experience  of  the  U.S.  during  the  late  1980s,  when 
the  stock  market  plunge  and  economic  decline 
threatened  its  global  leadership,  according  to  Yuzaburo 
Mogi,  president  &  CEO  of  Kikkoman  Corp.,  Japan's 
leading  manufacturer  of 
soy  sauce. 

"The  U.S.  restored  its 
economic  strength  by 
encouraging  entrepre- 
neurship  and  new  ven- 
ture businesses,"  Mogi 
says.  "Many  of  them 
started  unique,  niche- 
type  of  businesses,  espe- 
cially in  the  high-tech 
area,  and  they  were  able 
to  reintegrate  into  the 
economy. 

"But  however  they 
did  it,  entrepreneurship 
was  the  key  to  America's 
economic  revival,"  he 
adds.  "We  should  learn 
from  this  example." 

While  the  govern- 
ment could  help  reinvig- 
orate  the  economy 
through  economic  dereg- 
ulation, administrative 
reform,  greater  transpar- 
ency in  its  policies  and, 
most  important,  tax 
cuts,  says  Mogi,  who 
heads  the  Committee 
on  Political  Affairs  of 
the  Japan  Association  of 
Corporate  Executives, 
companies  can  also  help 
by  encouraging  more  ini- 
tiative among  their 
employees  and  less 
bureaucracy. 

At  Kikkoman,  for 
example,  Mogi  is  en- 
couraging employees  to 
propose  new  business 
venture  ideas,  and  he 


We  are  encouraging  our  employees  to  be 
more  productive  and  efficient  in  their  jobs. 
We  want  to  instill  a  spirit  of  entrepreneurship 
within  the  company. " 


Yuzaburo  Mogi 

Kikkoman  Corporation 


promises  even  to  become  a 
partner  with  them  if  the  idea  seems  viable.  "We  are 
encouraging  our  employees  to  be  more  productive  and 
efficient  in  their  jobs.  We  want  to  inst'll  a  spirit  of 
entrepreneurship  within  the  company." 

While  the  food  business  tends  to  be  more  recession- 
resistant  than  others,  Kikkoman  isn't  depending  on 
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Japan's  bureaucrats  to  jump-start  the  economy 
company  is  steadily  increasing  its  sales  of  wine,  l| 
sauces  and  several  new  products  at  home,  while  | 
stimulating    global    markets    for    soy-based 
through  new  overseas  production  plants  and  ma 
efforts. 

For      example, 
October         Kik 
opened    a    $46 
plant  in  California 
plementing  a  Wise 
facility    that    has 
feeding  a  growing  i 
can  appetite  for  soy 
for  the  past  quarte 
tury.  With  the  U.S 
ket  growing  by  5% 
annually,  Mogi  wa 
satisfy  demand  by 
ing  satellite  facilit" 
other  key  market  a 
the  U.S.  in  the  futur 

The    California 
also    followed    a 
Kikkoman  facility  1 
Netherlands   that 
onstream     in     Oc 
1997.      The      co 
plans  to  capitalize  o 
growing    populari 
soy-based      sauces 
Europe     with     fu 
expansion,  new  pr> 
tional    efforts    and 
more  indirect  polic 
corporate  philanthi 
which    has    made 
Kikkoman  name  synfl 
mous  with  good  cc 
rate  citizenship. 

For    example,    at 
opening  of  Kikkorc 
Dutch      plant,       I 
announced  that  his  < 
pany  was  donating 
million  guilders  to  a 
that  is  trying  to  cre< 
unique  water  reserv 
the  local  area.  Another  300,000  guilders  was  give 
the  Rembrandt  House  to  help  build  an  exhibition  n  I 
in  a  museum  dedicated  to  the  famous  Dutch  painte  1 
"We  wanted  to  be  associated  with  a  name  that  I 
jects  an  image  of  high  quality,"  Mogi  says.  "It  sp  | 
well  for  our  products  and  our  relationship  with 
local  community." 
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EThe  Imperial  Hotel  had  never  met 
anyone  like  Frank  Lloyd  Wright.  He 
was  the  world's  most  famous  architect. 
He  had  magnificent  plans  for  our  new 
building  in  Tokyo.  But  he  was  impossible  to  please. 
From  the  day  work  began  in  1918,  nothing  met  with 
Mr.  Wright's  approval.  Xot  the  stones.  Not  the  tiles. 
Not  even  his  own  designs,  which  he  redid  over  and 
over  —  creating  endless  delays,  trouble,  rubble, 
and  commotion.  BBfi 
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Costs  soared. 


*» 


w- 


i    •     > 


A    Revenues  plunged. 
I    Our  guests  went  else- 


where   for    peace    and 

quiet.     For  the  first  time 

in  its  long  history,  The 

Imperial  was  awash  in  red 

ink     We   cut    back   on 
I    operations.  But  Mr.  Wright  would  not  cut  corners 
I     on  construction. 
i    It  meant    "sink  or  swim"  —  but  we  supported  his 

decision.    Grimly,   we   tightened   our   belts   and 
:    renegotiated  our  debts.    We  found  Mr.  Wright  his 

stones  at  a  mountain  quarry   100  miles  to  the  north. 

W     ordered  Jour  million  tiles  from  an  ancient  kiln  200 

miles  to  the  south.    And  we  hired  600  craftsmen  to 

carry  out  his  designs  tor  murals,  furniture,  lights  and 

tableware  —  down  to  the  last  matchbox. 

Our  efforts  were  handsomely  rewarded.    The  Wright 

hotel    (three    years    behind    schedule    and    many 


OUP  HOTEL  WEHT 
THE  WRIGHT  WAY. 
bUSinCSS  WEHT  THE 
OTHER  WHY. 
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times  over  budget) 
served  faithfully  through 
earthquakes,  fire,  reces- 
sion   and    war.    In    the 

process,  we  consolidated 
our    reputation    for 

uncompromising 
quality  of  service  —  and 


achieved  the  highest  occupancy  rate  among  all  hotels 
in  Japan. 

The  building  succumbed  at  last  to  time.  But  to  this 
day,  Mr.  Wright's  motifs  grace  our  Peacock  Room. 
And  in  both  Tokyo  and  Osaka,  the  distinguished 
decor  of  our  Old  Imperial  Bar  is  inspired  by  his 
designs.  This  way,  we  honor  his  memory.  And  oblige 
the  guests  who  honor  us  by  returning,  year  after 
year,  to  savor  timeless  hospitality       t  a 

in  the  Wright  environment. 


IMPE  RIAL    HOTEL 


"ThtfeadiftfHotels 
otthdWorld' 

For  reservations:  Imperial  Hotel,  Tokyo:  Tel  (3)3504-1  111;  Imperial  Hotel,  Osaka:  Tel  (6)881-1111; 

Hotel  Imperial  Bali.  Bali,  Indonesia:  Tel  (62)361-730730;  or  your  nearest  travel  agent.  For  information:  The  Overseas  Sales  Offices  of 

the  Imperial  Hotel:  London:  Tel  (171)355-1775;  New  York:  Tel  (212)692-9001;  Los  Angeles:  Tel  (213)627-6214. 

http://  www.  imperial  hotel,  co.jp/ 
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SHISEIDO 


r™"l   hroughout  its  126-year  history,  art  and  beauty 

|      have  been  as  important  to  Shiseido  Co.,  Ltd., 

Japan's   largest   cosmetics   manufacturer,    as 

U  making  money.  Each  successive  president  who 
has  run  the  company  has  paid  the  appropriate  homage 
to  the  bottom  line:  the  company  ranks  fourth  in  the 
world  with  sales  last  year  topping  $5  billion.  But  what 
has  distinguished  Shiseido  from  its  peers  and  made  its 
name  synonymous  with  quality  and  sophistication  has 
been  an  operating  strategy  that  has  made  beauty  and 
art  an  integral  part  of  its  corporate  culture. 

"As  a  company,  «-\vt 

We  want  to  show  that  our  commitment 
to  beauty  is  not  a  fair-weather  policy;  that 
it  is  continuing  and  constant  and  can  be 
used  to  create  something  of  substance  for 
our  customers. " 


at  the  Musee  des  Arts  Decoratifs  in  Paris. 

More  recently,  the  cosmetics  company  educatl 
Japanese  customers  about  its  corporate  culture  \ 
first-time-ever*  exhibit  in  Tokyo  last  October 
"The  Meme  Exposition  —  Generations  of  Art  anl 
ence,"  which  highlighted  what  it  calls  Shiseido'sl 
porate  genes"  —  the  elements  of  its  past  and  pj 
that  are  being  passed  on  to  future  generations. 

The  word  "meme"  was  first  used  by  a  British 
gist  to  describe  imaginary  genes  that  contain  cd 
information  that  are  transmitted  through  genenj 

and  give  living  crea 


we  have  consistent- 
ly pursued  advanc- 
es in  beauty  and 
knowledge,"  says 
President  Akira 
Gemma.  "For  us, 
beauty  is  art  and 


Akira  Gemma 
Shiseido  Co.,  Ltd. 


knowledge  is  science.  They  are  integral  concepts  of  our 
corporate  history  and  philosophy  and  are  fully  reflected 
in  our  diverse  line  of  skin  care,  makeup  and  fragrance 
products.  It  is  who  we  are.  It  is  our  corporate  culture." 

Through  the  years,  the  company  has  repeatedly  told 
its  customers  outside  of  Japan  who  it  is  through  a  series 
of  exhibitions,  shows  and  retrospectives  in  major  inter- 
national cities  including  Sydney,  Milan,  Sao  Paulo, 
London  and  Brussels.  Last  year  the  company  staged  a 
100-year  history  of  Shiseido's  commitment  to  beauty 
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their  essence  and  di| 
tiveness. 

"Just  as  living  cre^j 
pass     on     their 
through  successive  ge 
tions,  we  as  a  compar 
relaying  the  qualities 
attributes  that  have  made  our  corp] 
culture  so  unique  and  distinctive 
more  than  a  century,"  says  Ger 
"We  call  this  history  and  traditioi    ,., 
'Shiseido  meme,'  which  we  war 
explain  to  our  Japanese  customers    i 
friends  and  pass  on  to  future  ge 
tions." 

The    "Meme    Exposition"    co 
Shiseido's  history  and  culture  thr 
tastefully  designed  displays  of  pro< 
including  its  very  first  cosmetic,  E 
mine,  which  was  produced  100 
ago.  It  also  features  grandly  displ 
newspaper    and    magazine    advei 
ments,  photos  and  posters  that  re 
the  constant  evolution  of  the  co: 
ny's  concept  of  beauty  as  embodii 
its  products  through  the  years.  Sc 
uled  as  it  was  in  the  midst  of  Jap 
worst  recession  in  50  years,  the  exl 
underscored  Shiseido's  commitmer 
an  ideal.  It  was  an  expense  that  o 
companies  might  have  been  temptel 
^^^^^^      forgo  due  to  belt-tightening  or  c 
cutting  policies. 
Gemma  adds  that  the  fact  that  the  exhibit  was  crec 
designed  and  executed  by  Shiseido  staff  members 
"highly  prized  by  our  customers  because  it  shows  tl 
that  it  is  coming  from  the  heart  of  the  company  and 
not  simply  a  marketing  tool  to  increase  business. 

"Through  exhibits  like  this  one  in  Japan  and 
ones  we  are  organizing  overseas,  Shiseido  is  able  to  d 
onstrate  why  we  are  a  leader  in  our  industry  —  a  p 
tion  we  intend  to  strengthen  further  in  the  futu 
Gemma  concludes. 
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Looking  for  a  fast,  reliable  and  affordable  way  to 

lightweight  parcels  and  correspondence  overseas? 

U.S.  Postal  Service  has  two  options  that  can  save 

a  bundle. 

International  Express  MailSM  provides  delivery  to  over 
c  countries— for  as  little  as  $15.  Global  Priority  Mail™ 
vides  prompt  delivery  to  over  30  key  business 
:-  ntnes — for  as  little  as  $3.75.  You  won't  find  prices  as 
i '  as  these  from  any  other  major  shipping  company. 
'r  I  is,  rates  on  comparable  services  are  often  double  ours. 

As  one  of  the  world's  largest  global  delivery 
npanies,  we  have  the  resources  available  to  help 
jr  international  business  grow  at  prices  that  aren't 
t  of  this  world. 

For  a  free  Global  Shipping  Solutions  Kit?"  call 
WO-THE-USPS,  ext.  2061. 

UNITED  STATES 


POSTAL  SERVICE® 

www.  uspsglobal.  com 


i  United  States  Postal  Service 
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Japan's  Current  Banking  Problems  Offer 
New  Opportunities  for  Local 
And  Foreign  Financial  Servers 
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For  anyone 
who  has  been 
following  the 
developments 
injapan's  bank- 
ing sector  for  the  past 
few  years,  it's  hard  to 
find  any  silver  lining 
beneath  the  dark  clouds 
that  hover  over  a  system 
that  is  generally  consid- 
ered overregulated,  over- 
staffed, undercapitalized 
and  burdened  by  an  esti- 
mated $400  billion  to  $1 
trillion  in  bad  loans. 

But  Alicia  Ogawa,  one 
of  Tokyo's  top  banking 
gurus  and  an  analyst  who 
has  been  one  of  the  sys- 
tem's most  outspoken 
critics,  believes  that  a 
new  system  may  ultimate- 
ly rise  from  the  ashes  of 
the  current  banking  cri- 
sis, one  that  will  be  more 
consumer-friendly,  more 
efficient  and  better  able 
to  compete  international- 
ly with  American  and 
European  financial  insti- 
tutions. 

"A  combination  of  deregulation  and  fallout  from 
the  bad  loan  situation  is  beginning  to  force  the  sys- 
tem to  change.  These  changes  ultimately  will  generate 
benefits  for  the  Japanese  consumer  and  opportunities 
for  foreign  and  local  institutions  in  the  area  of  finan- 
cial services,"  says  Ogawa,  who  is  head  of  research  for 
Salomon  Smith  Barney  in  Tokyo. 

"Financial  services,  in  the  American  sense  of  that 
term,  really  don't  exist  in  Japan,"  says  Ogawa.  "Banks 
take  deposits  but  offer  only  very  low  interest  rates. 
They  make  loans  but  under  very  limited  conditions. 
They  transfer  money  but  at  very  high  costs  to  users. 
And  that's  about  all  they  c.   i  do." 


"The  same  is  tru» 
the  securities  indii 
she  continues.  "Ve: 
companies     can 
issue  bonds,  there 
asset-backed     sect 
market,  stock  optio 
a     brand-new     co 
and      the      commijpt  of 
paper    market    is 
limited.  Services  are  5, 
restricted. 

"And  this  is  also  t 
financial   services  ofccia! 
by  insurance   comp  Jseci; 
fund-management 
and    others,"    she 
"Many  services  comrr 
the  U.S.  really  don't 
in   Japan.    So    therr 
tremendous  opportu 
here   for  both   local 
foreign  firms  —  espe 
given  the  recent  stc 
the    so-called    'big       mini 
financial  reforms  inte   ith  c 
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Alicia  Ogawa 
Salomon  Smith  Barney  (Japan)  Limited 


to  make  the  system 
competitive  with  We 
systems.  And  in  the 
the  consumer  will  b< 
winner." 

Deregulation,  for  example,  has  allowed  fo 
banks  like  Citibank  to  enter  the  retail  market 
aggressively  and  offer  customers  new  banking  s< 
es,  such  as  24-hour  access  to  their  money  thr< 
automated  teller  machines  —  something  Jape 
banks  have  not  yet  adopted,  but  have  indicated 
intention  to  do  so  in  the  near  future. 

"Competition  will  force  local  banks  to  pre 
more  diverse  services  and  allow  customers  to 
greater  control  of  their  money,"  Ogawa  says.  "Pe 
have  put  up  with  the  current  system  largely  bee 
they  didn't  know  there  were  other  choices.  But 
bank  and  others  are  offering  numerous  new  fina 
products." 


1  w 
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re  important,  with  the  recent  expiration  of  ten- 
tostal  savings  deposits  earning  7%,  Ogawa  says, 
is  now  a  large  pool  of  money  looking  for 
is  higher  than  the  0.23%  interest  extended  by 
banks.  And,  of  course,  there  is  the  pool  of  per- 
assets  of  the  Japanese  themselves,  which  is  esti- 
at  more  than  S13  trillion,  potentially  available 
vestment. 

lot  of  this  money  will  find  new  homes  in  some 

!  higher-return  financial  products  being  sold  by 

m   and   domestic   institutions   in  Japan   and 

leas,"  Ogawa  says.  "Anyone  who  comes  along 

y  product  that  can  gener- 

return  higher  than  23 

points,"  she  says,  "will 

a  bonanza." 

^rporations  will  be  at  the 

i  ront  of  the  demand  for 

financial  services,  Ogawa 

ves.  Unlike  the  U.S.,  in 

l   most    firms   have   no 

■  lirse   to   straight   bonds, 

mercial   paper   or   asset- 

P  ed  securities.  In  terms  of 

ncing,     most    Japanese 

panies  have  higher  credit 

"  igs  than  the  banks  them- 

?s,  she  points  out.    "They 

a  raise  money  cheaper  on 

"*  own  than  the  banks  can 

ilto  them. 

{his  means  there  will  be 
endous  opportunities  in 
ecurities  market  connect- 

with  corporate  financing, 

ch   will   be  available  to 

h  foreign  and  Japanese 
t  irities  companies,"  Ogawa 
>». 

he  same  is  true  of  changes 
'ting  place  in  the  deregulat- 

i  insurance  industry,  she  continues.  "In  the  past, 
i  :es  'of  products  were  set  by  the  insurance  groups. 
■<:  now  they  are  being  deregulated,  which  allows  the 
■  vex,  more  efficient  producers  to  offer  lower  prices 

1  take  market  share  away  from  traditional  suppli- 

"  Ogawa  says. 

'At  present,  there  are  really  very  limited  choices  in 
urance  in  Japan.  And  some  companies  will  benefit 
m  this,  just  as  those  that  are  now  starting  to  sell 
:o  insurance  by  telephone  are  enjoying  a  booming 
siness,"  she  notes.  "Some  foreign  companies  are 
iking  strong  inroads  in  such  areas  as  disability 
iurance,  another  product  new  to  Japan  that  offers 


combination  of 

deregulation  and  fallout 

from  the  bad  loan  situation 

is  beginning  to  force 

the  system  to  change. 

These  changes  ultimately 

will  generate  benefits  for 

the  Japanese  consumer 

and  opportunities  for 

foreign  and  local 

institutions  in  the  area 

of  financial  services. " 


great  promise." 

So  does  this  mean  Japan's  financial  services  market 
will  be  dominated  by  foreign  financial  institutions? 

Of  course  not,  says  Ogawa,  a  native  New  Yorker 
who  studied  classical  piano  before  entering  the  bank- 
ing business. 

"No  foreign  financial  institution  is  going  to  be  able 
to  compete  with  its  Japanese  counterpart  in  terms  of 
funds  collection,"  she  explains.  "That's  true  of  bank- 
ing in  most  areas  of  the  world.  "People  feel  more 
comfortable  dealing  with  their  own  local  institutions, 
which  have  been  a  part  of  their  community  and 
business  environments  for 
years,  rather  than  a  foreign 
institution." 

But  in  terms  of  value- 
added  services,  funds  manage- 
ment and  new  technology  to 
make  systems  more  efficient, 
foreign  banks  will  have  an 
edge,  she  says.  Therefore, 
"the  trick  for  foreigners  will 
be  to  tie  up  with  a  big  money 
bank  that  needs  their  services 
and  technology  to  form  a  nat- 
ural partnership." 

That  is  already  taking 
place.  Nikko  Securities,  for 
example,  is  planning  to 
merge  with  Ogawa's  firm, 
Salomon  Smith  Barney. 
Bankers  Trust  has  a  consult- 
ing arrangement  with  Bank 
of  Tokyo-Mitsubishi  Trust. 
Union  Bank  of  Switzerland 
has  taken  over  some  of  the 
operations  of  Long-Term 
Credit  Bank.  In  addition, 
Merrill  Lynch,  Goldman 
Sachs,  Morgan  Stanley,  Leh- 
man Brothers,  Credit  Suisse 
and  other  foreign  financial  institutions  have  either 
expanded  significantly  their  presence  in  Japan  or 
have  formed  some  type  of  cooperative  alliance  with 
Japanese  institutions. 

"In  the  past,  companies  and  consumers  relied  on 
one  bank  to  provide  them  with  all  the  financial  servic- 
es they  needed.  But  that  is  changing  rapidly,"  says 
Ogawa.  "As  unfortunate  as  this  current  banking  mess 
is,  it  is  acting  as  a  catalyst  for  change,  and  it  will  accel- 
erate the  introduction  of  new  technologies  and  econo- 
mies of  scale  that  will  ultimately  benefit  the  banks, 
encourage  healthy  competition  and  result  in  new 
products  and  services." 
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10  PPM 

PAGES  PER  MINUTE 


Suddenly 
the  words 
"eat  our  dust" 
come  to 
mind. 


It 's  a  laser  printer  that's  faster  than  the 
competition  and  it's  only  about  $299. 

This  no-compromise,  high  quality  printer  delivers  up  to  10  pages 
per  minute.  That's  67%  faster  than  6  ppm  engines.  Other  features 
include  600x600  dpi  resolution,  2MB  standard  memory,  straight 
paper  path  design  to  reduce  jams  and  a  200  sheet  adjustable 
paper  tray. 

HL-1040  -  about  S299- 


It's  the  only  laser  printer  at  the  price, 
with  a  built-in  copier  and  scanner. 

The  MFC-P2000  delivers  speed,  sharpness  and  affordability.  It  prints 
up  to  10  pages  per  minute,  plus  it  features  600x600  dpi  quality  and 
2MB  standard  memory.  The  copier  is  equipped  with  two  reduction 
and  two  enlargement  modes,  photo  mode  and  the  scanner  offers 
600x600  dpi  interpolated  resolution  with  two  award-winning 
software  packages. 

MFC-P2000  -  about  $399* 


Available  at :  Office  Depot,  OfficeMax,  CompUSA,  Staples,  Fly's  Electronics,  J&R  MusicWorld  and  other  fine  retailers. 
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fre  at  your  side. 


Brother  International  Corpora^KBridgewater,  NJ  ■  Brother  International  Corporation,  Nagoya,  Japan 


FOR  MORE  INFORMATION  PLEASE  CALLTH 
©  Brother 


SYSTEM  1  -800-521  -2846  OR  VISIT  OUR  WEB  SITE  at  http://www.brother.com 
"  Approximate  retail  prices 


REDATOR  O 

THE  ^AME  LAWS  APPLY  IN  THE  C 


TE  JUNGLE 


In  the  jungle  that  is  business,  the  better 
uipped  you  are,  the  better  your  chances  of 
i vival.  That's  why  for  almost  half  a  century,  - 
I  •mpanies  like  yours  have  chosen  the  Brother 
f   ommercial  Division  for  their  business  products. 


Our  products  are  network  compatible  so  they'll  protect 
your  investment— and  peace  of  mind— for  the  long  term. 

Speaking  of  peace  of  mind,  select  models  even  offer 
service  24  hours  a  day,  seven  days  a  week  so  our  service  will 
be  at  your  side  to  keep  you  up  and  running.  In  addition,  those 


We  sell  more  than  products,  we  sell  solut.ons-value  priced   .     answers  will  be  coming  from  a  f^^ZZf^"^ 


I)lutions  that  recognize  a  great  product  is  nothing  if  it  has  too 
eat  an  impact  on  your  bottom  line.  Like  our  Business  Color 
nnters,  our  Multi-Function  Centers— the  ones  that  won  the 
C  Magazine  Editors'  Choice  Award  for  an  unprecedented 
iree  years  in  a  row.  Or  our  line  of  laser  printers  designed  to 
aliver  everything — except  compromise. 


for  the  demands  of  today's  corporate  environments.  Combine 
that  with  our  on-site  experts  ranging  from  field  engineers  to 
system  consultants,  and  you  can  see  why  our  customers 
aren't  going  to  end  up  as  anybody's  lunch. 

So  call  today  to  find  the  name  of  your  local  Brother  dealer. 
He  makes  all  the  difference  between  predator  and  prey. 


For  more  information,  please  call  1.877.284.3238  or  visit  our  Web  site  at  http://www.brother.com 


We're  at  your  side. 


BROTHER  INTERNATIONAL  CORPORATION,  BRIDGEWATER,  NJ  ■  BROTHER  INTERNATIONAL  CORPORATION,  NAGOYA,  JAPAN 


Taraavernsin^iectTon 

MITSUBISHI  MOTORS 


Jl reserving  and  protecting  the  global  environment 
is  central  to  our  efforts  to  develop  cleaner,  more 
fuel-efficient  engines  and  cars. " 


Fl     midst  increas- 

#a\  ingly  tough 

/™\  competition 
£/^m  among  world 
automakers  to  secure 
their  place  in  tomor- 
row's global  markets,  Mitsubishi  Motors  Corp.,  a  com- 
pany long  known  for  its  engineering  excellence,  is 
carving  out  a  position  of  leadership  in  the  industry's 
race  to  produce  cars  with  clean,  fuel-efficient  engines. 

The  company's  efforts  are  centered  around  the  devel- 
opment of  its  pacesetting  Gasoline  Direct  Injection 
(GDI)  engine  that  drastically  cuts  emissions  of  noxious 
gases.  By  injecting  fuel  directly  into  the  cylinders  as 
opposed  to  the  port-injection  method,  the  GDI  engine 
reduces  emissions  of  carbon  dioxide  from  30%  to  35% 
in  the  Japanese  10-15  urban  and  highway  driving 


will  set  fuel  cor 
tion,    emissior 
other  ecological 
standards  for  th| 
al  auto  industry] 
years  ahead, 
company   sales 


Katsuhiko  Kawasoe 
Mitsubishi  Motors  Corporation 


model  while  generating  10%  more  power. 

"It's  true  that  the  fuel  economy  of  cars  has  much 
improved  in  the  last  two  decades,"  says  Mitsubishi 
Motors  President  Katsuhiko  Kawasoe.  "But  since  many 
more  cars  are  being  added  year  after  year,  the  net  result 
is  increased  greenhouse  gas  emissions.  What's  needed 
are  revolutionizing  technologies  that  will  change  the 
equation  dramatically.  We  believe  GDI  is  one  of  those 
technologies." 

Mitsubishi  Motors's  GDI  engine,  Kawasoe  believes, 


The   engine   has   powered 
GALANT  and  LEGNUM  series  sedans,  winning  t 
of  Japan's  Car  of  the  Year  in  1996-1997. 

Now,  the  V6  3.5-liter  GDI  engine  is  power! 
PAJERO  and  other  sports  utility  vehicles,  and  a  s 
3.0-liter  engine  is  being  installed  in  the  DIAMAN1 
senger  models.  To  date,  GDI  engines  have 
installed  in  240,000  cars  in  ten  models  sold  in 
"The  percentage  of  our  gasoline-engine  cars, 
than  1,000-c.c.  and  powered  by  GDI  engines,  wa 
at  the  end  of  1997  and  currently  is  more  than 
says  Kawasoe.  "By  the  year 
it  will  be  85%  and  100%  by  20K 
"The  GDI  engine  is  making  a 
contribution  to  climate  protc 
and  fuel  conservation,  making 
engine  for  the  21st  century,"  sa? 
company's  chief  executive.  "S 
believe  an  increasing  numb^ 
global  auto  producers  will  utiliz  th 
new  technology  in  their  car-m« 
in  the  future." 

The  new  eco-engine  is  curmtl 
powering  the  GDI  CARISMA  <| 
and  Space  Star  produced  by  the  I 
pany's  Dutch  manufacturing  su|j 
ary,  and  it  is  featured  in  Swe 
Volvo  S40  and  V40  models. 

Against  the  Goliaths  of  the  g 
auto  industry,  Mitsubishi  Mo 
GDI  technology  is  giving  the  co 
ny  David-like  strength  in  Euro] 
U.S.  and  Asian  markets. 

The  new  engine  is  also  helpin; 
company's  bottom  line. 

Like  most  Japanese  companies 

tling   increased   global   compet 

^^^^^^^^     overseas  and  a  lingering  recessic 

home,  Mitsubishi  Motors  has  ir 

mented   a  vigorous   cost-cutting,   restructuring 


management-reform  program  aimed  at  lowering  < 
head  costs,  more  clearly  defining  the  goals  of 
vidual  operational  units  and  generally  bolstering 
company's  future  profitability. 

"I  am  confident  that  by  pooling  our  wits  and  fc 
ing  our  efforts  on  the  tasks  ahead,"  Kawasoe  ass 
"we  will  prevail  over  our  current  predicament  pi, 
Mitsubishi  Motors  will  become  a  company  tcp 
reckoned  with  in  the  21st  century." 
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ADVERTISEMENT 


^  ■  OAL  CARD  Since  1982,  we  have  been 
roviding  comprehensive,  high-quality  retail  financial  services 
ailored  to  the  diversified  needs  of  modern  consumers. 


IYCAL  CARD  INC.  is  the  credit  card  company  of 

te  MYCAL  Group,  one  of  Japan's  largest  super- 

larket  chains  and  operators  of  cinema  complex- 

s,  athletic  clubs,  credit  services  and  "specialized 

festyle"  department  stores.  Because  we  are  asso- 

iated  with  a  large  retail  group  of  280  companies, 

/e  are  able  to  offer  our  customers  a  wide  variety 

ft  products  and  services  that  can  be  purchased 

yith  our  cards.  Currently  we  have  some  5.5  million 

jards  in  circulation  that  are  accepted  in  more  than 

'0,000  outlets.  Over  the  next  two  years,  we  intend 

o  increase  the  number  of  MYCALCARD  holders 

o  8  million  and  the  number  of  participating  outlets 

o  300,000. 


New  Business 
Opportunities 
From  Big  Bang 

The  new  competitive 
opportunities  presented 
by  Japan's  "Big  Bang" 
financial  reforms  will  allow 
us  to  expand  the  range, 
scope  and  quality  of  our 
services.  Because  of 
changes  in  Japan's  foreign  exchange  laws,  our  IC  cards 

ft  orovide  a  cashless,  efficient  means  to  settle  accounts  in 
more  than  one  currency.  We  are  increasing  the  number  of 

.  our  cash  dispensers  and  ATMs  through  tie-ups  with  other 

.companies  and  diversifying 


into  the  travel,  life  insurance 
land  general  insurance  busi- 
iness.  We  are  expanding 
our  business  activities  to 
include  sales  of  investment 
trusts  and  original 
insurance  products  over 
the  counter  through  the 
MYCAL  Group  network. 


Travel  Agency 
Services 


High-quality  customer  services 

Through  the  years  we  have  enjoyed  a  reputation  for  high- 
quality  customer  services  and  sound  management  in  the 
financial  services  industry.  In  recent  years,  we  have  intro- 
duced "automatic  service  terminals,"  established  a  link 
with  MasterCard,  incorporated  integrated  circuit  technolo- 
gy into  our  cards  and  installed  automated  teller  machines 
in  post  offices  throughout  Japan.  We  have  been  a  pioneer 

in  the  "smartcard"  rev- 
olution and  are  cur- 
rently working  on  an 
IC  card  that  can  be 
used  as  electronic 
money. 


Researching 

Leading-Edge 

Services 

The  sheer  competi- 
tive dynamics  of  this 
new  age  of  global 
financial  services  is 
reflected  in  our  vigor- 
ous research  efforts 
in  leading-edge  services  and  technologies.  We  are  con- 
stantly reviewing  how  we  can  offer  services  tailored  to  cus- 
tomers' daily  lives.  We  are  intensifying  our  research  on  the 
latest  technologies,  particularly  in  the  fields  of  computer 
and  electronics  knowhow  so  that  we  can  offer  ever  more 
convenient  services  to  our  customers.  We  are  adding 
more  features  to  our  credit  cards, 
incorporating  IC  cards  into  our 
various  services,  and  strengthen- 
ing our  links  with  Mondex,  a 
MasterCard  company  specializing 
in  the  field  of  electronic  money. 
Through  these  activities  we  believe 
MYCALCARD  has  tremendous 
potential  for  continued  growth  well 

into  the  future.  Headquarters  building 


Data 


(as  of  February  28. 1998) 


•  Operating  Revenue 

■  Ordinary  Income 

■  Net  Income 


Met  Income  Per  Share:  ¥103.17 
Dividend  Per  Share:  ¥22.50 
Return  on  Equity:  179% 


(millions  ol  yen) 
13,102        14,638         18.398^043 
4,517 


<♦► 


Date  of  Establishment:  May  25, 1982 
Total  Assets:  ¥105,539  million 
Number  of  Shares  Outstanding:  21,289  thousands 
Date  of  Stock-Exchange  Listing:  July  28, 1998 
Markets:  Tokyo  Stock  Exchange  (the  2nd  Section) 
Osaka  Stock  Exchange  (the  2nd  Section) 
Number  of  Employees:  551 
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MYCALCARD    MYCAL  CARD  INC 


Address:  1-3-1,  Doshomachi,  Chuo-ku,  Osaka  541-8552,  Japan 
Telephone:  06-6227-0741 
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BROTHER 


n  n  iromi  Gunji,  chairman,  president  &  CEO  of 
U  I  Brother  International  Corp.  (BIC),  is  the  kind  of 
n  I  imaginative>  innovative  executive  who  can  find 
ImI  U  the  silver  lining  in  any  dark  business  cloud. 

Take  the  current  financial  contagion  that  is  sweep- 
ing through  global  emerging  markets  from  Asia  to  Rus- 
sia —  and  pushing  even  developed  economies,  like 
the  U.S.,  toward  what  some  observers  fear  could  be  a 
serious  slowdown  or  even  a  recession  in  1999. 

Not  to  fear,  says  Gunji.  "I  don't  see  a  significant 
slowdown  ahead  for  the  U.S.,"  he  says,  "but  if  there  is 
one,  we  can  find  opportunities,  since  many  of  our  prod- 
ucts help  individuals  and  companies  save  time  and 
money  and  become  more  efficient.  Difficult  times 
often  provide  new  opportunities  for  companies  like 


We  are  concentrating  our  research  efforts  on  adding 
communications  capabilities  to  our  office  equipment. 


Hiromi  Gunji 
Brother  International  Corporation 


ours  to  strengthen  and  expand  our  core  businesses." 

One  of  BIC's  strongest  growth  periods  was  during  the 

last  U.S.  recession  in  the  early  1990s,  when  an  entirely 

new  market  was  established  by  the  i  ientless  corporate 

restructuring  that  forced  millions    >f  Americans  to 

°ate  new  jobs  by  working  at  home  o.  setting  up  small 

me  businesses.  "Our  products  are  designed  for 


the  specific  requirements  of  the  business  entii 
neur,"  Gunji  says.  The  small-office  and  home 
market  is  currently  $15  billion  and  growing. 

This  kind  of  response  to  what  would  at  first  gl; 
seem  to  be  a  negative  influence  on  his  business  is 
cal  of  Gunji's  management  style.  He  has  spenj 
years  at  the  helm  of  the  New  Jersey-based  BIC,  a 
sidiary  of  Japan's  Brother  Industries,  Ltd.  that  enj 
sales  of  about  $1.2  billion  last  year. 

Despite  BIC's  past  success,  Gunji  is  determim 
carve  out  a  niche  for  his  company  with  new  infoi 
tion  and  communication  technologies.  "Our 
growth  depends  heavily  on  our  being  able  to  keep 
with  the  new  ideas  that  are  shaping  the  forms  and 
tions  of  tomorrow's  office  equipment,"  Gunji  expl, 
Two  important  steps  in 
direction  were  taken  at  the  © 
1997,  when  BIC  purchased 
research  companies,  one  in 
fornia's  Silicon  Valley  and 
other  in   Israel.   The   Calif 
company,   Zapex  Technolo 
located  in  Mountain  View, 
developer  of  data  compres: 
technology  used  in  MPEG-2 
tal  encoders  and  decoders. 
Research  near  Tel  Aviv  is  fo 
its  energies  on  developinj 
large-scale  integrated  circuit  t 
nologies.  The  Israeli  firm  is 
ed  by  Amos  Shani,  a  former  c 
engineer  of  Intel  Corp. 

Zapex  Technologies  researcl 
developed  a  printed  circuit  bc| 
with  new  hardware  and  softw 
features  that  allow  for  the  rj 
time  transmission  of  vid 
images  through  personal  comn 
ers  or  other  monitoring  systfl 
such  as  a  company's  in-hoi 
broadcasting  system.  It  could 
used,  for  example,  to  broadc 
on-site  training  to  remote  lo 
tions.  "The  new  technology  < 
^^^^^^^^_  be  used  in  a  variety  of  differ 
applications,  including  impn 
ing  sales,  training  and  communications  systems 
companies,"  Gunji  says. 

"We  are  a  relatively  small  company  working  ir 
huge,  rapidly  changing  global  industry,"  says  Gunji. 
we  want  to  succeed,  we  must  be  able  to  focus  on  spe 
ic  markets,  move  fast  and  maintain  a  trim  sail.  1 
believe  we  are  ready." 


shu  uemura 

toKvo  pars  new  york 


Revolutions  don't  take  holidays: 

Shu  Uemura 


ho  launched  mode  make-up  in  the  world  of  the  60*s?  Who  transformed  the  conventional 
sdom  of  the  cosmetics  industry  through  innovative  shops  in  Tokyo  and  Paris?  Vi  ho 
is  the  first  to  use  deep  ocean  water  for  cosmetics?  Over  the  decades,  Shu  leniura  has 
t  world   record  after  record  without   pause.  "To  make  women   beautiful.  I  never  rest." 
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INDUSTRIAL  BANK  OF  JAPAN 


^^^  he  difficulties  facing  Japan's  financial  system 

|  |     are  serious  and  require  resolute  action  at  both 
the  government  and  corporate  levels,  but  are 

U  not  as  dire  as  generally  believed  in  the  U.S.  and 
Europe,  according  to  the  head  of  one  of  the  country's 
largest  banks. 

"There  is  a  lot  of  misinformation  and  misunderstand- 
ing about  the  actual 
nature  and  extent  of  the 
bank  bad-loan  situation 
and  the  health  of 
Japan's  financial  services 
industry,"  says  Masao 
Nishimura,  president  & 
CEO  of  The  Industrial 
Bank  of  Japan,  Ltd. 
"While  the  Japanese  finan- 
cial system  is  experiencing 
some  adjustment  pains  as 
it  adapts  to  the  new  world 
of  financial  deregulation," 
he  adds,  "it  is  essentially 
healthy  and  in  no  danger 
of  collapse." 

As  for  the  banking 
industry's  problem  of 
nonperforming  loans, 
Nishimura  believes  that 
the  major  banks  are  sound 
and  will  successfully 
strengthen  their  capital 
bases  and  be  able  to  com- 
pete effectively  in  global 
markets,  while  other 
banks  may  even  be  forced 
into  mergers  or  alliances 
with  Japanese  or  foreign 
institutions  to  survive.  But 
either  way,  the  bad  loans 
will  be  written  off  and 
financial  institutions  will 
emerge  with  stronger  bal- 
ance sheets. 

"The  Big  Bang  financial 
deregulation  program  has 
created  very  difficult 
circumstances  for  all 
Japanese  banks,  and  some 
will  adjust  better  to  the 

changing  circumstances  than  others,"  Nishimura  says. 
"Some  banks  will  have  to  leave  the  industry,  while  oth- 
ers will  pursue  mergers  or  alliances  with  not  only  other 
Japanese  banks  but  also  foreign  ins>       ions." 

In  short,  in  order  to  survive,  Japanese  banks  will  have 
to  adopt  comprehensive  new  strategit  i  to  compete  effec- 


26 


We  are  strengthening  our  capabilities  for 
delivering  financial  services  and  increasing 
our  profitability  as  well  as  broadening 
and  deepening  our  operating  base. " 


comp 

silt, 


Masao  Nishimura 
The  Industrial  Bank  of  Japan 


tively  at  home  and  overseas,  the  IBJ  executive  belidf 
For  its  part,  IBJ  is  in  the  midst  of  a  major  restnp 
ing  process  intended  to  streamline  its  manageme: 
tern,  improve  and  expand  its  customer  service: 
meet  its  goal  of  becoming  a  universal  wholesale  I 
with  a  strong  global  presence.  "Greater  emphasis  i 
being  placed  on  creating  value  for  our  shareholc 

Nishimura  says. 

Significant  steps  in 
direction    were    taken  t 
1998,    when    IBJ    fa 
alliances     with     Noi 
Securities,  the  country' 
gest  broker  and  a  fo  - 
competitor,    and   Dai 
Life,  Japan's   numbei 
life    insurance 
The  Nomura  alliance 
volves     setting     up 
overseas  financial  pro(  I 
company,  based  in  Lon  HI 
that  will  be  able  to  corr 
on  a  par  with  foreign  se 
ties  firms  in  Japan's  do  pi 
tic  market,  offering  a  va  if  ha 
of  derivatives. 

By  strengthening  its  ( 
ty  relationship  and  1 
ness     cooperation     ' 
Dai-ichi  Life,  IBJ  will* 
only   bolster    its    balil 
sheet  but  also  be  abl 
access  the  insurer's  2 
branch  offices  and  10 
lion    policyholders, 
will  be  a  major  boos 
IBJ's  efforts  to  establi* 
strong  retail  network  in 
future.  The  two  institut 
also  plan  to  cooperah 
syndicated    finance 
amalgamate    their    as  S 
management  subsidiary 
"You  have  to  remen 
that  in  terms  of  magniti 
Japan's  Big  Bang  is  m 
bigger  and  far  more  o 
prehensive   than   the 
Bang  reforms  carried 
by  Britain  in  the  late  1980s,"  Nishimura  says.  "Jap: 
reforms  are  not  limited  to  just  the  securities  indu 
but  focus  on  banks,  life  insurance  and  public  finan 
institutions  as  well. 

"So  the  challenges  are  much  greater,"  he  expla 
"But  so  are  the  opportunities." 


:'. 


Ltd. 


in 

■ 


■ 


RICOH 


JTor  Ricoh  to  call  for  open  standards 

in  technology  and  not  adapt 

similar  standards  in  business  would  be 

sheer  hypocrisy. 

The  least  we  can  do  as  a  company  is 

to  be  consistent  across  the  board. " 


asamitsu  Sakurai  is  president  of  Ricoh 
Company,  Ltd.,  one  of  the  world's  leading 
manufacturers  of  office  equipment.  As  form- 
er chief  technologist  at  Ricoh,  he  under- 
the  need  for  open  architectures  to  tame  the 
jungle  and  increase  customer  satisfaction.  As 
ent,  he  intends  to  extend  this  quest  to  Ricoh's 
tess  practices, 
r  a  long  time 
ese  companies 
content  to  march 
different  drum- 
says  Sakurai, 
ling  to  his  subject, 
didn't  always 
ply  with  general 
less  standards.  As 
suit,    shareholders 

ed  to  take  a  backseat  in  the  general 
me  of  things.  The  sooner  this  changes, 
Detter." 

ir  decades  now,  Ricoh  has  prided  itself 

ts  achievements  in  customer  satisfaction. 

lpan,  the  company  is  known  as  CS  No.l, 

ry  hard-earned  distinction.  "You  see," 

Sakurai,  "at  Ricoh,  Customer  Satisfac- 

is  not  just  a  concept,  it's  an  obsession. 

it  seems  to  me  that  if  we  can  devote  all 

time  to  satisfying  our  users,  perhaps  we 

aid  give  similar  attention  to  our  valued 

eholders.  So  from  now  on,  the  needs  of 

shareholders  will  have  equal  billing  with 

se  of  our  customers."  Corporate  manage- 

it  from  the  viewpoint  of  shareholders  is 

one  of  the  principles  guiding  Ricoh's 

|  management  plan,  which  will  be  imple- 

ited  this  April. 

)n  the  technology  side,  Sakurai  stresses 
importance  of  an  appliance-like 
>roach  to  product  development.  When 
ed  about  this,  Sakurai  points  to  a  glaring 
ly'at  the  heart  of  the  digital  revolution. 
:ording  to  him,  the  world  is  divided  into 
)  categories  of  users:  the  information  rich 
i  the  information  poor;  those  with  high- 
i  skills  and  those  who  are  somehow  put 
by  the  technology.  "Our  goal  is  quite 
lply  to  eliminate  the  gap  between  the  two 
mps,"  says  Sakurai. 
^n  excellent  communicator,  Sakurai  explains  his 
Dughts  in  clear,  powerful  phrases:  "You  shouldn't 
ed  an  engineering  degree  to  operate  office  machin- 
r.  Yet  so  many  'smart'  machines,  such  as  computers 
d  the  like,  end  up  making  us  feel  'dumb'  and  frustrat- 
.  The  market  points  in  one  direction:  simplicity. 


Simplicity  of  installation,  simplicity  of  use,  main- 
tenance and  upgrading.  The  successful  companies  of 
tomorrow  understand  this  and  devote  all  their  energies 
to  making  simple  solutions  a  reality." 

For  Ricoh,  the  future  starts  in  Silicon  Valley,  where 
the  company  runs  a  high-powered  research  center, 
focusing  on  network-related  product  planning, 
software  development  and 
venture  investments.  "Ricoh 
Silicon  Valley  is  the  driving 
force  behind  our  efforts  to 
provide  appliance  solutions  to 
our  customers  across  the  USA 
and  eventually  around  the 
world." 

Buoyed  by  Ricoh's  recent 
successes  in  the  digital  copier 


Masamitsu  Sakurai 
Ricoh  Company,  Ltd. 


field,  notably  with  the  best-selling  Aficio  series,  Sakurai 
looks  confidently  toward  the  future:  "Our  vast  experi- 
ence in  digital  office  automation  and  our  core  technolo- 
gies are  the  raw  materials  from  which  we  intend  to 
create  a  long  line  of  office  appliances  that  will  assure 
our  place  in  the  21st  century." 
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familiar  form,  DNA  is  associated  with  biological 
Idity.  But  another  form  may  also  exist,  as  a 
|ual"  genetic  legacy  that  transmits  cultural 
ritance  from  mind  to  mind  over  generations. 
fr  Shiseido,  cultural  DNA  is  the  essence  of  a  unique 
-year  corporate  tradition  that  intertwines  art  and 
ice.  These  diverse  "genes"  have  made  Shiseido  a 
ler  in  prestige  products  for  beauty  and  wellbeing. 

Ctic  inspiration.  Shiseido's  signature  Eudermine 
n  suggests  a  bloodline  of  cultural  continuity.  Over  a 
year  history,  its  ruby-red  color  has  remained  virtually 
anged  through  many  packaging  transformations, 
ther  creations  evoke  the  DNA  of  beauty  and  style  through  the 

Shiseido  packaging  reveals  its  debt  to  Greek  amphorae, 
ijue  glassware,  and  the  lacquered  cosmetic  kits  of  medieval 
an.  The  soothing  aromatic  scents  of  Shiseido  Relaxing 
jrance  can  be  traced  to  oriental  origins  Shiseido  ads  and 
imercials  show  the  influence  of  many  artistic  periods, 
"he  richness  of  these  creative  expressions  raises  a  crucial 
stion:  In  a  new  era  of  simple  fashions  and  shifting 
tunes,  how  can  Shiseido  preserve  and  promote  its  legacy 
Deauty  and  style? 

lergized  Organization.  This  provocative  query  has 
eady  found  an  answer.  Anticipating  the  need  for  optimum 
xibility,  Shiseido  has  gradually  shifted  towards  a 
centralized  management.  The  outcome  is  a  cooperative 
iance  of  independent  companies  in  Asia,  the  Americas,  and 
rope,  which  derives  energy  from  its  collective  sense  of  the 
iseido  heritage. 

The  company's  Cyberlsland  website  provides  a  revealing 
mpse  of  multicultural  diversity  in  action.  The  exceptional 
ature  is  a  choice  of  five  languages,  each  linked  to  a  regional 
iseido  website  that  features  products  and  activities  shaped 
the  tastes  and  desires  of  its  consumers. 


merging  innovation.  To  create  distinctive  products 
lat  suit  individual  needs  as  well  as  multicultural  markets, 
liseido  relies  on  its  dual  "genes"  of  scientific  innovation  and 
ssthetic  sensibility.  The  result  is  advanced  skin  care 


combining  practical  effectiveness  with  the  utmost  sensory 
satisfaction. 

One  such  global  product  is  Shiseido  Benefianee, 
a  technological  innovation  in  "total  luxury"  for  mature  skin. 
Another  is  the  Bio-Performance  line  of  intensive  treatments 
for  enhanced  skin  tone  and  texture. 

Among  the  most  promising  new  global  products  is  Shiseido 
Hair  Energizing  Complex,  which  takes  a  revolutionary  approach 
to  universal  concerns  about  healthy  hair  appearance.  This 
applies  the  most  advanced  skin  science  in  maintaining  an 
optimal  balance  of  hair  and  scalp  condition. 

Enduring  need.  These  products  reflect  a  desire  to  help 
people  look  and  feel  their  best  at  any  age.  Shiseido  pursues 
this  goal  as  it  strives  to  become  the  premier  "skin-care  house" 
of  the  new  millennium.  The  company  also  draws  on  its  unique 
beauty  culture  as  it  seeks  to  satisfy  consumers  of  tomorrow. 
"Admiration  for  beautiful  things  is  common  to  people  of 
many  periods,"  says  the  president  of  Shiseido,  Akira  Gemma. 
"Styles  of  presentation  change,  but  the  impulse  is  timeless. 
Shiseido  will  continue  to  serve  this  human  need  for  beauty, 
and  pass  it  on  to  the  future." 


New  Shiseido  Hair  Energizing 
Complex  promotes  high- 
performance  hair  and  scalp  care 
that  goes  to  the  essence  of  hair 
volume  and  vitality. 


Coriander  extract  is  a  natural 
ingredient  of  Hair  Energizing 
Complex.  Another  stimulating 
substance,  Tetracosamine,  is  a 
research  breakthrough. 


yULTEIDO 

Visit  Shiseido  Cyberlsland  website:  www.shiseido.co.jp 


Special  Advertising  Section 


TOSHIBA  AMERICA 


^\     s  a  global  electronics  and  engineering  power- 

1 1\    house,  Toshiba  has  a  history  of  breaking  new 

/ «  ;  *t  ground  and  leading  the  industries  in  which  it 
LT\A  competes.  In  every  facet  of  its  business,  the 
name  Toshiba  is  synonymous  with  innovation  and 
quality. 

The  company's  products  are  recognized  throughout 
the  industry  for  pushing  the  technology  envelope  — 
from  handheld  PCs  and  the  industry's  smallest  and 
lightest   PC    Card   digital    camera,    to   a    network- 

We're  committed  to  delivering  a  world-class  experience 
to  our  customers  and  partners  in  all  aspects  of  their 

relationship 
with  us. " 


Steve  Ross 
Toshiba  America  Information  Systems,  Inc. 

compatible  copier  that  enables  printing  and  faxing. 

In  the  United  States,  Toshiba  America  Information 
Systems  has  evolved  from  the  world's  leading  note- 
book supplier  into  one  of  the  industry  s  top  PC  provid- 
ers. With  the  success  of  its  innovative  desktops  and 
recent  introduction  of  PC  servers  in  the  I  nited  States, 
Toshiba  has  embarked  on  a  mission  to  become  a  top- 
five  PC  manufacturer  by  the  year  2000. 

Leading  the  charge  is  Steve  Ross,  who  was  appointed 
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general  manager  of  Toshiba's  Computer  S> 
Division  in  August  1998,  after  serving  as  presidd 
corporate  marketing  at  the  reseller  division  of  Inj 
one  of  America's  largest  resellers.  Over  the  las 
months,  Ross  has  moved  quickly  to  build  upon  thel 
book  leader's  number  one  position  in  the  indl 
becoming  an  even  stronger  business  partner  [ 
customers,  vendors  and  strategic  partners. 

As  a  former  customer  and  distributor  of  Tel 
products,  Ross  brings  a  unique  perspective  to  thel 
pany  he  is  charged  with  lei 
into  the  21st  century.  "Hi 
worked  with  the  nation'J 
business  leaders,  other 
manufacturers,  distributoni 
suppliers,  I've  had  insight 
the  'best  practices'  of  n 
leading  companies,"  says  Ross. 

One  of  his  key  strategies  is  to  bring  these  best  praj 
to  Toshiba,  building  upon  current  partnership  and  I 
ing  Toshiba  and  its  customers  achieve  mutual  suJ 
Another  key  strategy  is  to  develop  strategic  relation! 
with  customers  and  vendors,  an  element  Ross  belief 
vital  to  the  global  success  of  IT  companies. 

Indeed,  Toshiba's  business  partners  have  ahl 
experienced  the  benefit  of  Toshiba's  intense  focul 
reengineering  its  supply  chain  and  build-to-J 
capabilities.  This  focus  gives  the  company  unparal] 
efficiencies  and  flexibility  in  its  ability  to  deliveij 
right  products  at  the  right  time.  "This  couldn't 
happened  without  strong  vendor  and  customer  relaj 
ships,"  says  Ross. 

Toshiba  is  also  expanding  its  best  practices  apprj 
in  three  other  key  areas:  building  a  stronger  service! 
support  organization;  strengthening  its  channel  relaj 
ships;  and  providing  global  capabilities  to  better  se  f 
corporate  customers. 

"We're  committed  to  delivering  a  world-class  ex  I 
ence  to  our  customers  and  partners  in  all  aspeel 
their  relationship  with  us;  whether  it's  a  fast  respf 
from  technical  support,  improved  product  availat 
for  our  resellers  or  global  support  for  the  enterpr| 
says  Ross. 

And  despite  the  downturn  in  the  Asian  econcl 
Toshiba  has  remained  a  strong  and  competitive  fore 
the  United  States  and  has  bold  plans  for  the  ful| 
"With   the  globalization   of  the  economy  and 
strength  of  the  Internet  as  a  communications  vehl 
you'll  see  us  take  a  much  more  global  approach  to 
business.  We'll  do  this  by  using  best  practices  and  : 
tegic  relationships  to  strengthen  and  enhance 
influence  as  a  worldwide  PC  manufacturer.  With 
unparalleled    strength    in    engineering,    innoval 
products  and  worldwide  presence,  the  opportunities  j 
Toshiba  are  unlimited,"  Ross  adds. 
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Mitsubishi  Galant.  totally  redesigned,  nicely  equipped  at  $17,990.  available  195  horsepower. 


MITSUBISHI 
MM    MOTORS 
wake  up  and  drive" 

. 

■GALANT  ES-V6  shown  195  hp  CA/NLEV  emissions  190  hp.  MSRP  $19,990.  Plus  $435  destination/handling  ($560  Alaska).  Excludes  tax,  title, 
license,  registration  fee,  regionally  required  equipment,  dealer  options  and  charges.  Vehicle  availability  may  vary.  Actual  prices  set  by  retailers. 
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IMPERIAL  HOTEL 


^\    sked  recently  about  the  difference  between 

/ Ai  Dein§  president  and  executive  vice-president 

/"\  of  Japan's  most  prestigious  hotel,  Hiroshi 

^^^*  Fujii  pauses  reflectively  before  answering. 

"Strenuous,"  he  replies.  "Very  strenuous." 

Before  he  was  appointed  president  of  Imperial 
Hotel,  Ltd.  in  June  1997,  Fujii  served  as  the  organiza- 
tion's executive  vice-president  and  the  senior  execu- 
tive in  charge  of  marketing  the  Imperial  name  and 
reputation  in  Japan  and  worldwide.  Heavy  responsi- 
bilities by  any  account. 

But  being  president  carries 
a  heavier  load,  he  says.  "You 
can't  compare  the  mental 
pressures  of  the  two  jobs,"  he 
adds.  "When  you  are  presi- 
dent, you  are  the  final  link  in 
the  chain  of  command.  You 
are  responsible  for  maintain- 


JL  ou  can't  run  a  hotel  business 
worrying  about  exchange  rates. 
You  have  to  keep  your  focus  on 
improving  the  quality  of  guest 
services  and  maintaining 
profitability. " 


Hiroshi  Fujii 
Imperial  Hotel,  Ltd. 


ing  the  wholesome  growth  of  the  company." 
Given  the  current  global  financial  and  economic 

climate,  —  that's  not  an  easy  job  even  for  a  hotel  as 

famous  and  successful  as  the  Imp  rial  has  been  during 

its  108-year  history. 
The  number  of  international  vis.  ors  has  increased 

during  the  past  year  in  response  to  the  30%  to  40% 


drop  in  the  value  of  the  yen  against  the  dollar,  \ 
makes  rooms  cheaper  in  dollar  terms.  But  Fujii 
that's  not  enough  to  create  windfall  profits  for  a 
that  depends  upon  local  business  and  pleasure  t 
ers  as  much  as  it  does  upon  international  guests. 
"It  is  true  that  we  have  some  of  the  lowest 
rates  in  dollar  terms  among  major  international 
ry  hotels,"  says  Fujii,  "but  the  number  of  guests 
Asia  has  been  drastically  reduced  by  conditions  i 
region.  And  nearly  two-thirds  of  our  business  c 
from  Japanese  travelers  who 
also  been  affected  by  the  con 
ing  recession  in  Japan." 

But  because  Imperial's  cust 
base  includes  high-profile  bu: 
and  executive  travelers,  it 
been  less  affected  than 
hotels  by  the  recent  slowdov 
the  global  economy. 

To  keep  its  image  alive  ir. 
minds  of  international  cus 
ers,  the  hotel  regularly  sends 
and  marketing  staff  on  an 
"caravan   tours"   to  places 
New  York,  Los  Angeles,  Lor 
and  other  global  centers  to  s 
the  company  flag.  In  addit 
Imperial  is  picking  up  new  1 
ness  as  a  result  of  the  Inte 
and,  most  important,  it  is  pre 
ing  new  and  improved  servia 
maintain  and  expand  its  guest 
Fujii  adds  that  the  hotel 
introduced   new  and   imprc 
staff-training  procedures  to  fa 
iarize  valet,  room  service,  h( 
cleaning,   front  desk,   concie 
and  bar  and  restaurant  staff  m 
bers  with  the  details  and  consi 
ations  they  need  to  do  their 
efficiently  and  satisfactorily. 

Imperial,  which  also  operates 

successful  Imperial  Hotel,  O; 

and  the  Hotel  Imperial  Bali  in  Ir 

^^^^^^^^^       nesia,  is  strengthening  its  relati 

with  associated  hotel  and  tr; 

facilities  throughout  Japan,  providing  them  with  c 

tracted  management  services  and  assistance. 

"We  have  over  the  years  accumulated  invaluc 
management  experience  in  the  hotel  business,  wh 
we  are  happy  to  share  with  others,"  Fujii  says.  "1 
reflected  in  our  brand  name,  Imperial  Hotel,  whicl 
our  most  valuable  asset." 
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We  keep 
buildings 
healthy, 
clean 


secure. 


Keeping  buildings  clean,  secure  and  in  good  condition  is  our 
specialty.  We  have  been  doing  this  for  two  decades  and  in 
recent  years  expanded  our  services  to  include  consulting  with 
architects  and  building  contractors  before  construction 
begins  because  we  have  learned  from  experience  that  main- 
tenance costs  over  the  life  of  a  building  can  amount  to  more 
than  three  times  the  original  cost  of  the  structures.  That  is 
why  our  services  are  steadily  growing. 

Member  of  the  MYCAL  Group 

Established  in  1973,  Japan  Maintenance  was  formed  essentially  to  pro- 
vide maintenance  and  cleaning  services  to  fellow  members  of  the  MYCAL 
Group,  an  association  of  more  than  100  companies  involved  in  every- 
thing from  department  stores  and  supermarket  chains 
to  health  clubs,  credit  services  and  entertainment/ 
cinema  complexes.  In  recent  years,  we  have  expanded 
outside  the  group  and  currently  about  39%  of  our 
annual  revenues  come  from  non-MYCAL  Group  com- 
panies. Our  customers  include  Kansai  International 
Airport,  Senba  Center  Building,  Osaka  Dome,  Osaka  Symphony  Hall, 
and  Casio  Co.  Head  Office  Building. 


MYCAL 


Facility 

Management 

Operation 


\        Integrated 

Building       / 
Maintenance  / 
Security         Service    L    . 
and        \  /  Environment 

Guard  /   Preservation 

Operation  Operation 


a      J  February  28. 1996) 


ales  ■  Building  Maintenance  ■  Ordinary  Income 

■  Construction  of  Parking  Lots       e.  Net  Income 

Housing  etc. 


(millions  of  yen) 


44.242 


40.055 


42.854      43.267 


1,976 


2,150 


11,712 
II        ill 

S        2/96         2/97         2/98         2/99*  2/95         2/96        2/97         2/98         2/99* 


!quarters  building 


Net  Income  Per  Share:  ¥44  24 

Dividend  Per  Share:  ¥13  50 

Return  on  Equity:  8.0% 

Date  ot  Establishment:  April,  1973 

Total  Assets:  ¥19.662  million 

Number  of  Shares  Outstanding:  20.700  thousands 

Date  of  Stock-Exchange  Listing:  September,  1995 

Markets:  Osaka  Stock  Exchange  (the  2nd  Section) 

Number  of  Employees:  2,446  (including  part-timers) 


^j  japan 
^maintenance 


Address:  Minami-senba  Heart  Bldg  ,  2-3-2,  Minami-senba, 

Chuo-ku,  Osaka  542-0081,  Japan 
Telephone:  06-6260-5629 


Maintaining  a  way  of  life 

For  a  building  or  any  structure,  maintenance  is  not  a  service  but  a 
way  of  life.  Keeping  a  building  healthy  requires  constant  care  and  super- 
vision which  will  not  only  keep  the  building  in  good  condition  but 
extend  its  life  cycle.  We  utilize  the  latest  technologies  in  facility  main- 
tenance and  materials  and  provide  high  quality  supervision  by  highly 
trained  staff. 

Protecting  valuable  assets 

A  building  is  a  valuable  asset  that  needs  to  be  secure  not  only  for  its 
occupants  but  for  the  general  public  who  visit  it.  In  addition  to  highly 
trained  security  personnel,  we  provide  the  best  advice  about  how  to  keep 
a  building  safe  and  secure  for  its  tenants  and  visitors  and  anticipate  prob- 
lems before  they  happen.  From  securing  parking  lots  and  visitors/shop- 
ping areas  to  protecting  valuable  equipment  and  store  fronts,  we  provide 
comprehensive,  round-the-clock  supervision  to  ensure  the  security  and 
well-being  of  customers,  store  staff  and  the  building. 

Concern  for  the  environment 

Because  they  are  a  vital  part  of  our  environment,  we  involve  ourselves 
in  all  aspects  of  buildings,  from  the  kind  of  materials  used  in  their  con- 
struction to  their  design.  A  clean  commercial  environment  demands 
clean,  well-maintained  buildings.  As  a  result,  we  are  concerned  about 
what's  inside  a  building  and  what's  around  it.  Our  researchers  and  design 
consultants  maintain  a  large  database  of  information  about  materials  and 
construction  techniques  that  enable  us  to  provide  the  best  advice  possi- 
ble to  our  clients  about  new  and  better  ways  to  keep  buildings  friendly 
and  compatible  with  their  environment. 


KIKKOMAN:  Defining  good  taste. 
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Kikkoman  Corporation  : 

Production  FacSbes  :  Jacar  a  \em 

Subsidiaries  :  _  5  -    Canad  any.  H 
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HU  UEMURA 


hu  Uemura  is  not  —  and  never  has  been  — 
your  typical  businessman. 

True,  over  33  years  he  has  pioneered  a  small 

cosmetics  business  into  a  large,  unique,  global 

rise,  with  97  stores  in  Japan  and  76  overseas 

nerate  some  SI 40  million  in  sales  annually. 

also  true  that  Uemura  relies  heavily  on  science 

i  nature  —  for  the  development  of  his  products, 

ally  those  designed  to  help  prevent  aging.  And, 

Qany  chief  executives,  he  devotes  considerable 

—  and  money  —  to  pushing  his  company's 

ch  labs  to  find  new  ways  of  enhancing  feminine 

v. 

that  is  not  the 
?  story  behind  Shu 
ira  the  man,  or  his 
>any,  Shu  Uemura 
letics  Inc.  Behind 
hriving  global  enter- 
stands  a  man  who  is 
nuch  an  aesthete 
lard-driving  entrepre- 

a  lover  of  beauty  and  human  grace,  as  well 
devotee  of  corporate  efficiency  and  profit;  an 

in  addition  to  a  businessman. 
he    line    between    business    and    art    can 
?times    be    very    thin,"    Uemura    explains, 
ign,  art,  fashion  and  managing  business  are 
reative  acts  and  demand  a  lot  of  energy,  focus 
most  important,  a  concept  or  dream,"  he 
"All  are  essential  and  inescapable  elements 
;ing  successful  in  business." 
it  was  up  to  him,  the  renowned  master 
netician  and  makeup  artist  would  rather 
id  time  pioneering  new  products  than  pour-' 
over  business  ledgers.  Uemura  is  a  man 
casual    manner    in    both    demeanor    and 
e  —  he  rarely  dons  the  uniform  of  the  corpo- 
warrior,  the  suit  and  tie  —  but  emphasizes 
:  however  strong  his  love  of  art,  his  focus 
ains  centered  on  essential  business  needs 
considerations. 
We  would  never  try  to  develop  or  sell  a 
duct  that  was  not  commercially  viable.  We 
I  give  a  try  to   any  unique   idea,   but  if 
ioesn't  work,  we  won't  put  ourselves  into 
lkruptcy  trying  to  make  it  work,"  he  says, 
jnong  Shu  Uemura's  top-selling  products  are  an 
ly  of  cleansing  oils  and  skin  conditioners  that 
ught  the  company  world  acclaim  long  before  other 
npetitors  entered  the  field.  "Cosmetics. in  general 
re  conceived  as  something  to  cover  up  skin  and  facial 
vs,"  he  explains.  "Our  approach  was  to  enhance  the 


(^osmetics  in  general  were  conceived 
as  something  to  cover  up  skin  and  facial 
flaws.  Our  approach  was  to  enhance 
the  skin's 
natural  beauty. " 


skin's  natural  beauty." 

In  recent  years,  Uemura  has  placed  emphasis  on 
"globalization"  by  establishing  major  design  and 
marketing  operations  outside  Japan  in  Hong  Kong, 
Taiwan,  London,  New  York  and  Paris  where  he  can 
meld  the  latest  Asian  and  Western  influences  into  his 
product  line. 

Beyond  the  aesthetic  aspects  of  his  designer  cosmet- 
ics, a  big  part  of  Uemura's  success  is  the  use  of  a 
fundamental  natural  resource  —  water  —  in  the  manu- 
facture of  his  cosmetics. 

human  body  is  water," 
he  explains.  "Water  is 
important  to  health  and 
an  important  ingredient  in 
products  we  are  designing  to 
help  slow  the  aging  pro- 
cess," he  says. 


"About    70%    of    the 


Shu  Uemura 
Shu  Uemura  Cosmetics  Inc. 


For  example,  Uemura's  seaside  manufacturing 
plant  on  the  southern  island  of  Shikoku  also  car- 
ries out  research  based  on  water  extracted  from  the 
deep  sea. 

"I  like  to  try  out  new  ideas  and  use  the  most  nat- 
ural of  ingredients  in  my  products,"  Uemura  says. 
"It's  what  I  call  the  ecology  of  beauty." 
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KIKKOMAN:  Defining  good  taste 
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Kikkoman  Corporation    2-1-1,  Nishi-Shinbashi,  Minato-ku,  Tokyo  105-8428,  Japan 

http://www.kikt  oman.co.jp 
Production  Facilities  :  Japan,  U.S.A.,  The  Netherlands,  Singapore  and  Taiwan 
Subsidiaries  :  U.S.A.,  Canada,  F.R.  Germany,  Hong  Kong,  Australia  and  Singapore 


KiKKoman 


SHU  UEMURA 


hu  Uemura  is  not  —  and  never  has  been  — 
}  your  typical  businessman. 
II  True,  over  33  years  he  has  pioneered  a  small 
W  cosmetics  business  into  a  large,  unique,  global 
)rise,  with  97  stores  in  Japan  and  76  overseas 
enerate  some  SI 40  million  in  sales  annually, 
also  true  that  Uemura  relies  heavily  on  science 
i  nature  —  for  the  development  of  his  products, 
ally  those  designed  to  help  prevent  aging.  And, 
lany  chief  executives,  he  devotes  considerable 
—  and  money  —  to  pushing  his  company's 
ch  labs  to  find  new  ways  of  enhancing  feminine 

that  is  not  the 
le  story  behind  Shu 
jra  the  man,  or  his 
any,  Shu  Uemura 
letics  Inc.  Behind 
hriving  global  enter- 
stands  a  man  who  is 
nuch  an  aesthete 
lard-driving  entrepre- 
a  lover  of  beauty  and  human  grace,  as  well 
devotee  of  corporate  efficiency  and  profit;  an 
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he    line    between    business    and    art    can 
times    be    very    thin,"    Uemura    explains, 
ign,  art,  fashion  and  managing  business  are 
reative  acts  and  demand  a  lot  of  energy,  focus 
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over  business  ledgers.  Uemura  is  a  man 
casual    manner    in    both    demeanor    and 
e  —  he  rarely  dons  the  uniform  of  the  corpo- 
warrior,  the  suit  and  tie  —  but  emphasizes 
:  however  strong  his  love  of  art,  his  focus 
ains  centered  on  essential  business  needs 
considerations. 
We  would  never  try  to  develop  or  sell  a 
duct  that  was  not  commercially  viable.  We 
1  give   a   try   to   any   unique   idea,   but   if 
ioesn't  work,  we  won't  put  ourselves  into 
lkruptcy  trying  to  make  it  work,"  he  says, 
imong  Shu  Uemura's  top-selling  products  are  an 
ly  of  cleansing  oils  and  skin  conditioners  that 
ught  the  company  world  acclaim  long  before  other 
npetitors  entered  the  field.  "Cosmetics,  in  general 
re  conceived  as  something  to  cover  up  skin  and  facial 
vs,"  he  explains.  "Our  approach  was  to  enhance  the 
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In  recent  years,  Uemura  has  placed  emphasis  on 
"globalization"  by  establishing  major  design  and 
marketing  operations  outside  Japan  in  Hong  Kong, 
Taiwan,  London,  New  York  and  Paris  where  he  can 
meld  the  latest  Asian  and  Western  influences  into  his 
product  line. 

Beyond  the  aesthetic  aspects  of  his  designer  cosmet- 
ics, a  big  part  of  Uemura's  success  is  the  use  of  a 
fundamental  natural  resource  —  water  —  in  the  manu- 
facture of  his  cosmetics. 

human  body  is  water," 
he  explains.  "Water  is 
important  to  health  and 
an  important  ingredient  in 
products  we  are  designing  to 
help  slow  the  aging  pro- 
cess," he  says. 


"About    70%    of    the 
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For  example,  Uemura's  seaside  manufacturing 
plant  on  the  southern  island  of  Shikoku  also  car- 
ries out  research  based  on  water  extracted  from  the 
deep  sea. 

"I  like  to  try  out  new  ideas  and  use  the  most  nat- 
ural of  ingredients  in  my  products,"  Uemura  says. 
"It's  what  I  call  the  ecology  of  beauty." 
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NIPPON  STEEL  PERSPECTIVES 


Environmental  Considerations 

Today  environmental  issues  hold  the  world's  attention 
and  call  for  approaches  from  a  global  perspective  and 
considerations  that  take  into  account  future  generations. 
In  line  with  such  growing  environmental  concerns, 
Nippon  Steel  is  striving  to  further  contribute  to 
society  through  enhanced  endeavors  to  protect 
the  global  environment. 


Environment  Management 
Committee  Organized 

Nippon  Steel  has  developed  produc- 
tion systems  boasting  the  worlds 
lowest  environmental  impact  and  the 
worlds  highest  energy  efficiency 
through  the  implementation  of 
exhaustive  environmental  measures 
and  drastic  energy-saving  steps.  It  is 
also  continuing  its  efforts  toward  the 
development  of  high-performance 
steel  materials  conducive  to  alleviat- 
ing environmental  burdens  during 
their  application  stage  and  waste- 
melting  and  other  environment- 
protective  plants. 

The  present  environmental  con- 
cerns are  not  confined  to  such  public 
hazards  as  air  and  water  pollution,  but 
are  expanding  to  include  the  issues 
exemplified  by  the  curbing  of  global 
warming  and  the  need  for  a  recycling- 
oriented  society.  In  the  consumers' 
selection  of  products  to  purchase  and 
evaluation  of  product  manufacturers, 
environmental  considerations  are 
becoming  important  judgment  crite- 
ria, necessitating  the  adoption  of 
environment-conscious  management. 

Fully  aware  of  this  need,  Nippon 
Steel  has  established  the  Environ- 
ment Management  Committee.  It 
intends  to  concentrate  on  disseminat- 
ing environment-related  information 
and  task-consciousness  among  the 
corporations  staff  beyond  each  divi- 
sion. Its  objective  is  not  only  to 


Environment  Management  Committee 


—  Energy-Saving  &  Recycling  Sub-Committee      ■ 
Environment  Friendly  Material  Sub-Committee  fl 

—  Environment  Business  Sub-Committee 
1 —     Environment  Conservation  Sub-Committee       ■ 


further  the  reuse  of  steel  but  also  to 
accurately  respond  to  emerging  needs 
—  "green  procurement"  by  users, 
reduction  of  burden  on  the  environ- 
ment in  designing  and  manufacturing 
steel  materials  based  on  life-cycle 
assessment  and  development  of  new 
environment-related  businesses. 

Environment-friendly  Steelmaking 
Operations 

•  Full  Concatenation  of  Finish-rolling 
at  Hot-rolling  Mill 

Nippon  Steel  has  long  been  engaged 
in  energy  conservation  through  the 
extensive  concatenation  of  various 
steelmaking  processes.  The  most 
advanced  process  concatenation  has 
recently  been  realized  at  Nippon 
Steels  Oita  Works.  In  April  1998,  an 
advanced  hot-rolling  system  — 
continuous  finish-rolling  by  means  of 
laser  welding  —  was  put  into  prac- 
tice. It  has  enabled  reduction  of 
energy  consumption  in  the  produc- 
tion process.  Reduced  energy  con- 
sumption results  in  less  emission  of 


Greenery-blessed  steelworks 


CO2  and  NOx,  and  thus  such  proce  k 
concatenation  is  in  the  limelight  frd  B.» 
the  perspective  of  conserving  the 
global  environment. 

Meanwhile,  Nippon  Steel  is  fast 
approaching  the  technological  devel  Bum 

icle 

": 


opment  of  such  systems  as  a  next- 
generation  coke  oven  permitting  a 
20%  energy  saving  over  convention 
coke  ovens  and  a  direct  iron  ore 
smelting-reduction  process  to  repla 
the  present  blast-  furnace  ironmakii 
process. 

•  IS014001  Certification  Obtained 

In  April  1998,  Nippon  Steels  Kimit; 
Works  obtained  certification  of 
ISO  14001,  an  international  standan 
for  environmental  management,  the 
second  such  certification  in  Nippon 
Steel  after  its  Nagoya  Works.  Under 
the  slogan  of  "A  Green  and  Sun- 
blessed  Steelworks"  and  in  line  wit! 
environmental  policies  shaped  ac- 
cordingly, Kimitsu  Works  is  engagec 
in  production  with  due  regard  to 
environmental  protection. 
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Pi  ducts  and  Plants  Conducive  to 
■ironmental  Protection 

•  gh-strength  Steel 

entlv.  high-performance  steel 
nets  are  in  the  spotlight  as  a 
erial  conducive  to  saving  energy. 
lustra te:  Nippon  Steel-developed 
strength  steel  materials  offer 
rse  benefits.  The  use  of  high- 
ngth  steel  helps  to  improve  the 
formance  of  steel  user's  end  prod- 
s —  reduction  of  the  weight  of 
se  products  not  only  improves 
rgy  efficiency  in  their  application 
e  but  also  in  their  production 
e  due  to  reduced  steel  requi re- 
nt. 

Nippon  Steel  participated  in  the 
■national  collaborative  research 
Reel  ol  the  I  l  SAB  (Ultralight 
el  Auto  Bod)  '  t  onsortium  by  the 
■national  Iron  and  Steel  Institute. 
I  I  1  s\B  project,  through  the  use 
high-strength  steel  sheets,  aims  at 
hieving  a  25l\>  reduction  in  body 
ass.  while  securing  maximum  body 
Idit)  and  collision  safety  A  25% 
By  mass  reduction  means  not  only 
e  sa\  ing  ol  resources  by  the  less 
nount  ol  steel  used,  but  also  lower 
lacle  energy  consumption  and  less 
pausl  gas  emission.  Expectations 
e  high  for  the  development  of  such 
liraliiiht  steel  automobile  body 
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Demonstration  hardware  of 
ULSAB  body-in-white 

The  Akashi  Kaikyo  Bridge  (3,911 
n  in  overall  length),  the  worlds 
ongest  suspension  bridge,  opened  to 
raffic  in  1998.  Nippon  Steel-devel- 
aped  180  kgf/mm2  high-strength 
steel  wire  was  used  for  the  bridges 
nain  cables.  Initially,  the  bridge  was 


Akashi  Kaikyo  Bridge,  the  world's  longest 

designed  to  be  constructed  with 
double  cables  on  each  side,  but  the 
application  of  this  high-strength  steel 
wire  allowed  bridge  construction 
with  a  single  cable  per  side,  thus 
greatly  reducing  the  steel  require- 
ment. The  end  result  was  a  huge 
saving  in  the  use  ol  not  only  steel 
materials  but  also  concrete. 

•  Waste  Treatment  Plants 

Nippon  Steel  has  long  been  contrib- 
uting toward  effective  utilization  of 
resources.  Among  such  contributions 
is  the  conversion  ol  steelmaking  by- 
products into  usable  resources  (cur- 
rent conversion  rate:  95%). 

Among  the  innovative  plants 
Nippon  Steel  has  already  put  on  the 
market  is  the  direct  melting  system 
for  waste  recycling  which,  based  on 
the  concept  of  "converting  waste 
treatment  plants  to  resources  produc- 
ing plants,"  is  designed  to  melt 


together  various  wastes,  including 
incombustibles  that  cannot  be  incin- 
erated, and  produce  such  resources  as 
slag  and  metals.  Another  is  the  waste 
plastic  liquefaction  plant  which 
recycles  waste  plastics  into  high- 
grade  fuel. 

Through  these  and  other  advanced 
technologies,  Nippon  Steel  intends  to 
contribute  its  share  to  the  develop- 
ment of  a  future  social  infrastructure 
of  the  resources-recycling  type. 


Waste-melting  furnace 


Dense  woodland  at  Oita  Works 


NIPPON  STEEL 


Tokyo,  Japan 

Phone:  81-3-3242-4111 

Fax:  81-3-3275-5607  to  5609 

Website:  http://www.nsc.co.jp 

New  York  Phone:  1-212-486-7150  Fax:  1-212-593-3049 
Chicago  Phone:  1-312-751-0800  Fax:  1-312-751-0345 
Houston  Phone:  1-713-652-0922  Fax:  1-713-652-3999 
DiisselrJor*  Phone:  49-21 1  -5306680  Fax:  49-21 1  -5961 1 63 
tondon  Phone:  44-1 71  -248-8646  Fax:  44-1 71  -236-1 71 7 
Sydney  Phone:  61-2-9252-2077  Fax:  61-2-9252-2082 
Singapore  Phone:  65-2236777  Fax:  65-2244207 
Bangkok  Phone:  66-2-651-5664  Fax:  66-2-651-5669 
Rio  de  Janeiro  Phone:  55-21-553-2488  Fax:  55-21-553-7308 
Sao  Paulo  Phone:  55-11-251-4533  Fax:  55-11-287-1681 
Beijing  Phone:  86-10-6513-8593  Fax:  86-10-6513-7197 
Shanghai  Phone:  86-21-64723122  Fax:  86-21-64720880 
Guangzhou  Phone:  86-20-86527355  Fax:  86-20-86664333 


TOHOKU  ECONOMIC  FEDERATION 


ca 


ighly  competi- 
tive land  pric- 
es, improved 
infrastructure 
quality    labor 


and 

force,  not  to  mention 
an  abundance  of  natu- 
ral amenities,  are  making  the  Tohoku  region  of  north- 
eastern Japan  a  prized  destination  for  Japanese  and 
foreign  companies  interested  in  locating  or  expanding 
their  operations  in  Japan,  according  to  Teruyuki 
Akema,  chairman  of  the  Tohoku  Economic  Federation. 
"Our  region  was  recently  cited  in  a  nationwide  sur- 
vey as  one  of  the  'most  livable  areas'  of  Japan,"  Akema 
says.  "We  have  always  had  something  special  to  offer, 
and  we  represent  a  kind  of  new  frontier  for  new  or 
expanding  businesses  in  Japan." 


With  the  recent  extension  of  Japan's  Shinkansen 
(bullet  train)  service  to  the  region,  expansion  and 
upgrading  of  the  area's  highway  network,  Tohoku  is 
within  easy  access  of  the  Tokyo  metropolitan  area." 


Teruyuki  Akema 
Tohoku  Economic  Federation 

(TOHOKU  ELECTRIC  POWER  CO.,  INC.) 


Akema,  who  is  also  chairman  of  Tohoku  Electric 
Power,  one  of  the  largest  electricity  suppliers  in  Japan  cov- 
ering seven  prefectures  of  the  Tohoku  area,  takes  pride  in 
noting  that  his  region  was  designated  as  a  possible  site  for 
the  relocation  of  the  national  government,  now  headquar- 
tered in  Tokyo.  "It  reflects  confidence  in  the  future  of  the 
in,"  he  says  about  Tohoku's  candidacy.  "We  continue 
to  consult  with  national  authorities  and  are  working  hard 
to  m;  ke  this  project  a  reality  in  the  future." 

Geographically,  the  Tohoku  district  occupies  the 


northeastern 
of  the  main  i 
of  Japan.  W 
population  o 
million  people 
region  boasi 
gross  dom 
product  (GDP)  equivalent  in  the  economic  scale  tc 
of  countries  like  Korea  and  Australia. 

As  the  next  century  approaches,  Tohoku  is  cc   I 
ered  something  of  a  new  area  for  business  develop 
and  expansion,  as  well  as  living.  "There  are  high  e 
tations  that  we  will  become  a  new  frontier  of  Ja 
says  Akema.  "Thus  we  have  a  great  need  for  i 
talented  people  and  businesses  from  all  over  the  \ 
to  help  build  our  community  of  the  future." 
With  the  recent  extension  of  Japan's  Shinkansen 
let  train)  service  to  the  region,  ex1 
sion   and   upgrading   of  the  a 
highway  network,  "our  access  t 
Tokyo  metropolitan  area  has 
much  improved,"  the  electric  u 
executive  adds.  In  addition,  the  e 
lishment  of  new  internationa 
routes  that  will  make  the  region 
more  accessible  worldwide  are  u 
way.  Tohoku  boasts  three  internal! 
al  airports,  12  international  air  re 
and  six  international  seaports 

Backed  by  this  solid  infrastructj 
the  Tohoku  region  also  offers  hi 
level  educational  and  research  reso 
es,  including  the  internationl 
recognized  Tohoku  University  \ 
its  high  standard  of  science  and  1 
nology.  The  region  is  also  homi 
the  Tohoku  Intelligent  Cosmos  P 
a  triangular  cooperative  pro 
involving  industry,  university 
government  sectors  that  are  stri\ 
to  turn  the  area  into  a  global  infor 
tion  and  technology  center.  Some 
research  firms  already  have  stai 
their  operations  here  under  this  pi; 
Tohoku  has  other  advantages 


well.  "Our  region  offers  much  cheaper  land  compa 
with  Tokyo,  Osaka  and  other  metropolitan  areas,  no 
mention  lower  operational  costs,"  Akema  says. 

"We  would  like  to  encourage  everyone  to  v 
our  homeland,  where  they  will  discover  a  kind  i 
warmhearted  people  living  in  a  region  blessed  v, 
abundant  natural  resources  and  a  beautiful  physi 
environment,"  says  Akema.  "We  sincerely  hope  t 
you  can  join  with  us  in  building  a  growing,  dynar 
community  for  the  future." 
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Because  peace  and  quiet 

four  brother-in-law  is  staying  another  two  weeks.  911  puts  you  on  hold.  The  cable  company  didn't  show 

i  aren't  going  to 

again.  That's  life.  If  you  want  peace  and  quiet,  you  just  have  to  find  ways  to  make  it  happen.  Like  Avalon. 

[  come  looking  for  you. 

It's  Toyota's  ultimate  way  to  escape  in  comfort.  And  get  ready  for  your  next  dose  of  the  real  world. 


TOYOTA 


OVor^ddi*4 


998TovotaMotorSales,U.S.A.,Inc.BuckleUp!Do1tforthosewholoveyou.    1- 8  0  0  -  G  O  -  T  O  Y  O  T  A    ♦    WWW.tOyOta.COin 


l^Bi^^PM^ 


HOTEL  NEW  OTANI 


ore  often  than  not,  the  great  international 
hotels  of  the  world  reflect  the  culture  of  their 
location  and  bear  the  imprint  of  their 
owners.  Nowhere  is  this  more  true  than  the 
Hotel  New  Otani,  a  leading  Tokyo  luxury  hotel. 

The  New  Otani's  roots  go  deep  into  Japanese  history 
to  three  centuries  ago,  when  the  hotel's  location  served 
as  the  garrison  site  for 
the  Shogun's  Guard  Divi- 
sion. The  hotel  is  a  sym- 
bol of  the  subtle  cultural 
differences  between  East 
and  West  and  also 
acknowledges  modern- 
day  environmental  con- 
cerns. 

Whether  it's  the  deep 
bows  from  staff  mem- 
bers as  you  walk 
through  the  hotel's  lob- 
by, the  Hiroshige  wall 
tiles  of  guest  bathrooms, 
or  the  Oriental  enchant- 
ment of  one  of  Tokyo's 
most  beautiful  Japanese- 
style  gardens,  the  feel- 
ing of  "Japanese"  per- 
meates the  atmosphere, 
and  guests  know  with- 
out question  they  are  in 
Japan,  staying  in  a 
Japanese  hotel. 

At  the  same  time, 
management's  concerns 
about  such  environmen- 
tal problems  as  green- 
house gases  are  reflected 
in  the  hotel's  dedication 
to  conserving  natural 
resources  through  state- 
of-the-art  energy-saving 
measures  such  as  ultra- 
low  temperature  ice  stor- 
age and  steam  accumula- 
tors, which  in  their  own 
way  add  to  the  comfort 
of  a  guest's  stay. 

"The  experience  of  a 


If  a  company  can  recycle  20%  of  its  waste, 
it  gets  high  grades.  But  we  have  achieved 
a  27.7%  recycling  level  and  will  push 
that  to  50%  by  March  1999. " 


Kazuhiko  Otani 
The  New  Otani,  Co.,  Ltd. 
Tm—inmr  iiimiwii  lyrwmfirn 


By  focusing  on  such  matters  during  his  11  ye 
president,  Kazuhiko  Otani,  the  third  generatic 
Otanis  to  run  the  family's  hotel  business,  has 
lished  a  reputation  for  excellence  and  supervisior 
has  made  his  hotel  a  home-away-from-home  for ; 
national  guests  and  world  leaders. 
While  his  grandfather  founded  the  hotel  in 

just  prior  to  the  1 

Olympics,  and  his  f 

is  remembered  for  n 

the  New  Otani  Tow 

1974,  which  more 

doubled  the  hotel's  c 

ity  to  1,600  rooms* 

turned  it  into  a  r> 

player  in  the  global 

business,  Kazuhiko  ( 

made  his   statemen 

1991  with  the  cons 

tion  of  the  New  C 

Garden   Court,   a  r 

tech    24-hour    bus* 

office  center.  He  cam 

be  credited  with  guii 

the  New  Otani  Grc 

expansion  of  its  nett 

of  hotels  and  affili 

which  now  number  1 

Japan  and  four  oven 

with  the  hotels  in  O. 

and     Makuhari     ui 

direct  management. 

"Culture  is  very  im 
tant  to  us,"  says  Ot 
who  enjoys  studying 
cient  Japanese  calligra] 
"I've  learned  a  lot  f 
visiting  other  internat 
al  hotels  overseas 
translated  that  exp 
ence  into  a  Japanese 
tural  context." 

Environmental  pro 
tion  is  of  equal  conc< 
For  example,  Otani 
incorporated  an  i 
based  heat-exchange : 
tern  for  his  hotel  t 


1 


guest  in  any  hotel  is  a  cumulative  one,"  says  New  Otani 
President  Kazuhiko  Otani.  "It  is  not  limited  to  just  one 
thing  such  as  the  quality  of  valet  servii  es  or  decorations 
of  a  guest  room,"  he  explains.  "It  is  th(  Him  of  a  guest's 
total  experience  during  his  or  her  stay. :  >,  as  an  owner, 
you  must  be  concerned  about  every  aspe<  i  of  your  oper- 
ations from  the  cultural  atmosphere  to  energy  costs." 
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utilizes  off-peak  electrical  power  to  make  ice  ot 
night,  which  is  then  used  to  chill  water  for  h( 
needs  during  the  day. 

Otani's  hotel  has  received  international  recognit 
and  praise  for  its  recycling  efforts.  "All  of  this  is  sim 
a  reflection  of  our  genuine  concern  for  the  envin 
ment,"  Otani  says. 


In  March  1992, 

Japan  ceased  to  be 

an  island. 
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he  world  is  indeed  changing  dramatically,  and  so  is  Japan.  Not  surprisingly,  the 
legendary-  American  business  magazine  that  has  been  challenging  conventional  think- 
ing for  many  decades,  has  been  making  waves  in  Japan  ever  since  a  Japanese 
language  edition,  under  license,  was  launched  by  Gyosei  Corporation  in  March  1992.  Forbes 
Nihonban. 

Uniquely  incisive  and  forthright  in  true  Forbes  tradition, and  with  a  distinct  interna- 
tional perspective,  Forbes  Nihonban  has  become  Japan  s  window  to  an  increasingly  borderless 
world.  Which  is  why,  when  it  comes  to  global  Information  and  insight,  the  country  s  most 
powerful  leaders  in  industry  and  government,  turn  to  Forbes  Nihonban.  Month  after  month. 

If  you  are  marketing  your  products  or  services  in  Japan,  think  Forbes  Nihonban  for  its 
unmatched  precision  in  reaching  the  people  who  count.  If  you  are  already  using  Forbes  in  the 
United  States,  you  are  entitled  to  run  your  advertising  campaign  in  Forbes  Nihonban  at  a  substan- 
tially reduced  rate.  For  more  information,  contact  your  local  Forbes  Sales  Representative.  Or, 
Christian  Frost,  Forbes  International  Advertising  Liaison  based  in  New  York  or  Masakuni  Saito, 
Forbes  Nihonban  Advertising  Manager  in  Tokyo. 


NEW  YORK  Christian  Frost:Tel(21  2)620-2423  Fax(21  2)620-2472 
TOKYO  Masakuni  Saito:Tel(81  3)5349-6657  Fax(81  3)5349-6677 
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Up  From  the  Ashes:  Japan's  Economy 

And  Stock  Market  May  See  a 

Phoenix-Like  Recovery 


For  most  outside  observers,  the  state  of  the 
Japanese  economy  seems  like  a  good- 
news/bad-news  joke. 
The  good  news  is  that  there  is  light  at  the 
end  of  the  tunnel.  But  the  bad  news  is  that  the 
tunnel  is  getting  longer. 

Most  Western  economic 
forecasts  for  the  next  two 
years  see  continued  eco- 
nomic decline,  although 
with  a  slackening  pace 
and  a  recovery  possibly 
starting  in  the  year  2000 
or  2001.  Reforms  are  being 
implemented,  they  say, 
but  not  at  a  pace  quick 
enough  to  give  short-term 
relief  to  the  depressed 
economy  and  lackluster 
stock  market. 

For  example,  Chris 
Calderwood,  chief  econo- 
mist with  Jardine 
Fleming  Securities  (Asia) 
Ltd.,  predicts  Japan's 
economy  will  contract  by 
a  sharp  2.9%  in  calendar 

1998.  While  this  contrac- 
tion   will    continue    in 

1999,  he  says,  it  will  be 
less  severe,  with  a  decline 
of  only  1%.  And  by  the  year  2000,  Calderwood 
affirms,  Japan's  economy  should  return  to  positive 
growth  with  a  recovery  of  1.2%  or  more. 

That's  conditional,  of  course,  on  Japanese  authori- 
ties resolving  the  banking  industry's  bad-loan  mess, 
and  on  finding  an  effective  way  to  stimulate  corporate 
and  consumer  spending  and  supply  more  money  to 
capital-starved  industries,  especially  small  and 
medium-size  companies  that  are  the  backbone  of 
Japanese  industry  and  the  economy. 

"When  the  recovery  comes,  it  will  be  corporate-led, 
not  consumer-led,  as  the  government  hopes,"  says 
Calderwood.  "Despite  everything  the  government  has 
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done  to  try  to  stimulate  consumer  demand,  the  fa  I 
that  there  is  no  'feel-good'  factor  at  work.  l\ 
Japanese  consumers  are  nervous  about  their 
future,  which  is  linked  to  that  of  their  country's,  | 
continue  to  save  —  not  spend  —  money." 
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Chris  Calderwood  Giles  Ockenden 

Jardine  Fleming  Securities  (Asia)  Limited 


"Increased  spending  on  plants  and  equipment 
corporations  will  help  revive  confidence,  but  it  is    ; 
to  the  corporate  sector  to  show  the  way,"  the  ecoi  f 
mist  says. 

Within  two  years,  Calderwood  sees  the  corporate  s 
tor's  squeeze  on  wages  moderating  and  a  modest  reds 
tion  in  savings  rates  from  their  past  "hysterical  pea 
With  the  end  of  wage  tightening,  this  would  suppor 
modest  growth  in  consumption.  But  more  importa 
the  corporate  sector  will  increase  capital  spendii 
although  it  may  be  small  compared  to  past  levels,  a 
will  shrink  the  contribution  of  capital  spending  to  t 
economy  to  14%,  a  historical  low  by  Japanese  sta 
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From  then  on,  companies  would  start  to  increase 
pending  on  plants  and  equipment. 
Dre  deregulation  in  the  economy  will  encour- 
pital  spending  to  rise  and  we  may  see  the  early 
of  a  pretty  sharp  recovery,"  says  Calderwood. 
he  past  few  years,  there  has  been  a  false  quest 
diet  when  the  consumer-led  recovery  will  hap- 
There  has  never  been  a  satisfactory  explanation 
ly  consumer  spending  will  drive  Japan's  recov- 

never  has  and  it  never  will." 
|e  more  severe  Japan's  recession  becomes,  he  rea- 
the  more  dependent  it 
ye  on  the  corporate  sec- 
^r  recovery. 

h  a  trend  naturally 
d  bode  well  for  those 
anies  that  have  success- 
undergone  restructuring 
their  share  prices  on  the 
market,  according  to 
erwood's  colleague,  Giles 
;nden,  Jardine  Fleming's 
f  strategist. 

ckenden     believes     that 
of  a  genuine  recovery 
first   show   up   in    the 
market,  where  shares  of 
y  of  Japan's  top-tier  com- 
es are  at  low  levels.  The 
hmark  Nikkei-225  index 
ecent  months  has  been 
ing    at    the    13,000    to 
00   level,    60%   to    70% 
>w  its  historic  1989  high, 
he  downward  trend  in  the 
rket    will    continue,     he 
eves,  with  prices  of  shares 
pping  15%  —  and  in  some 
;s  as  much  as  40'%  —  low- 
)efore  they  begin  to  stir  like  the  storied  phoenix 
1  rise  from  the  ashes  of  collapse  to  a  new  era  of 
spejity. 

he  Nikkei  index,  he  warns,  could  fall  to  as  low  as 
000,  which  is  the  theme  of  his  recent  report.  "Buy 
it  phoenix:  Nikkei  225  in  ashes:  to  10,000." 
n  Ockenden's  view,  the  volatility  in  the  Tokyo  mar- 
is symptomatic  of  a  crisis  that  is  affecting  all  global 
irkets,  especially  those  in  emerging  economies. 
The  good  news,  he  says,  is  that  "the  long-term  out- 
)k  for  investment  in  Japan  is  exciting." 
But  before  that  occurs,  Ockenden  says  Japan  will 
ve  to  endure  more  corporate  failures,  downward 
/isions  in  economic  and  earnings  growth,  and  a 


Ihe  depressed 

phase  of  stock  prices 

and  investment 

sentiment  offers 

an  excellent  time  for 

long-term  institutional, 

corporate  and 

individual  investors  to 

build  stakes 

in  the  winning 

companies  of  a 

reforming  Japan. 


contraction  in  global  price/earnings  ratios.  "Any 
recapitalization  of  Japanese  banks  without  proper 
bankruptcies  and  a  reduction  in  [banking-sector] 
capacity  is  meaningless,"  he  adds,  and  "will  only 
delay  the  inevitable  restructuring  of  the  manufactur- 
ing sector  and  the  clearing  away  of  all  excess  debt. 

"Bankruptcies  are  a  necessary  evil  before  things  can 
get  better,"  he  says.  Bad  loans  need  to  be  recognized. 
"Many  Japanese  construction  companies  need  to  go 
bust  so  the  remaining  ones  can  make  some  money.  The 
same  for  the  steel  industry.  We  need  to  see  a  process  of 
capacity  reduction  through 
bankruptcies.  What  Japan 
needs  is  a  hard  landing. 

"We  expect  the  domestic 
and  international  crisis  to 
have  a  powerfully  liberating 
effect  on  many  major  compa- 
nies in  Japan,"  Ockenden 
adds.  "As  every  company 
fights  for  survival  in  a  domes- 
tic economy  in  rapid  contrac- 
tion, the  gloves  will  come 
off.  We  expect  to  see  major 
restructuring  initiated  by  a 
growing  band  of  companies. 
The  process  will  gain  momen- 
tum and  lead  to  much  higher 
unemployment  but  also  to 
higher  returns  for  stockhold- 
ers. A  total  market  return  on 
investment  of  10%  to  12% 
is  conceivable  on  a  five-year 
view  with  some  companies 
doing  much  better,"  Ockenden 
concludes. 

That  would  be  good  news 
indeed  for  investors  and 
Japanese  management  alike. 


Forecast  for  the  Japanese  economy,  1998  ~  2000  [%  Year  on  Year] 

1998 

1999 

2000 

Real  GDP 

-2.9 

-1.0 

1.2 

Private  Consumption 

-2.0 

-1.5 

1.0 

Private  P&E  Investment 

-11.1 

-7.6 

4.6 

Government  Investment 

-0.8 

7.9 

-2.3 

Nominal  GDP 

-2.5 

-1.5 

1.8 

¥/$  Average 

125 

125 

125 

Industrial  Production 

-7.6 

-5.9 

1.9 

Wholesale  Prices 

-1.5 

-3.0 

-1.0 

Consumer  Prices 

0.5 

-0.8 

-0.5 

Unemployment  Rate  (Annual) 

4.3 

5.5 

5.7 

Total  Wages 

-0.5 

-0.7 

0.0 

Source:  Jardine  Fleming 
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Without  the  right  equipment 

A    BIG   JOB    CAN    SEEM    EVEN    BIGGER 


mil 


Whether  it's  high-volume  black  and 
white  or  full- color  solutions, 
Canon  has  the  right  tools  for  the  job. 


tafr.1 


Any  W  a  r  e  s 


When  faced  with  an  overwhelming  work- 
load, it's  good  to  have  office  equipment 
that's  up  to  the  task.  Like  Canon's  high- 
volume  systems.  Digital  or  analog,  our 
high-volume  machines  are  designed  so  you 
can  handle  your 
biggest  jobs  with 
very  little  effort.  And  all  have  finishing 
capabilities  that  can  improve  your  produc- 
tivity right  from  the  start.  Not  to  mention 
the  image  quality  and  reliability  that  have 
become  the  standard  in  the  industry.  So 
choose  the  right  equipment  -   high-volume 
black  and  white  and  full-color  solutions 
from  Canon.  Suddenly,  those  big  jobs  aren't 
so  big  anymore. 


r      ,.r'.i       --. 


Canon 


1-800-ok-canon,  www.usa.canon.com 
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MYCALCARD 


n  apan  may  be  experiencing  its  worst  recession 
I  in  50  years,  but  you  wouldn't  know  it  if  you 
r||  I  examined  the  recent  business  results  of 
^^  MYCALCARD  Inc.,  an  Osaka-based  nonbank 
finance  company  that  is  finding  profitable  growth  in 
the  business  of  issuing  credit  cards. 

Consider  this:  During  the  12  months  that  ended 
February  1998,  the  company,  which  is  a  member  of  the 
MYCAL  Group,  Japan's  fourth-largest  supermarket 
chain  and  operator  of  athletic  clubs,  cinema  complexes 
and  department  stores,  and  so  on,  posted  a  whopping 
63%  gain  in  net  income 
to   $15.2  million  on  a      "\Vf 

14.4%  increase  in  operat-       We  plan  to  take  advantage  of  Japan 's 
ing  revenues  to  $165.7      gfg  Bang  financial  reforms  to  offer  new 

million,  compared  with 
the  year  before. 


sen  'ices  to  maintain  our  competitiveness 


Shigeki  Obata 

MYCALCARD  INC. 


And  if  that  weren't  impressive  enough,  the  company 
expects  a  further  10%-plus  gain  in  operating  revenues 
in  the  fiscal  year  that  ends  in  February  1999,  as  well  as 
a  37%  jump  in  after-tax  profits. 

So,  what  recession? 

"We  are  very  fortunate,"  says  MYCALCARD  Chair- 
man Shigeki  Obata.  "We  have  been  able  to  achieve 
remarkable  business  results  despite  he  negative  effects 
of  stagnant  domestic  consumer  spei  iing  and  intense 
competition,"  he  says.  "We  feel  very  lucky." 
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Lucky?  Perhaps.  But  the  continuing  good  foi 
of  the  Osaka-based  company  have  more  to  do 
management  skills,  market  prowess  and  inno> 
products  and  services. 

Established  in  May  1982  as  an  instrument  to  e 
credit  to  customers  of  the  Group's  member  comp 
MYCALCARD  currently  is  a  broad-based  suppli 
credit  not  only  to  Group  customers  but  nationwid 
member  of  the  MasterCard  system.  Some  5.5  m 
MYCAL  cards  are  in  circulation  and  they  are  ace 
at  more  than  70,000  retail  outlets. 

"We  expect  to 
more  than  140,000 
outlets  by  the  en 
1999,"  says  Obata. 

Some  of  this  gr 
will  be  the  result  of ; 
olutionary  credit  ca 
the  first  of  its  kind  in  Japan  or  anyv 
else,  for  that  matter  —  that  incorpc 
integrated  circuit  technology  (IC)  capab 
storing  all  kinds  of  information  abo 
holder,  from  creditworthiness  to  b 
data.  In  addition,  the  company  plai 
issue  a  smart  card  in  the  near  future 
can  be  used  as  electronic  money. 

"By  adding  more  features  to  our  q 
cards,  we  can  expand  considerably 
range  of  services  we  offer  our  custom 
Obata  says. 

The  company  was  the  first  to  intro' 
Automatic  Service  Terminals  in  Febr 
1996,  which  simplified  application 
cedures    for    potential    customers 
allowed  approved  applicants  to  rec 
their  credit  cards  almost  immediately. 
MYCALCARD  has  also  extended  its 
work  of  cash  dispensers  to  cover  locat 
beyond  those  of  its  group  companies 
arrange  tie-ups  with  other  credit  ser 
companies.  As  a  result,  the  compa 
ATM  and  cash-dispensing  network  exp; 
ed  30%  during  its  past  business  yea 
^^^^^      more  than  41,000  nationwide. 

As  might  be  expected,  Obata  wants 
company  to  become  better  known  to  domestic 
international  investors.  MYCALCARD  was  recently 
ed  on  the  second  section  of  the  Tokyo  Stock  Exchai 
According  to  Obata,  it  hopes  to  advance  in  the  not-i 
distant  future  to  the  prestigious  first  section. 

"We  want  to  establish  a  sounder  financial  struci 
mainly  by  increasing  shareholders'  equity  and  cone 
trating  on  low-cost  fund  procurement  through 
issuance  of  commercial  paper  and  bonds,"  Obata  s. 
"We  need  to  be  ready  for  future  expansion." 
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Heaven  knows  why  people    . 
still  call  us  a  trading  company. 


It's  true  that  we're  one  of  the  world's  largest  general  trading  companies,  with  10,000 
people  in  over  200  offices  and  90  countries.  Yet  we're  more  than  just  steel  and  soybeans. 
We're  a  leader  in  logistics,  financial  services  and  natural  resource  development.  Likewise, 
we're  capitalizing  on  investments  in  satellites,  communications,  cable  and  contents  to 
create  new  multimedia  businesses,  and  to  forge  a  truly  global,  integrated  corporation  by 
the  21st  century.  That's  a  tall  order.  But  our  commitment  to  partnership  propels  us 
beyond  our  traditional  role,  to  reach  for  the  stars. 

i         Committed  to  the  global  good. 

ITOCHU  Corporation 


Tokyo  Headquarters:  5-1,  Kita-Aoyama  2-chome,  Minato-ku,  Tokyo  107-8077,  Japan 
Visit  our  internet  site  at  http://www.itochu.co.jp 
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JAPAN  MAINTENANCE 


hen  Osamu  Shikata  took  over  as  president 
of  Japan  Maintenance  Co.,  Ltd.,  a  leading 
supplier  of  building  maintenance  and  secur- 
ity services,  his  first  self-assigned  task  was 

to  launch  a  thorough  review  of  his  company's  opera- 
tions and  its  business  environment. 
What  he  found  shocked  him. 
Among  other  things,  he  discovered  that  the  idea  of 

"maintenance"  for  most  builders  was  little  more  than 

an  afterthought  of  the  construction  process;  something 

that  took  place  after  a  building  had  been  built.  Little 

attention  was  being  paid  to  maintenance  costs  in  the 

planning  and  development  stages. 

\Jur  principle  is  to  gain  customer  satisfaction  by  offering  them 
optimal,  integrated  maintenance  services  that  will  preserve 
the  operating  efficiencies  of  their  building  for  years  to  come. " 


Osamu  Shikata 

Japan  Maintenance  Co., 


Ltd. 


"Typically,  building  owners  were  only  worried  about 
how  much  a  building  was  going  to  cost  them,  not  how 
much  it  would  cost  to  maintain  the  structure,"  Shikata 
explains,  "when  in  fact,  maintenance  represents  a  cost 
factor,  on  average,  of  more  than  three  times  the  origi- 
nal cost  of  the  building  itself." 

Even  more  disturbing,  he  discover  d  that  no  one  in 
his  company  or  industry  was  takin  the  initiative  to 
consult  with  building  owners  before  they  started  con- 
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struction  of  a  new  building  to  see  how  better  pi; 
could  result  in  significantly  lower  maintenance 
Such  advanced  planning  could  save  everyone 
from  the  builder  to  the  operator  to  the  office  tenai 
"It  looked  like  a  'win-win'  situation  for  everyc 
we  could  become  involved  at  the  beginning  staj 
construction,"  he  recalls.  "So  we  began  offering 
suiting  services  to  architects  and  builders  to 
plan  and  construct  a  better,  more  efficient  bui 
with  lower  operating  costs.  It  began  a  new  chapi 
our  business." 

The  addition  of  this  new  business  service,  along 

his  comprehensive  review  of  all  mainline  servic 

his  company,  proved  1 

a     win-win     situation 

Japan  Maintenance.   Di 

Shikata's  five  years  as 

dent,  his  company  has 

tered    consecutive    year 

higher  sales  and  earnings 

appears  headed  for  another  record  ye 

the  12  months  ending  February 

when  operating  profits  are  expect 

increase  by  8.1%  to  990  million  yen 

gain  in  revenues  to  43.3  billion  y 

and  in  the  midst  of  one  of  Japan's  \ 

economic  slides  in  50  years. 

Japan  Maintenance  was  founde 
1972  to  provide  maintenance,  sec 
and  cleaning  services  to  fellow  mem 
of  what  is  today  known  as  the  M\ 
Group,  an  association  of  more  than 
companies  involved  in  operating  si 
markets,  health  clubs,  cinema  comp 
and  department  stores.  Over  the  years 
Osaka-based  company  has  steadily  exp 
ed  its  services  to  companies  outside 
MYCAL  Group  and  added  new  ser 
such  as  acting  as  a  consultant  to  the 
struction  industry  and  managing 
dential  buildings. 

During  Shikata's  tenure  as  chief  ex 
tive,  Japan  Maintenance  has  expande 
services  to  clients  outside  the  MY 
Group.  Approximately  43.2%  of  ]z 
Maintenance's  estimated  43.3  billion 
in  sales  this  year  will  come  from  services  supplie 
non-MYCAL  customers,  compared  with  38.5%  w 
Shikata  joined  the  company  in  1993. 

"We  believe  the  potential  for  growth  outside 
MYCAL  system  is  quite  good,"  Shikata  says. 

Shikata  also  sees  room  for  expansion  oversea 
emerging  countries  such  as  South  Korea,  Taiwan 
mainland  China. 

"Building  maintenance  is  a  global  industry,"  he  s; 
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Discover  TOHOKU 

The  reason  wise  investors  now  choose  Japan 
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Active  Regional  Development 

Tohoku  is  active  in  supporting  local  development.  In  addition  to  the  prestigious  Tohoku 
University,  it  has  the  Tohoku  Intelligent  Cosmos  Plan.This  plan  aims  to  make  the 
region  an  information  and  technology  center  to  the  world,  in  cooperation  with  the 
business,  academic  and  governmental  sectors.  It  also  has  the  Venture-Land 
Conference,  which  supports  venture  start-up  firms  in  the  region. 


Good  Life 

Tohoku  is  simply  a  great  place  to  live.  Easy  to  get  to,  spectacular 
scenery  and  a  guaranteed  warm  welcome. 

Low  Costs 

Land  prices  in  Tohoku  and  labor  costs  are  highly  competitive,  despite 
an  outstanding  location  and  skilled  workforce. 

Excellent  Financial  Support 

A  superb  support  system  offers  generous  tax  incentives  and  financing 
to  companies  locating  in  the  region. 


Easy  Access  to  Tokyo  Metropolitan  Area  &  Major  Markets 


Tohoku  Expressway 


Tohoku  Shsnkansen  ( Rullci  Train) 


HflHH 

International  Container  Shipping  Lane 


Let  us  send  you  a  FREE  CD-ROM,  'Tour  Base  for  SUCCESS  in  JAPAN :  TOHOKU" 

...and  show  you  why  so  many  major  U.S.  corporations  are  investing  in  Tohoku. 


E-mail  us  today  for  your  FREE  copy! 
mmnim  koryu@tohoku-epco.co.jp 

or  .....  81  -22-227-8390 


Tohoku 
Electric  Power  Co.,  Inc. 

HEAD  OFFICE  NEW  YORK  OFFICE 

81-22-225-3052      «e»  21 2-31 9-6200 
81-22-227-8390      «ze»21  2-31 9-1 836 


(10:00-17:00.  Japan  Standard  Time) 


♦  JDB  and  NEF  are  assisting  foreign  direct  investment  in  Japan  by  offering  low-interst,  long  term  loan  and  a  broad  range  of  information  services 


The  Japan  Development  Bank 

Center  for  the  Promotion  of  Direct  Investment  in  Japan 
0KY0  HEAD  OFFICE    «=»81  -3-3244-1 770  «z»81  -3-3245-1 938 

(10:00-17:00.  Japan  Standard  Time) 


North  East  Finance  of  Japan 

TOKYO  HEAD  OFFICE 
>  81  -3-3270-1 651    msim  81  -3-3246-0776 

(10:00-17:00,  Japan  Standard  Time) 
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apan  is  going  through  a  period  of  drastic 
change  for  the  third  time  in  the  last  130  years. 
Not  only  politics  and  the  economy  but  all  of 
society  must  inevitably  undergo  unprecedent- 
ed structural  reforms." 

The  speaker  is  Motoo  Fujisawa,  president  of  Gyosei 
Corporation,  which  publishes  500  new  books  every 
year,  as  well  as  the  Japanese  edition  of  Forbes.  What 
he  is  talking  about  are  the  monumental  and  historic 
changes  that  Japan  is  undergoing  at  all  levels  —  busi- 
ness, political,  social  and  cultural. 

Like  many  in  his  country,  Fujisawa  is  concerned  about 
the  impact  of  change,  not  only  on  Japan's  economy  and 
society,  but  also  on  its  spiritual  center  and  its  heart. 

"Those  who  strive  to  preserve  traditions  are  valued 
at  times,"  he  says,  "but  in  a  period  like 
today  when  the  future  is  uncertain  and 
difficult  to  foresee,  it  is  more  important 
to  try  new  things  and  accomplish  them 
with  speed." 


a  major  defeat  of  the  Liberal  Democratic  Party,  but 
er  a  rejection  by  the  Japanese  people  of  the  manr 
which  previous  governments  have  ruled. 

"The  LDP,  which  had  been  in  power  since  1955 
its  long-standing  political  grip  in  1993,"  Fujisawa 
"Since  then,  all  political  parties,  instead  of  tryir 
grasp  what  people  really  want,  have  been  repea 
coming  and  going  without  any  commitment  to  i 
gy  or  principles.  They  have  focused  only  on  stayij 
power.  No  wonder  the  LDP  suffered  an  election  c 
last  summer. 

"Given  the  present  mood  of  the  electorate,  v 
ever  political  party  had  been  in  power  would 
lost  the  elections  anyway,"  he  says.  "The  Japanese 
pie  want  changes,  and  any  politician  or  party  who 


Motoo  Fujisawa 
Gyosei  Corporation 


Fujisawa  is  the  guru  of  one  of  the  oldest  publishing 
companies  in  Japan,  an  enterprise  with  106  years  of 
tradition  and  history.  But  his  thinking  and  policies 
are  not  all  conservative. 

Reflecting  on  recent  political  change  Fujisawa 
doesn't  interpret  the  replacement  of  the  Hashimoto  gov- 
ernment with  one  headed  by  Prime  Minister  Obuchi  as 

■SO 


When  you  consider  what  Japan  has  accomplished  ter 
since  the  war,  the  'Big  Bang'  might  be  the  price  Japi 

has  to  pay  to  take  its  pro} 
role  in  the  next  century's\ 
global  economy. " 


gets  this  fact  has  no  future." 

Despite  some  critical  media  rej 
about  Obuchi,  Fujisawa  approa 
Japan's  new  prime  minister  ' 
high  expectations:  "It  is  true  tha 
is  a  good-natured  man  as  the  m 
has  noted.  But  he  is  more  than  1 
I  rather  see  in  him  a  cautious  sti 
gist.  Those  who  make  light  of 
may  be  very  much  surprised  in 
future,"  he  warns. 

The  top  priority  for  Obuchi  is,  a 
himself  admits,  economy  and  finar 
Fujisawa  thinks.  Japan  is  in  a  "dead 
situation"  that  "will  last  sev 
years,"  he  adds.  "It  is  wrong  and  un 
sonable  for  the  state  to  continue  to : 
port  companies  that  are  aln 
bankrupt,  especially  financial  and  ( 
struction  companies,  on  the  pretex 

^^^^^^^^      preventing  a  world  crisis  starting  fi 
Japan.  The  so-called  'Big  Bang'  finar 

reforms  might  be  rather  beneficial  to  Japan  and  have 

effect  of  accelerating  its  recovery." 
Opposition  to  reform  is,  in  the  end,  futile, 

cautions.  "When  you  consider  what  Japan  has  accc 

plished  since  the  war,  reforms  like  'Big  Bang'  might 

the  price  Japan  has  to  pay  to  take  its  proper  role 

the  next  century's  global  economy." 
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other  International  Corporation 

www.brother.com 

Canon  Inc. 

www.canon.com 


e  Industrial  Bank  of  Japan,  Ltd. 

www.ibjbank.co.jp 

Imperial  Hotel,  Ltd. 

www.imperialhotel.co.jp 

ITOCHU  Corporation 

www.itochu.com 

Kikkoman  Corporation 

www.kikkoman.co.jp 


Mitsubishi  Motors  Corporation 

www.mitsucars.com 

The  New  Otani,  Co.,  Ltd. 

www.newotani.co.jp 

Nippon  Steel  Corporation 

www.nipponsteel.com 


Ricoh  Company,  Ltd. 

www.ricoh-usa.com 

The  Sakura  Bank,  Ltd. 

www.sakura.co.jp 


hiseido  Co.,  Ltd. 

www.shiseido.co.jp/e/ 


Shu  Uemura  Cosmetics  Inc. 

www.shu-uemura.co.jp 

Tohoku  Electric  Power  Co.,  Inc. 

www.tohoku-epco.co.jp 
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Toshiba  Corporation 

www.toshiba.com 
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Special  Advertising  Section  'AfQ(i) 


niversary 


From  the  beauty  of  our  centuries -old  garden 
to  the  refined  comfort  of  our  guestrooms,  every 

detail  receives  the  same  meticulous  care. 
Entrust  your  stay  in  Tokyo  to  a  true  master. 


NEW  OTANI  HOTELS 

http://www.newotani.co.jp/index-e.htm 
http://www.travelweb.com 


Group  Hotels 

TOKYO  •  OSAKA  •  MAKUHARI  •  KOBE  •  HAKATA  •  LOS  ANGELES 
HONOLULU  •  SINGAPORE  •  BEIJING  •  AND  OTHERS 

For  Reservations  and  Information 

U.S./Canada  (800)  421-8795  London  (0171)584-6666 

Calif.  Only  (800)  273-2294  Hong  Kong  (852)  2529-2713 

Los  Angeles  (213)  629-1114  Tokyo  (03)    3262-7021 

New  York  (212)  308-7491  Osaka  (06)      941-7021 

Mileage  Pttrtnerships 

American  Airlines    J    British  /  'ways    J    Japan  Airlines 

Northwest  Airlines    J    Qantas  A  ways    J    United  Airlines 
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Toyota  Motor  Sales,  U.S.A.,  Inc. 
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fred    Goldman,    chief  market 
tegist  at  AG.  Edwards,  expects  the 
ket's  late-fall  rebound  to  comm- 
and that  the  Dow  will  soon  break 
it  its  November   1998   high  of 
74.  In  fact,  Goldman  expects  the 
jw  to  reach  10,500  sometime  in 
99.  \Yhv  such  optimism?  Goldman 
inks  that  the  economy  will  show 
rpnsing  strength  in  1999. 
He  sees  opportunity  in  downtrod- 
n  energy  stocks.   One   favorite: 
ep-water  driller  Transocean  Off- 
ore  (Rio,  $26),  which  sells  for  8 
nes  Goldman's  1999  estimate  of 
30    a    share.    Another    pick    is 
Klumberger  (SLB,  S45),  which  is  off 
1%  from  its  52 -week  high  and  sells 
16  times  Goldman's  1999  esti- 
atc.  Goldman  thinks  that  crude  oil 
-ices  (currently  $11  a  barrel)  will 
se  bv  at  least  $3  in  1999. 


The  overall  market 


These  companies  lost  at  least  halt' their 
market  value  m  1998,  and  tor  good 
reason.  All  are  expected  to  show  deficits 
in  fiscal  1998  It  securities  analysts'  out 
look  tor  their  recovery  is  right,  there 
could  be  a  few  bargains  on  this  list  The 
eight  companies  sell  tor  an  average  of  just 
13  times  estimated  1999  earnings 

Turnarounds? 


Company 

Recent 
price 

1998 
est  EPS 

1999 
est  EPS 

Cabletron  Sys 

$8.81  $-0.01 

$0.51 

EduTrek  Intl 

6.06 

-0.03 

0.50 

Friedman  Billings  Ramsey  5.88 

-0.32 

0.60 

Northwest  Airlines 

23.25 

-1.58 

3.41 

Perception 

6.25 

-0.10 

037' 

Pioneer  Group 

14.88 

-1.06 

0.87 

Pittson  Bax  Group 

8.19 

-0.87 

1.07 

Sequent  Computer  Group  9.94 

-0.21 

0.51 

Source:  IBES  Express. 
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The  Barra  All-US  price  index  as  of  12/17/98 

Market  value:  $12.5  trillion 

P/E:  25.6 

P'E  minus  negative  EPS:  23.4 

Price/book:  3.8 

Yield:  1.2% 


12-month  closeup 


5800 


4600 


u  200-day  moving  average 
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Closeup  on  the  markets 


Index  or  investment 

%  Chan 
1  year  ago 

ge  from 
S-year  high 

-3.7% 

Barra  All-US  index 

1.9% 
3.0 

] 

16.1% 

S&P/Barra  (Srowth  index 

1 

36.1 

-0.6 

S&P/Barra  Value  index 

2.1 

n 

10.8 
13.1 

-5.3 
-5.3 
-1.0 
-5.1 
-0.3 

Dow  Jones  industrials 

0.0 

S&P  500 

2.6 
1.2 

1 

23.5 
13.6 

NYSE 

Zl 

Nasdaq 

4.6 
3.3 

|  34.2 

PSE  Tech  100 

1 

49.9 

-2.0 

eafe' 

1.7 

J 

13.5 

-6.5 
-27.1 
-29.8 

CRB  futures  index 

-2.3         I 

-18.5 
1.4 

Gold  (Comex  spot) 

0.0 

Yen  (per  $US) 

Oil  (W  Texas  Intermediate) 

-1.9 
-1.3 

~ 

-9.7 
-40.5 

-21.1 
-58.5 

Recent 
Buying                                   P»« 

Market 

value 

($mil) 

1999 
EPS" 

Selling 

Recent 
price 

Market 

value 

($mil) 

1999 
EPS8 

Keystone  Financial                  $34.50 

$1,775 

$  2.11 

Mid  Atlantic  Medical  Svcs 
Read-Rite 

$9.75 

$484 

$0.80' 
0.189 

PSINet           '                        17.00 

881 

-4.30s 

14.50 
11.06 

706 

Security  Dynamics  Technologies  17.88 

731 

0.68 

Steel  Dynamics 

529 

1.06 

1.299 

-0.069 

ServiceMaster                         21.50 

6,392 

0.76 
0.15' 

Teradyne 

Trans  World  Airlines 

38.00 
5.81 

3,189 
335 

Telephone  &  Data  Systems          47.25 

2,890 

The  best  and  worst  performing  i. 


Best 

2-week 
change 

Change 

since 

12/31/97 

Worst 

2-week 
change 

Change 

since 

12/31/97 

Iron  &  steel 
Oilfield  services 

11.3% 
11.3 

11.2% 
-58.8 

Leisure,  luxury 

Beverages 

Tobacco 

-9.0% 

-4.5 

-3.8 

-13.8% 

-6.7 

16.3 
-18.7 
-10.7 

Trucking 

9.0 

-14.1 

Water  transport 

8.0 

-1.4 

Containers 

-2.1 
-2.0 

Motor  vehicles 

7.9 

67.0 

Tire  &  rubber 

Data  for  period  ending  12/17/98.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are 
excluded  Total  return  of  more  than  150  targe  -capital  ization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  'Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book 
ratios,  high  yields  and  low  pnee-to-earmngs  ratios.  A  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  'A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source: 
Morgan  Stanley  Capital  International.  'Index  of  21  commodity  futures.  'Source:  Bridge-Commodity  Research  Bureau.  'Buys  and  sells  are  tabulated  by  fastcheck.com,  a  proprietary  model  from  the  Mutual  Discovery  Network,  For  an  update  on  the  performance 
of  these  stocks  see  our  Web  site  at  www.forbes.com/wallstreet.  'Consensus  estimate.  9Flash°estimate  is  the  average  of  a  firm's  estimates  received  over  the  last  four  weeks.  Flash  estimate  is  printed  when  it  differs  from  the  consensus  by  at  least  15%.  '"Shows 
return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  sources:  Barra,  Inc.;  IBES  Express. 
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Treasury  yield  curve  (12/16/98) 


BY  ERIC  S.  HARDY 
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Spread  over 

Treasurys* 

Total  returns* 

Security" 
AA  corporates 
AAA  industrials 
Ginnie  Maes 
Junk  corporates 
Municipals 

Basis  points 

Security' 

1  year 

3  years" 

70 

AAA  corporates 

8.3% 
8.1 

7.3% 
8.1 

56 

136 

624 

-108 

Ginnie  Maes 

Junk  corporates 
Municipals' 
Treasury  bonds 

1.7 

7.7 
11.0 

8.9 
6.9 
7.9 

%a\ 


- 


lib 
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Thanks  to  sustained  low  inflatk 
interest  rates  fell  sharply  during  1 
and  should  decline  still  further  in 
first  half  of  1999,  according  to  P 
Bank  chief  economist  Stuart  Ho 
man.  By  mid- 1999  Hoffman  expe< 
the  Federal  Reserve  to  reward  fixi 
income  investors  with  at  least  t\i 
25-basis-point  cuts  in  the  Fed  funi  I 
rate  (the  interest  rate  at  which  ban  e 
lend  money  to  one  another).  TH  | 
bodes  well  for  bond  prices:  Hoffm 
expects  the  yield  on  the  30-ye 
Treasury  bond  to  decline  to  as  low 
4.5%  from  its  current  5%. 

Municipal  bonds  also  look  cor 
pelling — even  for  investors  who  area  I 
in  the  highest  tax  bracket.  Consider 
high-grade  (AAA  Moody's  ratin;! 
30-year   municipal    bond   yieldin   rte,aw 
4.9%.  No  question,  a  Treasury  bor 
with  a  similar  maturity  and  yield  (5?   m 
carries  slightly  less  credit  risk  and 
noncallable.  But  owners  of  the  muni]  I 
ipal  bond  appear  to  be  well  compel   float 
sated  for  the  excess  risk.  Assuming^  Bdhas 
31%  federal  tax  bracket,  the  municipii  nilyd 
bond  offers  a  taxable  equivalent  vie!   nils '. 
of  7.1%.  M 

One  aversion  investors  have  t   |Rr1 
municipal  bonds  is  the  variance  c< 
prices  between  brokers.  This  is  espt   ,,  , 
daily  true  when  someone  tries  to  se   "" ' 
a  bond.  Thomas  Doe,  president  c   * 
Municipal  Market  Advisors,  a  Con  " 
cord,  Mass.  research  firm,  point:  M 
out:  "Municipals  are  perceived  a  ltd? 
more   hassle    [to   invest   in]    tha:  brer. Jj 
stocks,  in  part  because  stocks  ar   snuri 
listed  in  the  paper  every  day  an< 
munis  aren't."  Fortunately,  the  com 
puter  is  making  it  much  easier  fo 
even  small  investors  to  assess  th< 
market.  Palo  Alto-based  E*Trade,  i 
publicly  traded  on-line  brokerag< 
firm,  introduced  a  comprehensive 
bond-trading  system  for  individua 
investors  on  Dec.  8,  1998.  Client: 
can  access  credit  ratings  and  price; 
for  municipal,  corporate  and  Trea 
sury     bonds     and     trade     then 
on-line.  The  Bond  Market  Associa- 
tion also  has  an  excellent  free  Web 
site    (www.investinginbonds.com) 
with   a  plethora  of  bond-trading 
information. 


beg; 
pin 


fcpat 


:.:; 


Note:  Most  information  provided  by  Barra,  Inc.,  Berkeley.  Calif.  *As  of  11/30/98.  'A  basis  point  is  equal  to  one-hundredth  of  a  percentage  point.  ?Yield  on  10-year  Treasurys. 
'The  trailing  12-month  increase  in  the  overall  Consumer  Price  Index.  "Composite  maturities.  -Source:  Credit  Suisse  First  Boston.  "Spread  between  long 


and  30-year  U.S.  Treasury  bonds.  'Source:  Lehman  Brothers.  'Annualized. 
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ed  by  Matthew  Schifrin 

Has,  better  focus 

1^^  Rochester,  N.Y. -based  eye- 

|!^"    wear  giant  Bausch  &  Lomb 

ItYSE:  bol)  was  once  a  Wall  Street 

fcrling.  But  that  was  long  ago. 

I  Problems  started  in  the  early  1990; 

■hen  former  chief  executive  Daniel 

■ill  bought  Miracle  Ear  hearing  aids 

Bid  allowed  competition  to  erode 

I  rofits  at  its  Ray- Ban  sunglasses  unit. 

■leanwhile,  Johnson  &  Johnson 

Lrought  out  disposable  contact 

■rnses,  which  had  begun  corroding 

■vausch  &  Lomb's  domestic  market 

■nare  in  contact  lenses.  It  ultimately 

lupped  to  13%,  tailing  behind  j&j.  In 
995  Gill  resigned  after  he  was 

-ed  ot  cooking  the  books.  i^^H 

I   Bausch  &  Lomb's  stock  fell  from 

■58  in  1992  to  $32  in  1994  and  has  languished  ever 

Since,  a  wallflower  in  the  great  bull  market. 

A  turnaround  looms.  Chief  Executive  William  Car- 
>enter,  a  i&j  veteran,  took  over  in  1997.  He  is  selling 
he  moneylosing  hearing  aid  and  eyewear  businesses. 
Back  to  basics  now,  B&L  is  aggressively  marketing  its 
disposable  weekly  lenses,  Soflens66,  to  optometrists, 
ind  has  introduced  two  new  kinds  of  lenses,  including 
i  daily  disposable.  Its  lens  solution  business  now  com- 
mands 28%  of  that  market,  with  gross  margins  of  70%. 
A  bull  on  the  stock,  Ethan  Silverman  of  hedge  fund 

Silver  Tree  Capital  I  P  says  Carpenter's  fixes  will  make 


JFK  with  his  trademark  Ray-Bans 

The  shades  biz  has  seen  better  days 


Bausch  &  Lomb,  a  $2  billion  (rev- 
enues) pure  play  in  optical  health 
care,  a  growth  business — since  120 
million  Americans  need  visual  aids. 
Best  of  all,  B&L  is  pushing  into  the 
hottest  segment  in  optical  health 
care:  corrective  eye  surgery.  This 
year  400,000  Americans  had 
surgery  to  correct  their  vision,  up 
from  180,000  in  1997.  Believers 
think  the  numbers  will  double  again 
by  2001. 

The  surgery,  which  uses  blades  to 
cut  the  cornea  and  lasers  to  reshape 
it,  costs  $1,950  per  eye.  Bausch  & 
Lomb's  Chiron  Vision  controls  85% 
of  the  market  for  the  tiny  micro- 
keratomes,  or  blades,  used  in  the 
operation.  And  soon  b&l  will  intro- 
duce its  own  lasers,  approved  for  use  in  Europe,  which 
will  boost  the  revenue  it  collects  for  every  corrective 
procedure.  Chiron  generated  revenues  of  $55  million 
in  1997  and  about  $70  million  in  1998.  Silverman 
believes  Bausch  &  Lomb's  surgery  equipment  busi- 
ness, plus  its  eye  pharmaceuticals  business,  will  grow 
20%  next  year. 

Bausch  &  Lomb  trades  at  $56,  or  20  times  pro- 
jected 1999  earnings,  versus  25  times  for  competi- 
tors. Silverman  thinks  the  stock  should  rise  at  least 
50%  by  year-end. 

-Stepeiane  Fitch 


No  fish  story 


^    Last  year  Avram  Gkzer,  the 

son  of  Malcolm  Clazer,  the 
ontrolling  shareholder  in  Houston- 
used  Zapata  Corp.,  caught  Internet 
revet.  In  April  Zapata  sold  off  40%  of 
ts  marine  protein  business,  renamed 
Dmega  Protein,  in  an  initial  public 
offering  priced  at  $16.  They  used 
»me  of  the  proceeds  to  invest  in 
Zapata's  Web  business;  the  Web  plan 
promptly  flopped. 


A  menhaden  fish 

Stock's  a  nice  catch,  too. 


Since  then  Omega's  (NYSE:  ome) 
siock  price  has  fallen  as  low  as  $3.75. 
This  is  one  fallen  ipo  that's  well 
worth  a  look. 

Omega  is  in  a  pretty  good  busi- 
ness. Each  year  from  April  to  Decem- 
ber Omega  sends  its  fishermen  onto 
the  Chesapeake  Bay  and  off  the  Gulf 
Coast  to  catch  menhaden — oily,  sil- 
very fish  that  swim  in  giant  schools. 
Plant  workers  roast  the  catch  to  make 
three  products:  fish  meal  used  for 
animal  feed,  fish  oil  used  in  items  like 
margarine  and  paint,  and  fish  solubles 
used  for  fertilizer.  It  has  been  a  fairly 
steady  business  since  1913,  and  today 
Omega's  $133.6  million  in  revenues 
account  for  80%  of  the  marine  pro- 
tein market  in  the  U.S. 

So  why  did  the  IPO  tank?  In  1998 
Omega  was  battered  during  the  late 
summer  selloff  in  small  cap  stocks. 
Then,  a  bad  hurricane  season  in  the 
Gulf  reduced  the  catch  there  by  20%. 

'The  stock,  at  a  recent  $8.25,  is  sell- 
ing at  less  than  eight  times  1998 


earnings.  Timothy  Ramey,  an  analyst 
with  Deutsche  Bank  Securities,  thinks 
its  shares  are  cheap.  "This  company 
has  enormously  good  operating  mar- 
gins, about  25%  this  year,  and  its  cash 
flow  looks  strong:  $17.9  million  for 
1999,  $25.3  million  for  2000." 

Thanks  to  investment  in  new  facili- 
ties, the  company  is  processing  more 
specialty  fish  meal,  which  should  boost 
margins  next  year.  Another  big  plus 
for  Omega:  In  1997  the  FDA  approved 
the  use  of  menhaden  oil  as  an  ingredi- 
ent in  food.  Omega  already  sells  its 
fish  oil  to  food  producers  in  Europe 
and  has  recently  started  marketing  it  in 
the  U.S.  Fish  oil,  unlike  soy,  is  high  in 
omega- 3  fatty  acids,  considered  by  sci- 
entists to  be  healthful. 

Omega's  earnings  are  no  fish  story. 
For  fiscal  1999  (Sept.  30),  analyst 
Ramey  says  earnings  will  be  down  a 
bit,  to  90  cents,  because  of  the  hurri- 
canes. But  he  expects  income  to  be 
back  to  $1.20  in  the  next  fiscal  year. 

-ASHLEA  EBELING     WM 
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contrarian 


By  David  Dreman 


Las  Vegas  on  Wall  Street 


IP.G 

to 


Playing  long  odds 


Type  of  fund 

1998 

1993-98 

Aggressive  Growth 

10.2% 

16.6% 

Distressed  Securities 

-2.4 

13.3 

Emerging  Markets 

-32.0 

6.1 

Fund  of  Funds 

-1.1 

10.9 

Income 

-2.8 

7.0 

Macro 

2.0 

12.1 

Market  Neutral-Arbitrage 

1.3 

12.4 

Market  Neutral-Securities  Hedging  4.2 

15.0 

Market  Timing 

19.9 

13.6 

Opportunistic 

3.3 

18.0 

Several  Strategies 

3.5 

13.6 

Short  Selling 

-6.0 

-3.0 

Special  Situations 

2.9 

17.2 

Value 

1.7 

17.1 

Van  Global  Hedge  Fund  Index 

-1.0 

13.4 

S&P  500 

14.6 

19.9 

Total  annualized  return  January  1993  through 

October  1998.  Data:  Van  Hedge  Fund  Advisors. 

edge  funds  have  sharply 
derperformed  the  bull  market 


When  you  go  to  Las  Vegas,  you  know  the 
odds  are  stacked  in  favor  of  the  house  and 
against  the  players.  Though  most  people 
don't  realize  it,  the  odds  in  many  of  the 
hedge  funds  are  stacked  even  more  heavily 
against  the  investor  than  they  are  in  Vegas. 

As  I  understand  it,  the  casinos  set  the 
numbers  so  that  they  rake  off  about  5%  of 
the  take.  That's  charity  by  comparison  with 
hedge  funds,  which  generally  demand  20% 
of  the  profits,  share  none  of  die  losses  and 
nick  you  for  1.5%  to  2%  per  annum,  even  if 
they  lose. 

True,  there  are  some  grand  masters  of 
investing  who  run  hedge  funds,  like  George 
Soros  or  Julian  Robertson.  But  for  every 
Soros  or  Robertson  there  are  dozens  of 
wannabes  who  are  simply  gambling  with 
their  clients'  money  in  the  hope  of  gain- 
ing that  20%. 

Van  Hedge  Fund  Advisors  Inc.,  in 
Nashville,  has  built  a  performance  index 
using  monthly  returns  of  2,600  hedge  funds 
(1,500  domestic,  1,100  international).  The 
table  below  summarizes  returns  from  the 
start  of  1993  to  the  end  of  October  1998. 
After  deducting  their 
rich  performance  fees, 
hedge  funds  as  a  group 
sharply  underperformed 
the  S&P  500  in  six  years  of 
this  runaway  bull  market. 
They  took  outsized  risks 
to  get  even  this  dismal 
return.  Many  hedgies  use 
leverage  and  turn  their 
portfolios  over  200%  or 
more  a  year,  leaving  the 
taxable  investor  with  a  fist- 
ful of  short-term  gains.  In 
a  40%  tax  bracket,  the 
13.4%  hedge  fund  return 
over  time  drops  to  8% 
aftertax. 

The  table  shows  that 
there  are  14  categories  of 
hedge  funds  to  chose 
from,  ranging  from 
aggressive  growth  to 
emerging  markets  to  dis- 
tressed securities.  Not  one 
category  beat  the  S&P 


over  the  whole  period. 

Actually,  the  numbers  reported  to  Van 
may  overstate  the  funds'  results,  despite  th 
firrh's  efforts  for  accuracy  Dismal  records 
are  probably  never  reported,  and  funds  thai! 
were  good  but  have  since  fallen  on  bad 
times  are  less  inclined  to  share  the  news. 

In  short,  most  investors  are  better  off  in 
an  index  fund.  It  may  not  make  for  the  best 
cocktail  chatter,  but  indexing  is  better  for 
your  financial  health  than  going  the  hedge  | 
fund  route. 

If  you  still  can't  resist  the  lure  of  lever- 
aged, outsized  profits,  make  sure  you  are 
with  a  pro  who  has  outperformed  the 
market  for  ten  years  or  more.  If  you  are  in  a 
taxable  account,  monitor  carefully  what  parij 
of  the  gains  are  short  term. 

Better  yet,  go  the  1ow-p/e  route  to  long- 
term  growth  of  your  capital.  Here  are  some 
of  my  current  choices: 

Columbia  Energy  (58,  cg)  owns  two  gas 
pipelines  and  eight  gas  distribution  compa- 
nies. In  1998  earnings  were  flat  as  a  result 
of  warm  weather  but  should  rise  15%  this 
year.  Stock  trades  at  a  price/earnings  ratio 
of  18,  yielding  1.4%. 

Conoco  (20,  coc)  is  an  integrated  oil 
company,  30%  of  which  was  recently  sold  to 
the  public  by  DuPont.  The  stock  appears  to 
be  a  good  bet  on  a  rise  in  the  price  of  oil 
because  of  its  large  reserves.  It  trades  at  a 
p/e  of  16. 

KeyCorp  (32,  key),  a  major  regional  bank, 
has  branches  in  13  states.  Concerns  about 
growth  have  knocked  the  stock  down 
almost  30%  from  its  1998  high.  The  stock  is 
good  value  at  a  p/e  of  14  and  a  2.9%  yield. 

Schlumberger  (44,  slb)  is  the  world's 
largest  provider  of  oilfield  services.  The 
pressure  on  oil  prices  has  resulted  in  the 
stock's  dropping  55%  from  its  12-month 
high.  But  the  world  isn't  going  to  stop 
using  oil,  and  slb  looks  promising  at  a  p/e 
of  21  and  yield  of  1.7%. 

Universal  Corp.  (33,  uw)  is  the  world's 
largest  importer  and  exporter  of  tobacco 
leaf  and  a  major  processor  and  distributor  of 
tobacco.  UW  has  dropped  more  than  30% 
on  the  news  of  the  tobacco  settlement  and 
poor  crop  conditions.  It  presents  good 
value  at  a  p/e  of  8  and  a  3.6%  yield.  M 


David  Dreman  is  chairman  of  Dreman  Value  Mana,  sment  of  Jersey  City,  N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next  Generation. 
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David  P.  Goldman 


income  strategy 


Itocks  versus  junk 


In  my  Aug.  10,  1998  column,  I 
contended  that  Treasury  bonds 
looked  better  than  stocks  on  a 
risk- return  basis.  That  was  timely 
advice.  Between  July  27  (when 
the  column  appeared)  and  Dec. 
21,  the  30-year  Treasury  bond 
returned  14%  to  investors.  After 
a  lot  of  whipsawing,  the  s&P 
500  was  up  just  7%. 

I  now  think  the  Treasurys 
have  had  their  run.  Buy  long 
Treasurys  only  if  you  want  safe 
coupon  income  and  very  modest 
price  appreciation. 

What  next?  It's  time  to  think  of  slightly 
riskier  ventures  with  your  money.  You  could 
switch  from  Treasurys  to  junk,  or  you  could 
create  a  so-called  balanced  portfolio  by  split- 
ting your  investment  between  Treasury 
bonds  and  stocks.  These  two  strategies  are 
roughly  equivalent  in  risk — junk  is,  after  all, 
something  of  a  hybrid  between  stocks  and 
bonds — but  they  can  be  very  different  in 
investment  results.  Of  the  two  strategies,  I 
think  the  junk  option  is  better. 

The  reason  that  I  consider  junk  to  be  a 
good  buy,  while  a  traditional  stock-bond 
mix  is  not  such  a  good  buy,  is  that  options 
are  too  expensive  these  days.  If  that  sounds 
like  a  non  sequitur,  read  on.  Options  are 
embedded  in  just  about  any  portfolio  you 
might  have,  and  any  time  you  make  an 
investment  decision  you  are  making  an 
implicit  judgment  about  option  values. 

Investing  in  junk  bonds  is  like  buying 
Treasurys  and  at  the  same  time  selling  out- 
of-the-money  puts  on  stocks.  When  you  sell 
a  put,  you  collect  a  fixed  premium.  You  take 
the  risk  that  the  price  of  the  underlying 
stock  will  fall  below  the  strike  price.  You 
don't  stand  to  gain  if  the  stock  price  goes 
through  the  roof,  so  your  upside  is  limited, 
but  you  can  lose  a  lot  if  the  stock  goes 
through  the  floor. 

Why  would  you  want  to  sell  put  options? 
It  would  make  sense  if  you  thought  that 
options  were  overpriced.  When  something 
is  overpriced,  selling  it  is  a  good  strategy. 

And  why  is  the  purchase  of  a  junk  bond 
akin  to  the  purchase  of  a  Treasury  coupled 


Buying  junk  is 
like  buying  a 
Treasury— and 
simultaneously 
selling  put 
options.  You 
ought  to 
know  why. 


with  the  simultaneous  sale  of  a 
put  option?  Because  the  extra 
yield  on  the  junk  bond  is  like  the 
premium  income  you  get  from 
selling  a  put  option.  As  for  your 
risks,  they  are  about  the  same 
with  the  two  investments.  Every 
now  and  then  stocks  sink  like  a 
stone,  with  the  result  that  put 
sellers  take  a  beating.  In  a  similar 
fashion,  every  now  and  then  a 
company  collapses  in  value, 
sending  its  stock  price  through 
the  floor  and  occasioning  huge 
losses  of  principal  for  the  owners 
of  its  junk  bonds. 

For  example:  If  you  sold  a  put  on  the  s&P 
future  on  Dec.  15,  1998  for  expiration  in  12 
months  at  a  strike  price  of  1,100,  you  would 
receive  $76,  or  6.5%  of  the  then  current 
1,178  price  of  December  1999  s&P  futures. 
Think  of  that  6.5%  premium  as  like  the  yield 
premium  on  a  junk  bond.  If  the  stock  market 
collapses  (or  die  bond  defaults),  you  lose.  If  it 
surges,  you  keep  your  premium  and  no  more. 
Volatility  drives  option  prices.  The  greater 
the  volatility,  the  more  an  option  is  worth. 
In  fact,  the  spread  between  junk  bond  yields 
and  Treasury  yields  tracks  equity  market 
volatility  quite  closely. 

Equity,  on  the  other  hand,  can  be  thought 
of  as  a  long  call  option  on  the  assets  of  a 
company.  When  you  own  equity,  you  have  a 
long  position  in  the  option.  By  this  logic,  we 
reduce  the  issue  of  junk  bonds  versus  stocks 
to  one  question:  Are  equity  options  rich  or 
cheap?  If  they  are  rich,  you  would  rather  be  a 
seller  than  a  buyer. 

I  think  option  prices  are  too  rich  these 
days.  The  summer  crash  spooked  investors 
into  expecting  greater  volatility  in  coming 
months  than  we  will  experience. 

Be  a  seller,  not  a  buyer,  of  overpriced 
options.  Do  that  by  owning  junk  bonds  or  a 
junk  bond  fund. 

If  you  agree  with  me  that  the  U.S.  is  in 
no  danger  of  a  major  recession,  you  should 
consider  junk  bonds  as  an  alternative  to 
stocks.  As  economic  uncertainty  fades,  junk 
bonds  should  appreciate  a  bit  even  if  stock 
prices  remain  stable  or  fall  slightly.  H 


David  P.  Goldman  is  Credit  Suisse  First  Boston's  global  credit  strategist. 
E-  mail:  david.goldman@csfb.com 
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By  Martin  Sosnoff 


t  ends 


Buffett  and  cheap  oil  don't  mix  fiv 


A  GALLON  OF  GASOLINE  is 

cheaper  than  a  liter  of  Coca- 
Cola.  This  is  bad  news  for 
Coke,  bearish  for  Berkshire 
Hathaway,  specifically,  and  gen- 
erally a  worldwide  depressant. 
It  doesn't  help  banks  and  bro- 
kers dealing  in  emerging  market 
bonds,  either. 

Oil  below  $10  a  barrel  is  bit- 
ing into  Mexico,  Venezuela, 
Indonesia  and  all  the  Middle 
East  oil  producers,  also  Norway. 
Their  1998  budgets  were  based 
on  $17  oil.  Ten-dollar  oil  spells 
deficits  in  the  billions,  weaken-         ^^^^^ 
ing  currencies  and  more  geopo- 
litical risk  for  everyone.  It's  hard  to  find 
even  an  energy  security  analyst  who  thinks 
an  early  recovery  is  in  the  cards. 

This  is  also  bad  news  for  Warren  Buffett. 
Buffett  stands  today  immobilized  by  his 
own  successes  in  franchise-based  equities 
like  Coca-Cola,  American  Express,  Geico, 
Washington  Post  Co.,  Disneyland  and 
Gillette.  Berkshire's  equity  portfolio,  over- 
weighted with  almost  $13  billion  in  Coca- 
Cola  out  of  $31  billion  in  specified  equities, 
underperformed  the  s&P  500  by  20  per- 
centage points  in  1998.  Coke  performed 
particularly  poorly  relative  to  other  pricey 
securities,  like  Pfizer,  Microsoft  and  Lucent, 
which  virtually  doubled  in  1998  and  are 
not  so  dependent  on  emerging  markets. 

Unless  you  believe  worldwide  reflation  is 
coming  soon,  it's  hard  to  see  1999,  either, 
as  a  vintage  year  for  Berkshire  Hathaway. 
There  is  a  strategic  problem  with 
Berkshire's  portfolio  of  insurance  operating 
companies.  After  an  eight-year  bull  market, 
the  capital-to-surplus  ratios  of  most  fire- 
and-casualty  underwriters  is  woefully 
underleveraged.  Normally,  the  premium-to- 
surplus  ratio  for  underwriters  is  closer  to 
2-to-l.  Today  it's  almost  1-to-l.  This  has 
caused  everyone  to  shave  premium  rates, 
but  it  is  also  topping  out  the  investment 
income  line,  which  is  where  the  carriers 
make  their  money.  The  same  goes  for  re- 
insurance worldwide. 

Gen  Re  runs  a  1-to-l  premium-to-sur- 
plus ratic   with  little  growth  on  its  premi- 


Unless  you 
believe  world- 
wide reflation 
is  coming, 
it's  hard  to 
see  1999  as 
a  vintage  year 
for  Berkshire 
Hathaway. 


um  revenue  line.  The  company 
is  too  smart  to  take  bigger  risks 
for  lower  rates,  and  is  deter- 
mined to  maintain  its  combined 
ratio  of  losses  and  expenses  at 
100  or  below.  Aside  from  capital 
gains  on  its  portfolio,  which  is 
heavily  weighted  in  bonds  and 
municipals,  earnings  are  flatten 
ing  out. 

To  get  going,  Buffett  needs 
to  make  a  timely  entry  into 
equities  with  as  much  as  $10 
billion  to  $15  billion  of  Gen 
Re's  investment  portfolio,  plus 
^^^^^       $5  billion  or  more  of 

Berkshire's  cash.  Where  is  he 
going  to  put  the  money  in  a  market 
priced  at  24  times  forward  12-month 
earnings?  Being  fully  invested  regardless 
of  price  isn't  Buffett's  style. 

I  like  what  he's  doing  with  Geico.  Going, 
for  market  share  against  $tate  Farm  and 
Allstate  makes  sense.  I  can  see  Geico  pick- 
ing up  market  share  points  over  the  next 
three  years,  but  only  15%  of  the  total  mar- 
ket is  available  for  switching.  Allstate  retains 
over  90%  of  its  customers  with  good  ser- 
vice, and  the  industry's  15%  that  switches  is 
not  the  highest-quality  business.  $o  Geico 
will  grow  its  cash  flow  at  15%  or  better,  but 
this  will  penalize  near-term  earnings.  That's 
vintage  Buffett:  He'll  take  cash  flow  over 
earnings  anytime. 

But  put  it  all  together  and  what  do  you 
have?  Berkshire  Hathaway  as  a  stock  peaked 
at  $89,000  last  year  and  trades  closer  to 
$60,000  currently.  For  Berkshire  to  see 
$89,000  again,  Buffett's  going  to  need  the 
following:  worldwide  reflation  to  lift  Coca- 
Cola;  a  chance  to  reinvest  his  cash,  some 
$25  billion  of  Gen  Re's  portfolio  and 
growth  in  Gen  Re's  premiums  in  a  soft 
worldwide  reinsurance  market. 

All  this  suggests  Buffett  is  likely  to  press 
for  another  big  acquisition  before  long  in 
order  to  get  some  growth. 

If  Warren  Buffett  has  to  scramble  to  make 
money  in  these  conditions,  what  does  this  say 
for  the  average  investor?  It  says  that  if  he  or 
she  owns  30-year  zero  Treasury  bonds,  he  or 
she  is  in  good  shape  for  the  new  year.         Mi 


Martin  Sosnoff  is  chief  investment  officer  of  Atalc  'a/Sosnoff  Capital  in  New  York  and  author  of  Silent  Investor,  Silent  Loser.  E-mail:  mts@atalantasosnoff.com 
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of  view 

Rteve  H.  Hanke 


ive  le  cowboy  capitalism 


Bill  Clinton  wants  to  raise  the  mini- 
mum wage.  Again.  And  who  wants  to  argue 
with  him,  especially  during  the  holiday 
season?  Who  would  begrudge  giving  a  little 
extra  to  all  those  people  slaving  away  at 
what  for  most  is  their  first  real  job? 

My  answer  is:  Go  talk  to  all  those  French 
kids  who  haven't  got  jobs — and  may  never 
have  jobs,  thanks  to  the  kind  of 
social  engineering  Clinton  is 
proposing. 

Clinton  probably  hasn't  read 
the  Nov.  30  issue  ofFORBES.  It 
contained  a  piece  by  Richard  C. 
Morais  titled,  "Even  the  chefs 
are  leaving  France."  Morais 
chronicles  why  the  best  and  the 
brightest  in  France  are  voting 
with  their  feet;  oppressed  by 
France's  welfare  state,  they 
are  attracted  in  large  numbers 
by  what  French  eggheads  like- 
to  disparage  as  American 
"cowboy  capitalism." 

This  cowboy  capitalism  has 
created  so  many  jobs  that  there 
are  shortages  here  in  the  U.S. 
and  a  national  unemployment 
rate  of  just  4.4%.  In  France,  mmmmm 

where  the  all-powerful  state  for- 
bids cowboy  capitalism,  the  unemployment 
rate  has  hovered  around  12%  for  six  years — 
and  among  young  people  the  comparable 
rate  has  been  25%.  From  the  skilled  end  of 
the  jobs  spectrum  to  the  unskilled  end, 
young  French  people  are  moving  abroad. 
Perhaps  they  prefer  being  exploited  by  cow- 
boys rather  than  being  pampered  by  the 
French  state. 

No  sooner  had  I  read  Morais'  article  than 
a  silver  bullet  arrived  from  the  National 
Bureau  of  Economic  Research,  Inc.  in  Cam- 
bridge, Mass.:  "Minimum  Wages  and  Youth 
Employment  in  France  and  the  United 
States,"  by  Abowd,  Kramarz,  Lemieux  & 
Margolis  (nber  Working  Paper  No.  6111). 

The  authors'  exhaustive  and  thorough 
study  focused  on  young  people  under  the 
age  of  3 1 .  In  both  countries,  this  is  the  age 
group  that  suffers  from  the  highest  rate  of 
unemployment.  During  1981-89,  the 
period  covered  by  the  French  part  of  the 


Adjusted  for 
inflation,  the 
minimum 
wage  fell.  And 
guess  what? 
As  it  fell, 
previously 
unemployed 
people  had  a 
better  shot  at 
getting  a  job. 


study,  the  French  minimum  wage  was  rising 
faster  than  inflation.  To  determine  the 
impact  of  the  minimum  wage,  the  authors 
followed  the  unemployment  records  of 
workers  whose  wage  just  prior  to  an 
increase  in  the  minimum  wage  was  above 
the  old  minimum,  but  below  the  new  mini- 
mum wage. 

The  idea  here  was  that  these 
workers  would  be  the  most 
likely  to  lose  their  jobs  when 
the  minimum  wage  was 
increased.  Sure  enough,  each 
1%  increase  in  the  minimum 
wage  resulted  in  a  4.6%  decline 
in  the  probability  that  a  French 
man  between  the  ages  of  25 
and  31  would  keep  his  job. 
Increases  in  the  French  mini- 
mum wage  priced  some  young 
people  out  a  job. 

Economics  101  works,  even 
in  France.  Does  Clinton  think 
it  doesn't  work  in  the  U.S.? 
Unlike  in  France,  the  mini- 
mum wage  in  the  U.S.  stayed 
the  same — $3.35  per  hour — 
during  the  1981-87  period  cov- 
mmmmmm      ered  by  the  American  part  of  the 

study.  This  means  that,  with 
inflation,  the  real  minimum  wage  was  falling 
in  the  U.S.  during  the  period  studied.  And 
the  nber  research  found  that  each  1% 
decrease  in  the  real  minimum  wage  made  it 
2.2%  more  likely  that  a  previously  unem- 
ployed young  person  would  find  a  job. 

It's  as  simple  as  this:  The  declining  real 
minimum  wage  in  the  U.S.  was  pricing 
previously  unemployed  workers  into  jobs. 
At  the  same  time  a  rising  real  minimum 
wage  in  France  was  pricing  younger  workers 
out  of  jobs. 

This  should  come  as  no  surprise  to 
anyone:  Untrained,  ill-educated  youngsters 
are  not  very  productive.  If  their  labor  is 
priced  above  the  value  of  what  they  pro- 
duce, no  one  will  hire  them. 

Before  the  U.S.  Congress  gives  up  on 
cowboy  capitalism  and  heeds  President  Clin- 
ton's call  to  raise  the  minimum  wage,  it 
should  ponder  the  results  of  this  blunt  fact. 
Over  a  glass  of  Bordeaux,  of  course.  ■» 


Steve  H.  Hanke  is  a  professor  of  Applied  Economics  at  The  Johns  Hopkins  University  in  Baltimore. 
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The  day  Auburn 
Motors  crashed 


At  age  90,  Wall  Street  veteran  Tubby  Burnham 
is  playing  Internet  stocks,  but  not  the  ones 
that  immediately  come  to  mind. 


By  Robert  Lenzner 

I.W.  (Tubby)  Burnham  II  turns  90  on 
Jan.  7,  but  he  doesn't  find  the  crazy 
run-up  in  Internet  stocks  to  be  all  that 
surprising.  He's  seen  this  kind  of  thing 
before:  thin  capitalizations,  frustrated 
shortsellers,  wild  public  enthusiasm. 

Burnham,  a  Maryland  native,  is  a 
real  sunivor.  He  has  lived  through  the 
Great  Crash,  World  War  II,  the  infla- 
tionary 1970s  and  now  this,  the  great- 
est bull  market  of  all  times.  His  Burn- 
ham &  Co.  became  Drexel  Burnham 
Lambert,  but  Tubby  sold  his  shares 
before  the  brokerage  house  collapsed, 
getting  out  well  below  the  peak  but  at 
least  salvaging  a  good  part  of  his  for- 
tune. He  now  does  business  for  a 
handful  of  wealth)'  clients. 

A  cool  take  on  hot  issues 


Optimist  for  those  who  avoid  being  crushed 
Money  man  I.W.  Burnham. 


Company 

Ticker 

Recent            52-week 
price         high       low 

Estimated  EPS 
1998      1999 

Estimated 
Yield      payout 
1999 

American  Italian  Pasta 

PLB 

$22.75        $39.50 

$17.63 

$0.98* 

$1.26 

NM          NM 

Bell  Atlantic 

BEL 

56.75     ;     58.88 

40.44 

2.72 

3.00 

2.7%        52% 

BellSouth 

BLS 

43.50         45.88 

27.06 

1.63 

1.85 

1.7           39 

Ford  Motor 

F 

56.88         65.94 

38.80 

5.20 

5.10 

3.2           36 

GTE 

GTE 

68.00         68.38 

46.56 

3.06 

3.49 

2.8           54 

Gulfstream  Aerospace 

GAC 

49.00    ;     53.88 

26.50 

2.97 

3.75 

NM          NM 

Texaco 

TX 

52.63          65.00 

49.06 

1.83 

2.45 

3.4           71 

Prices  as  originally  reported,  adjusted  for  splits  through  Jan.  11.  NM:  Not  meaningful.  'Actual. 

Sources:  First  Call;  Value  Line  Investment  Survey . 

How  to  be  trendy 
but  not  burned. 


Tubby  was  20  in  1929,  when  he  got 
his  start  as  a  "boardboy"  for  a  Balti- 
more firm,  Frank  B.  Cahn  &  Co.  In 
those  preelectronic  days,  his  job  was  to 
post  srock  price  changes  on  the  firm's 
blackboard.  He  recalls  being  bewil- 
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dered  by  the  volatility  in  the  prices  of 
15  automobile  manufacturers,  espe- 
cially the  now  long-dead  Auburn 
Motors.  It  may  seem  strange  to  more 
recent  generations,  but  auto  stocks, 
especially  the  smaller  and  more  specu- 
lative ones,  were  once  the  Wave  of  the 
uture.  A  presidential  candidate  even 
conjured  up  a  day  when  there  would 


be  two  cars  in  every  American  garag 

"Auburn  Motors  rose  almost 
ically  from  $150  to  $500  becaus 
short  interest  was  larger  than  t 
whole  capitalization,"  Burnha 
remembers.  "The  shorts  were  finai 
taken  out  around  $500,  and  then  ti 
stock  sank  out  of  sight. 

"The  public  is  buying  Intern 
stocks,  which  sell  all  out  of  relation 
earnings.  People  are  going  to  g 
hurt,"  says  Burnham. "Money  is  mac 
by  investing  for  the  long  run,  not  i 
and-out  on  a  daily  basis.  It  bothers  n 
that  more  and  more  traders  are  peop 
with  modest  incomes  and  small  stakes 

Burnham  doesn't  blame  the  spec 
lators,  who  have  had,  after  all,  ve 
little  experience.  He  puts  the  blame  c 
brokers,  especially  on  the  Interne 
"The  first  rule  of  Wall  Street  is  l  c 
know  your  customer.  But  these  ne 
firms  are  so  gung  ho  to  do  busines^: 
they'll  take  anyone." 

No,  he's  not  predicting  a  mark* 
crash  or  a  depression.  But  he  recon 
mends  caution.  It's  not  just  the  Inte 
net  bubble.  The  unremitting  declir 
of  commodity  prices — zinc,  leas 
iron,  oil — reminds  him  of  the  1930' 
"This  was  one  of  the  troubling  trenc 
in  the  1930s — commodity  price 
wouldn't  rally." 

He  thinks  Greenspan  is  doing  th 
right  thing  in  these  circumstances  tl  & 
lowering  interest  rates — -"It  definite   k-\ 
levitated  stock  prices,"  he  says — but  r  p 
wonders  if  this  will  be  enough  to  pr< 
vent  the  global  slowdown  from  spreac  ^ 
ing  to  our  shores.  "We  might  be  in 
situation  like  Japan  where  interest  ratt 
don't  trigger  economic  activity.  Th 
Fed  can  stimulate  the  stock  market  bi 
may  not  stimulate  business. 

"My  own  opinion  is  1999  [and 
maybe  2000  are  going  to  be  toug 
years  for  business.  They  can't  rais 
prices.  If  the  economy  is  sluggish  i 
March,  I'd  expect  weakness  in  th 
stock  market." 

Will  the  presidential  impeachmen 
tank  the  market?  Burnham  shrugs 
"I've  lived  through  16  presidents 
only  liked  6  of  diem,  and  we  survivec 
them  all."  For  his  own  account  and  to 
his  clients — "a  bevy  of  wealth 
widows" — he's  50%  in  stocks  and  50° 
in  municipal  bonds  and  cash. 

When  it  comes  to  stocks,  he  is  no 
ignoring  die  Internet  and  all  it  implies 
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At  he's  playing  it  conservatively.  He 
Hvns  a  lot  of  GTE,  which  he  got  in  the 
Mquisition  of  Contel  in  1991.  Burn- 
Kin  likes  the  combination  of  tele- 
Ipone,  cellular  and  Internet  operations 
Mat  make  up  GTE.  Should  the  market 
ftften,  he  says  he  would  be  a  buyer  of 
BellSouth.  "It  had  the  best  annual 
■port  last  year  I've  ever  seen,  spelling 
lit  exacdv  the  strategy  that  drove  the 
lock  from  S60  to  $90." 
I  He  thinks  Lucent  is  overpriced,  so 
fle  is  putting  his  Internet  hardware 
ollars  on  ECl  Telecom,  an  Israeli 
3mpany  selling  to  gte,  British  Tele- 
am  and  Deutsche  Telekom.  "You  can 
et  it  for  less  than  20  times  earnings," 
ivs  Burnham. 

Ford  Motor  is  one  of  his  favorites, 
x>,  because  he  thinks  it  is  going  to 
am  at  least  S5  a  share  this  year  and  it 
ts  on  S23  billion  in  cash  that  can  be 
sed  either  to  buy  the  stock  back  or 
0  raise  the  dividend  or  both. 

Though  he  isn't  optimistic  about 
ommodity  prices,  Burnham  is  buying 
Texaco.  u  It's  not  likely  to  remain  inde- 
icndent  forever  and  could  be  worth 
>80  in  a  takeover,"  he  says.  In  the 
neantime  non-OPEC  producers  are 
ikely  to  reduce  their  production  of  oil. 
Among  smaller  stocks,  he  is  high  on 
\merican  Italian  Pasta  Co.,  the  largest 
jastamaker  in  the  U.S.,  which  makes 
private  brands  for  discount  chains  like 
\Val  Mart  and  Kmart.  "It  has  fallen 
back  near  its  initial  offering  price  of 
SIN  and  ought  to  grow  over  20%  a 
■car,'1  Burnham  feels. 

A  favorite  stock  is  Gulfstream,  the 
manufacturer  of  executive  jets,  which 
has  an  order  backlog  of  over  $3  billion. 
"Every  corporate  executive  covets  a  CIS 
because  they  are  tired  of  poor  com- 
mercial air  service  and  worried  about 
the  threat  of  terrorism."  He  thinks  it  is 
cheap  at  S49  a  share,  given  that  it  can 
earn  S3. 75  or  better  in  1999.  And  he's 
impressed  with  a  politically  savvy  board 
that  includes  George  Shultz,  Colin 
Powell  and  Robert  Strauss. 

He  also  has  some  noninvestment 
advice  for  people:  don't  retire.  "My 
mind's  still  active  because  I  worked  all 
my  lire.  And  I've  made  young  friends. 
That  keeps  you  young."  So  does  going 
to  the  office  nearly  every  day.  Except 
on  those  days  when  he's  piloting  his 
87-foot  motor  launch  off  Palm  Beach 
and  Nassau.  H 
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E-nuities 


By  Carrie  Coolidge 

Nice  try,  Lincoln  Life.  But  not  quite 
good  enough. 

Breaking  with  its  colleagues  in  the 
agent- based  insurance  industry,  Lin- 
coln is  selling  a  cut-rate  variable 
annuity  on  the  Internet.  Because  it 
has  no  agent  to  compensate  on  these 
computer-generated  annuity  sales, 
Lincoln  can  offer  a  pretty  good 
deal — a  3%  surrender  fee,  compared 
with  the  typical  6%  for  agent-sold 
policies,  and  an  annual  "mortality 
and  expense"  fee  of  55  basis  points, 
again  better  than  the  usual. 

But  even  so,  the  Lincoln  deal  is  no 
great  bargain.  You  can  get  a  low-cost 
annuity  from  Jack  White  or  Van- 
guard, among  others.  On  these  no- 
load  investments  there  are  no  surren- 
der charges  at  all,  and  your  annual 
expenses  are  lower,  too  (see  table). 

A  variable  annuity  is  a  mutual- 
fund-like  account  wrapped  in  a  thin 
veneer  of  insurance  that  renders  the 
investment  earnings  tax  deferred. 
That  tax  deferral  can  be  mighty 
attractive,  but  it  comes  with  a  price: 
An  annuity  converts  capital  gains 
taxed  at  low  rates  into  ordinary 
income  taxed  at  high  rates. 

Lincoln  Life's  on-line  annuity, 
available  at  www.eannuity.com,  offers 
14  portfolio  options,  with  fund  fees 
ranging  from  35  basis  points  per  year 
for  the  Growth  8c  Income  fund  to 

xw-fee  annuities 


102  basis  points  for  the  Equity- 
Income  fund.  Those  fund  fees  are  in 
addition  to  the  mortality  and  expense 
charge.  The  minimum  initial  invest- 
ment is  a  low  $1,000,  and  account 
holders  can  transfer  money  among 
funds — on-line,  of  course — 24  hours 
a  day.  The  surrender  fee  disappears 
if  you  hold  the  annuity  for  at  least 
three  years. 

It  all  adds  up  to  a  decent  effort 
to  cut  costs.  But  you  get  what  you 
pay  for.  At  Lincoln  on-line  there's  no 
customer  service  rep  to  talk  to  over 
the  phone,  although  you  can  e-mail 
questions. 

Are  you  seriously  considering  a 
variable  annuity?  First  make  sure 
you  are  a  suitable  buyer.  You  should 
have  exhausted  your  401(k)  and  IRA 
options,  you  should  have  plenty  of 
investable  assets  and  you  should  be 
able  to  tie  your  money  up  for  at 
least  a  decade  (to  enable  the  tax 
deferral  to  do  some  good)  and  to  tie 
it  up  past  age  59%  (to  avoid  a  tax 
penalty). 

You  should  also  have  thought 
about,  and  rejected,  another  good 
way  to  get  a  tax  deferral:  buy  stocks 
and  hold  them  for  a  long  time. 

If  you  really  do  need  an  annuity,  get 
the  cheapest  one  you  can  find.       H 

Of  these  variable  annuities,  only 
Lincoln  Life's  carries  surrender  fees. 


Policy 


Investment    — Annual  expenses  per  $100 —     Telephone 
options        mortality/      — fund  fees — 
expense       high         lowt 


Vanguard  Variable  Annuity  Plan*  9  $0.38  $0.46 

Jack  White  Value  Advantage  Plust  28  0.45  1.76 

Lincoln  Life  eAnnuity  14  0.55  1.02 

T.  Rowe  Price  No-Load  Variable  Annuity  7  0.55  1.05 


$0.23  800-523-9954 

0.51  800-622-3699 

0.35  none 

0.70  800-469-6587 


*Annual  contract  charge  of  $25.  tAnnual  contract  charge  of  $30.  ^Excludes  money  market  funds  and 
temporary  fee  waivers.  Source:  Momingstar.  Inc. 
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The  Internet 
mania  fund 


The  hottest  investment  company  of  the  year 
take  you  on  a  wild  ride— probably  down. 


By  Mary  Beth  Grover 

Prediction:  When  the  numbers  are 
all  in,  the  best-performing  mutual 
fund  of  1998  will  turn  out  to  be  the 
$14  million  Internet  Fund.  With  a 
186%  return  as  of  Dec.  21,  it  was 
ahead  of  two  competing  Internet 
funds  and  well  ahead  of  almost  any- 
thing without  "net"  in  the  name. 

Should  you  send  this  fund  a  check? 
Sure,  subject  to  three  conditions.  (1) 
You  don't  mind  the  high  2%  expense 
ratio.  (2)  You  want  your  money  man 
aged  by  a  neophyte.  (3)  You  are  pretty 
confident  that  already  ludicrously 
priced  stocks  like  Yahoo  and  Lycos 
will  get  even  more  ludicrously  priced. 

We  can't  predict  which  way  this 
fund  will  go  next  year.  Yahoo,  for 
example,  now  trading  at  160  times 
sales,  just  might  go  to  300  times 
sales.  We  can,  however,  be  fairly  con- 
fident in  predicting  that  this  fund  will 
give  you  a  wild  ride.  In  one  13-week 
period  last  summer  it  was  off  45%. 

Hot,  then  not 


Fund 

Year  ranked 

12-month 

12-month 

Rank 

number  one 

total 

return 

following 

return 

following  yeai 

year 

Alger  Fund-Small  Cap-B 

1989 

65% 

7% 

33 

Fidelity  Select-Biotechnology 

1990 

44 

99 

2 

CGM  Capital  Development 

1991 

99 

17 

139 

Fidelity  Select-Home  Finance 

1992 

58 

27 

286 

Lexington  Strategic  Investments 

1993 

270 

11 

52 

Seligman  Commun  &  Info-A 

1994 

35 

43 

155 

Alger  Fund-Capital  Appreciation 

-B  1995 

79 

14 

2,516 

State  St  Research  Global  Res-A 

1996 

70 

6 

4,057 

American  Heritage  Fund 

1997 

75 

-66* 

4,802 

Internet  Fund 

1998 

186* 

? 

? 

through  Dec.  21. 

Scjrce-  Lipper  Analytical  NetvApp 

Investors  who  jump  into  the  previous  year's  top  fund 
are  often  disappointed.  Above,  the  past  decade's  results 
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Internet  Fund  manager  Ryan  Jacob 
When  will  the  sector  stop  clicking? 


The  Internet  Fund,  like  the  com- 
panies it  invests  in,  is  quite  the  start- 
up itself.  It's  in  the  hands  of  an 
unlikely  triumvirate  of  an  immigrant 
Russian  programmer,  a  retired  school 
superintendent  and  a  young  portfo- 
lio manager  with  all  of  one  year's 
experience  manag- 
ing money  before 
he  came  to  the 
fund. 

The  program- 
mer is  39-year-old 
Leonid  Polyakov. 
He  launched  the 
no-load  fund  in  the 
wake  of  Netscape's 
phenomenally  suc- 
cessful stock  offer- 
ing in  1995.  To 
save  money  on 
transfer  agent  fees, 
he  wrote  a  comput- 
er program  to  price 
the  fund  daily 


Polyakov  enlisted  the  ex-superin 
tendent — she  also  is  the  72 -year-ol 
mother  of  a  friend  of  his — to  ma 
prospectuses  and  answer  the  phone 
Then  he  got  Francis  Alexander,  ai 
experienced  54-year-old  money  man 
^ager,  to  pick  stocks.  Both  agreed  ti 
work  for  free  in  exchange  for  a  piec 
of  Polyakov's  North  Babylon,  NY. 
based  company,  Kinetics  Asset  Man 
agement. 

Alexander  later  stepped  aside  a 
manager — "I  couldn't  come  to  gripi 
with  the  valuations,"  he  says — to  bi 
replaced  in  late  1997  by  29-year-olc 
Ryan  Jacob.  Jacob  had  been  a  partne 
at  Horizon  Asset  Management  when 
he  managed  $10  million  in  private 
accounts  and  directed  research  for  th< 
company's  IPO  Value  Monitor. 

Jacob  is  a  believer:  "The  work 
doesn't  operate  by  the  old  rules  any- 
more," he  pronounces.  That's  how 
Jacob  walloped  two  other  Internet! 
sector  funds — Munder  NetNet  Fundi 
a  broker-sold  fund  with  $201  million 
in  assets,  and  the  www  Internet 
Fund,  a  no-load  with  $5  million. 

These  funds  diluted  their  portfo- 
lios with  Internet-related  stocks  like. 
Microsoft  and  Intel  while  Jacob  went 
for  pure  plays.  "You  have  to  view 
Internet  companies  like  venture  cap-1 
ital  companies,"  he  says.  "Tradition- 
al money  managers  see  all  the  cash 
these  guys  burn  through  and  they 
just  laugh.  But  face  it — I'm  not  going, 
to  find  something  trading  at  a  dis- 
count to  book  value." 

No  kidding.  But  within  the  sector 
he  does  have  strong  tastes.  He  favors 
"portal"  companies  like  Yahoo, 
Excite  and  Lycos;  doesn't  like  "tradi- 
tional" E-commerce  companies  like 
Amazon.com;  and  thinks  that  the 
most  undervalued  Internet  stock  is 
GeoCities,  which  helps  individuals 
construct  their  own  Web  sites. 

The  table  shows  the  past  decade's 
hottest  equity  funds,  year  by  year,  and 
their  subsequent  performance. 
Results  have  been  decidedly  mixed. 

So,  you  could  jump  in,  hoping  for 
a  winning  streak.  Or  you  could  do 
what  Polyakov  is  evidently  doing, 
going  in  the  opposite  direction.  He  is 
in  talks  to  sell  control  of  the  fund  to 
the  mutual  fund  arm  of  MONY,  the 
New  Yorkrbased  insurer,  possibly 
staying  on  as  subadviser.  ■■ 
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SMART       .  „  .        CHOICE 


A  Fund  That's  Overcome 
Peer  Pressure 


AMERICAN    CENTURY    INCOME    &    GROWTH 


***** 

Overall 


MORNINGSTAR  RATINGS 

***** 

3  Years 


***** 

5  Years 


Fund  rated  as  of  September  30,  1998,  for  the  overall  and  3-year  period  among  2,678  domestic  stock  funds 
the  5  year  period  among  1,584  domestic  stock  funds. 


American  Century's  Income  &  Growth  Fund  performance.  While  past  performance  doesn't 

has  consistently  beaten  its  peers,  year  after  guarantee  future  results,  this  fund  has  ranked 

year.  It's  earned  Morningstar's  highest  near  the  top  of  its  class.  To  find  out  more, 

rating,  ranking  in  the  top  ten  percent  of  call  American  Century  at  1-800-345-2021 

domestic  stock  funds  for  risk-adjusted  and  ask  for  a  free  prospectus. 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefidly  before  you  invest. 

Mormngstar  proprietary  ratings  reflect  risk-adjusted  performance  for  Investor  Class  Shares  as  of  9/30/98.  These  ratings  may  change  monthly, 
and  are  calculated  from  the  fund's  three-,  five-  and  ten-year  (when  available)  average  annual  total  returns  in  excess  of  90-day  Treasury  bill 
returns,  with  appropriate  fee  adjustments  and  a  risk  factor  reflecting  fund  performance  below  90-day  Treasury  bill  returns.  The  top  ten  percent 
of  the  funds  in  an  investment  category  receive  five  stars.  Funds'  Distributor,  Inc.  ©  1998  American  Century  Services  Corporation        FBS348-1 1  c 
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Edited  by  Joshua  Levine 

Take  time  for  a  walk, 

even  if  it  leads  you  nowhere. 

Let  the  fruit 
run  down 
your  chin 


Stop  and  smell  the  roses.  It's 
an  overamped  culture's  half- 
hearted injunction  to  take  a 
five -minute  pit  stop  while 
steaming  hell-fbr-leather  through 
the  world.  But  what  makes  us  think 
this  is  a  new  idea?  It's  called  the 
Sabbath,  and  in  case  you  haven't 
checked  lately,  it's  the  fourth  com- 
mandment (think  hard:  there  are 
only  ten  of  them).  "Remember  the 
Sabbath  and  keep  it  holy." 

If  you  need  reminding,  we  can 
recommend  a  lovely  book  called 
Sabbath:  Restoring  the  Sacred 
Rhythm  of  Rest,  by  Wayne  Muller, 
to  be  published  this  year  by 
Bantam.  Muller,  a  graduate  of  the 
Harvard  Divinity  School,  is  an 
ordained  minister  and  therapist  and 
founder  of  a  nonprofit  organization 
called  Bread  for  the  Journey.  He 
recently  spoke  with  Forbes  about 
the  Sabbath  and  why  putting  your 
feet  up  is  a  moral  imperative. 

Forbes:  Why  are  you  making 
such  a  big  deal  about  a  little  r&r? 
Muller:  The  Sabbath  is  not  God's 
way  of  telling  you  to  sit  back  with  a 
six-pack  and  the  remote  control.  For 
every  living  thing,  there  is  the 
necessity  of  dormancy — the  deep 
rhythmicity  of  work  and  rest.  For 
humans,  it's  the  time  to  remember 
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The  Sabbath  is  not  God's  way  of  telling  you  to  sit  back  with  a  six-pack  and  the 


what  you  are,  because  when  we 
don't,  even  when  we  try  to  do 
good,  we  do  good  badly. 

I  have  a  story  in  the  book  about  a 
physician  I  know.  When  he  was  too 
tired,  he  ordered  more  tests, 
because  he  could  no  longer  rely 
on  his  intuition.  If  he  had  had 
enough  rest  and  had  enough  time 
to  listen  to  the  patient,  he  might 
order  one  test  to  confirm  his  initial 
diagnosis,  but  he  was  always  right 
at  those  times. 

When  we're  traveling  at  high 
speed,  there's  a  subtle  sense  of 


undernourishment,  because  even 
the  good  things  we're  doing  don't 
have  time  to  sink  in. 


-:  . 


k 


Forbes:  How  did  we  get  so  busy 
we  have  no  time  to  think  or  feel? 
Muller:  Technology,  of  course,  is 
part  of  the  problem,  but  although 
it's  tempting,  you  can't  blame  this 
on  modern  life  or  the  free  market.  It  't- 
was a  problem  when  the  command-  N 
ments  were  written,  otherwise  there 
would  have  been  no  need  to  write  a 
commandment  about  it.  Every  spiri- 
tual tradition — Judaism,  Christiani- 
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ty.  Buddhism, 
Islam — has  a  Sabbath 
tradition.  It's  univer- 
sal. But  at  the  same 
time,  there's  no 
question  that  some 
time  after  the  Second 
World  War,  buying 
things  became  more 
important  than  what 
we  did  with  our  free 
time. 

Forbes:  So  we 
started  filling  our 
free  time  with 
busyness. 
Mullen  It  is  very 
serious.  We've 
gotten  to  die  point 
where  the  only  cul- 
turally accepted 
reason  to  stop  entire- 
ly is  when  we  get 
sick.  Cancer  has 
become  our  sabbati- 
cal. I  talk  to  people 
with  cancer  .\nd  I  get 
mixed  signals:  They 
say,  al  hurt,  I  feel 
awful,  but  finally  I 
can  rest."  That's  a 
terrible  thing.  We 
have  forgotten  the 
Sabbath. 

Forbes:  What 
advice  do  you  have 
for  the  Sabbath- 
impaired? 
Mullen  Start 
small — too  much  at 
one  rime  and  you  get 
the  bends.  Take  a 
Sabbath  hour,  or 
sven  a  half  hour.  Take  a  walk  some- 
where away  from  work — a  walk  with 
no  purpose.  The  wisdom  of  the  Sab- 
bath is  that  it's  useless,  and  it's 
designed  to  be  useless.  Its  sole  pur- 
pose is  delight.  Let  the  fruit  of  the 
peach  run  down  your  chin. 

Forbes:  Now,  just  hold  on,  did 

you  just  say  what  we  thought  you 

said? 

Muller:  Let  the  fruit  of  the  peach 

run  down  your  chin. 

Forbes:  We'll  try.  -J.L. 

Forbes  ■  January  11,  1999 


In  its  heyday,  Jack's  was  a  monument  to  the  corpulent  aesthetic 
of  Gilded  Age  capitalism.  After  a  loving  restoration,  it  still  is. 


I  Jack's  back 


By  Alan  Farnham 

There  was  no  one  actually 
named  "Jack"  associated 
with  the  landmark  San 
Francisco  eatery  called 
Jack's.  It  was  so  named  because 
when  Jack's  opened  its  doors  in 
1864,  the  primary  residents  of  what 
became  San  Francisco's  ultrasnooty 
Nob  Hill  were  jackrabbits. 

Some  years  later  Alfred  Hitchcock 
and  a  local  real  estate  magnate 
named  Louis  Lurie  concocted  the 
first  mimosa  at  Jack's,  hitting  on  the 
winning  combination  of  champagne 
and  orange  juice  after  first  drinking 
their  way  through  many  a  false  start. 
Jack's  is  back,  lovingly  restored  to 
its  fin  de  siecle  glory  with  the  help 
of  $2.5  million.  The  sconces  in  the 
ground-floor  room  have  been 
re-gilded,  almost  blindingly  Just 
redoing  the  walls  cost  the  new 
owners  $100,000. 
It  you're  passing 
through  San  Fran- 
cisco, you  might 
want  to  peek  in. 

Everything  about 
Jack's  is  a  throw- 
back to  the  corpu- 
lent aesthetic  of 
Ciilded  Age  capital- 
ism. San  Francisco's 
storied  railroad  and 
mining  moguls — 
Stanford,  Hearst, 
Fair,  Flood  and 
Huntington — were 
Jack's  regulars.  Pri- 
vate quarters  in  the 
warren  of  little 
rooms  upstairs  were 
for  the  type  of 
squab,  champagne 
and  hanky-panky 
assignations  implied 
by  the  expression 
"a  hot  bird  and  a 
cold  bottle."  In 
recognition  of 


changed  times,  these  have  been 
replaced  by  one  large  party  room. 
People  now  do  their  hanky-panky 
elsewhere. 

Much  of  the  menu,  however, 
remains  as  politically  and  gastronom- 
ically  incorrect  as  it  was  in  Jack's 
heyday.  Mock  turtle  soup  is  made 
not  from  turtles  but  from  a  whole 
simmered  cow's  head.  It  came  out 
redolent  with  sherry.  The  mutton 
chop  arrived  soon  after,  a  good -size 
hunk  of  sheep.  At  Jack's,  enough  is 
rarely  enough.  So  the  meat  came 
smeared  with  onion  marmalade  and 
served  with  a  lamb  kidney:  The  rich 
pungency  of  the  organ  nicely  offset 
the  sweetness  of  the  onion.  Jack's 
idea  of  a  light  salad  combines  pears, 
hazelnuts  and  a  good  smelly  blue 
cheese.  Delicious. 

Everything  about  Jack's  reeks  of 


Alas,  the  private  rooms  for  squab,  bubbly  and  hanky-panky  are  only  a  memory. 
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tradition — even  the  ownership.  Gus 
Konstin  was  a  waiter  at  the  old  Jack's 
for  12  years.  He  saved  enough  to  buy 
another  San  Francisco  restaurant  and 
prospered.  When  Jack  Redinger,  the 
firth  proprietor  of  Jack's,  put  the  joint 
up  for  sale  in  1996,  Gus  and  his  son, 
John,  bought  his  dad's  old  employer 
We'll  hoist  a  bowl  of  mock  turtle 
soup  to  that!  M 


■  Selling  the  Silver 

t  Back  in  1895  James  Gordon  Ben- 
C9  nett  paid  Tiffany  &  Co.  the  astro- 
c»  nomical  sum  of  $2,500  for  this  3- 
S  foot  long,  1 .5-foot  high,  47-pound 
OS  silver  punch  bowl.  Bennett,  whose  - 
*      father  founded  the 
e   New  York  Herald 
m  newspaper,  was  a 
great    sportsman 
|  and  first-class  lout. 
At  his  engagement 
partv  he  challenged 
his  future  brother- 
in-law  to  a  duel,  a 
fight  precipitated  by 
Bennett's  relieving 
himself    into     the 
piano.  He  redeemed 
his  reputation  among  the  swells  by 
bringing  polo  to  the  U.S.,  building 
the  first  competition  tennis  courts  and 
giving  away  expensive  baubles  like  the 
Tiffany  cup  as  first  prize  in  a  yacht  race 
he  named  for  himself. 

The  James  Gordon  Bennett  Cup 
has  lost  none  of  its  aura  of  Gilded  Age 
excess.  It  fetched  $145,000  at  Sothe- 
by's on  Dec.  15  when  sold  to  help 


pay  the  heroic  debts  of  another  flan| 
boyant  sportsman. 

Victor  Niederhoffer  won  the  U.; 
national  squash  championship  fi\ 
times.  He  also  lost  more  than  $1 
million  when  the  tanking  Thai  stool 
market  wiped  out  his  highly  leveragi 
hedge  fund  in  O 
|  ber  1997.  The  5 
1  year-old  trader,  wl 
I  still  brags  that  h 
g  favorite  newspaper 
*  the  Nationa 

Enquirer,  ws 

forced  to  dismanti 
a  lifestyle  worthy  o 
well,  James  Gordol 
Bennett.  So  undt 
the  gavel  wen 
Niederhoffer' 
prized  collection  of  rare  trophies  an 
presentation  silver.  The  silver  collec 
tion  brought  almost  $3  million — 
sizable  chunk  of  which  Niederhoffei 
had  prevailed  upon  Sotheby's  I 
advance  him. 

When  the  current  Internet  stoc 
bubble  bursts,  we  suspect  Sotheby' 
will  have  a  lot  of  other  such  treasur: 
troves  to  liquidate.    -Robert  Gof 


?  Again  and  again 

m  Kenneth  Branagh  and 
-  Emma  Thompson  once 
-j  seemed  destined  to  reign  as 
the  king  and  queen  of  Tinsel- 
town. The  Brit  twosome  met 
playing  lovestruck  young  mar- 
rieds  in  the  BBC's  Fortunes  of 
War  miniseries  in  1987.  Of 
course  they  married  off  the  set, 
and  collaborated  in  Branagh's 
next  four  big-screen  productions 
before  splitting  in  1996.  This 
month  you  can  catch  Branagh  in 
The  Theory  of  Flight  and  Thompson 
in  Judas  Kiss,  but  the  two  were  at 
their  best  in  those  early  days  when 
they  looked  like  a  second  coming  of 
Tracy  and  Hepburn. 

Watch  Dead  Again,  a  1991  mys- 
tery that  works  better  in  the  living 
room  than  on  the  big  screen.  The 
over-the-top  plot  interweaves  two 
mysteries:  the  first,  an  unsolved 
1940s  society  murder,  casts 
Branagh  as  a  mad  opera  composer 
and  Thompson  as  his  beautiful 
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bride;  the  second  makes  Branagh  a 
modern-day  Los  Angeles  gumshoe 
and  Thompson  a  woman  whose 
nightmares  leave  her  mute  and 
amnesiac. 

Branagh  and  Thompson,  still  in 
the  bloom  of  their  early  love,  pro- 
ject a  genuine  chemistry.  The  sup- 
porting cast  is  first-class,  too.  Look 
for  a  riotous  (and  uncredited) 
Robin  Williams  as  a  foul-mouthed 
ex-shrink-turned-grocery-clerk. 
Derek  Jacobi  is  also  fine  as  an 
antiques  dealer  with  a  slight  stutter, 
an  impediment  that  recalls  his 
bravura  performance  as  the  Emper- 


or in  I,  Claudius. 

To  Branagh,  Jacobi  is  more 
than  just  a  fellow  actor.  After 
seeing  Jacobi  play  Hamlet,  the 
15 -year-old  Branagh  was 
inspired  to  study  Shakespeare 
and  follow  the  same  path. 
Branagh  slyly  inserts  arcane  ref- 
erences to  the  Bard  throughout 
Dead  Again:  A  prison  uniform 
bears  the  date  25101415 — the 
date  of  Henry  V's  Battle  of 
Agincourt.  And  yes,  that's  Lau- 
rence Olivier  as  Hamlet  on  the 
cover  of  a  1948  Life  magazine.  As 
for  the  film's  chase  scene,  it  just 
happens  to  take  place  on  LA.'s 
Shakespeare  Bridge. 

Dead  Again  does  tend  to  pile 
it  on  a  bit  thick,  and  the  plot 
gets  more  than  a  litde  confusing 
along  the  way,  but  that's  why  the 
rewind  button  was  invented.  It's 
good  exuberant  fun  from  the  ail- 
too- brief  heyday  of  a  great  movie 
couple.  Even  if  you've  seen  it 
before,  this  is  one  flick  that's  worth 
watching  again.      -Ben  Pappas  ■ 
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Corepoint  Customer  Relationship  Management  Software. 

The  only  complete,  end-to-end  software  solution  that  helps  you  select, 
acquire,  manage  and  grow  profitable  enduring  customer  relationships. 
Nothing  compares  to  Corepoint  because  it  works  at  every  point  of 
customer  contact.  It  helps  your  company  communicate  and  share  customer 
information  better  at  every  level.  And  it  works  the  way  the  world  works 
today  —  over  the  phone,  fax,  email  or  Internet.  So  you  can  maximize  revenue 
by  serving  customers  where,  when  and  how  they  want. 
Select  the  Corepoint  products  you  need  right  now  or  transform  your  entire 
company  with  the  complete  product  suite.  Choose  from  Corepoint  Sales  and 
Marketing  Products,  Service  and  Support  Products,  Relationship  Management 
Products,  Universal  Access  Products,  Enterprise  Connection  Products  and 
Foundation  Products. 
Look  to  Corepoint  for  a  complete,  end-to-end  customer  relationship  management 
solution  from  a  company  you  know  and  trust.  For  more  information,  visit  our  website 
at  www.corepoint.com  or  call  877-891-1606 


Register  now  for  our  special 
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Customer  Relationship  Management." 
Visit  our  website  or  call  today. 
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-ARAMARK  said:  'Houston, 
we  have  a  solution.'" 


Unlimited  Partnership  wit* 

Houston  Independent  School  District 

Since: 

1997 

Managed  Services: 
Food  Services 

Value  Created: 

Student  participation: 

up  1,500,000  meals 

Program  bottom  line: 

up  $600,000 

Rod  Paige, 
Superintendent,  Hou 
Independent  School  C 

"ARAMARK  didn't  just  improve 
our  food  quality,  they  brought  variety 

to  the  table,  improved  our  decor, 
food  presentation,  food  promotions 

and,  most  importantly,  employee 

morale  went  up  just  as  fast  as  the 

number  of  students  we  were  serving. 

ARAMARK  gave  us  a  performance 

guarantee  and  overdelivered  on  it. 

We  call  it  extra  credit." 

Ray  Danilowicz, 
ARAMARK  General  Ma 

"The  Houston  Independent  School 

District  actually  graded  the  performance 

of  our  program  with  a  report  card. 

Here  were  our  marks: 

Food  Quality,  A'; 

Costs  Savings,  A'; 

Employee  Morale,  A'; 

Overall  Performance,  A'. 

Needless  to  say  we're  getting 
more  assignments." 

To  learn  more  about  other 

Unlimited  Partnerships  visit  our 

website  at  www.aramark.com 

or  call  1-800-ARAMARK. 

ARAMARK^  Managed  Services 
for  Business,  Government,  Healthcare, 

Sports  and  Entertainment, 

and  Educational  Institutions  include: 

Food  and  Facility  Management, 

Uniform  and  Career  Apparel. 

Child  Care  and  Elementary  Education. 
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ARAMARK 


Managed  Services,  Managed  Better. 
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One  communications  company.  One  online 


Multiple  providers.  Multiple  bills.  This  has  been  the  story  of  your  business'  communicatior 
life.  But  now  there's  Teligent.  Suddenly  everything  is  available  from  one  company.  For  on 
predictable  flat  monthly  charge.  Local.  Long  distance.  High-speed  Internet.  All  for  up  to  30c 
less  than  you're  currently  paying  for  these  services.  We  simply  take  the  average  of  sever; 
months'  charges  and  discount  that  amount.  That's  what  you  pay  every  month* 
Our  interactive  online  billing  s,  stem,  e-magine,"  gives  you  an  unparalleled  ability  to  view  and  analyze 

Teligent,  Inc.    'Certain  terms  and  conditions  apply.  See  your  Teligent  representative  for  complete  details. 


your  account.  Right  through  your  Internet  browser.  You  can  sort  and  track  calls,  download 
data,  even  pay  your  bill  right  online. 

We've  made  it  our  mission  in  life  to  see  that  small  and  mid-sized  companies  get  the 
same  advantages  as  the  bigger  guys.  And  it  all  comes  courtesy  of  our 
little  12-inch  antenna  on  the  roof  of  your  office  building.  So  go  ahead, 
jump  for  joy.  We  understand.  For  more  information,  visit  us  at  www.teligent.com. 


Teligent 

The  Smart  Way  To  Communicate' 
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Technology  and  hubris 
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Toni  Mack  and  Mary  Summers 


Some  years  ago  I  was  the  proud  owner  of  a  Pickett  slide  rule, 
sure  seemed  high-tech  to  me,  what  with  that  fancy  log-log  sail 
and  all.  But  one  day  everybody  got  electronic  calculators,  and  til 
slide  rule  business  disappeared.  Probably  a  lot  of  people  wel 
thrown  out  of  work. 

Why  is  it  that  some  companies  are  crushed  by  technologic 
change  while  others  adapt  to  it?  You  might  think  it's  because  d i 
losers  are  blindsided — they  simply  don't  know  anything  about  d  I 
new  technology.  Clayton  Christensen,  an  imaginative  thinker  at  tl  [ 
Harvard  Business  School,  has  a  different  theory.  He  says  the  lose! 

often  see  the  new  technoloj 
3  but  are  contemptuous  of  i 
|  Products  using  the  new  teel 
s  nology  tend  to  start  out  at  tl 
§  low  end  of  the  market  or  n 
work  very  well  at  first.  Indeei 
the  forerunner  of  the  calcul 
tor    was    a    clunky    deskto 
adding  machine  that  was  n 
match  for  a  slide  rule  when 
came   to   doing   things   lik 
compound  growth  rates. 
IMHB  If  you  are  in  a  business  rh. 

is,  or  might  ever  be,  threat 
ened  by  technological  change,  read  "Danger:  stealth  attack"  d 
88),  an  analysis  of  the  Christensen  theory  by  Toni  Mack  and  Mar 
Summers  of  our  Southwest  Bureau. 

And  if  you  know  what  became  of  the  Pickett  slide  rule  compan 
e-mail  me  at  editor@forbes.com. 


The  truth  about  bonds 

When  you  do  a  stock  trade,  you  know  just  what  you  paid  th 
seller  and  just  what  you  paid  in  commission.  Not  so  in  a  bom 
trade,  where  your  confirmation  ticket  quotes  a  net  price  that  keep 
the  middleman's  markup  hidden. 

A  little  more  transparency  would  do  wonders  for  fixed-incom 
investors.  It's  coming.  Marilyn  Cohen,  a  bond  portfolic 
manager  for  20  years  and  a  Forbes  columnist  for  2,  explains  hov 
on  page  100. 

This  bubble  is  different 

You  can't  have  witnessed  the  frenzy  in  Internet  stocks  withou 
wondering  if  this  stock  market  bubble  isn't  just  like  1929.  It's  dif 
ferent,  says  Matthew  Schifrin,  coauthor  of  "Amateur  hour  on  Wal 
Street"  (p.  82).  This  time  around,  ordinary  investors  have  new  tool: 
at  their  disposal — data  feeds  and  microprocessors  just  as  powerfu 
as  those  available  only  to  a  Wall  Street  pro  a  few  years  ago.  Thk« 
fancy  gear  has  convinced  a  mass  of  on-line  traders  that  they  can  al 
make  huge  returns,  year  after  year,  and  retire  young.  Somebody  if 
in  for  an  unpleasant  awakening. 


IsjJjUa-  PkMJm^ 
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Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG 180, 18.1"  viewable  LCD 
ViewPanef  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  x  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  priority  list,  you'll  ensure  your  Visual 
Computing""  experience  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange"  Service  option  available. 

For  more  information  call  ViewSonic  at 
800-888-8583  and  ask  for  agent  91396,  or 
visit  our  website  at:  www.viewsonic.com 

(909)  869-7976  Fax'  (909)  869-7958  •  Specifications  subject  to  change  without  notice. 
Copyright  ©  1999,  ViewSonic  Corporation  •  All  rights  reserved 
Corporate  names  and  trademarks  are  property  ol  their  respective  companies. 
Intel  and  the  Intel  Inside  logo  are  registered  trademarks  ol  Intel 


(PC  Sold  Separately) 
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vou  think 
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Edited  by  Susan  Adams 

Index  mania 

At  a  time  when  investors  were 
pumping  money  into  S&p  500  index 
funds,  Forbes  issued  a  warning  to  steer 
clear  (Apr.  7,  1997).  Our  concern:  The 
^___ ___ __     index      was      so 

skewed  toward  a 
handful  of  large - 
cap  growth  stocks, 
like  Coca-Cola  and 
Microsoft  that  the 
500  was  beginning 
to  resemble  a 
modern-day  Nifty 
Fifty.  If  you  must 
buy  an  index  fund, 
we  said,  go  for  a  broader  fund  tracking 
the  Wiishire  5000. 

Bad  advice  so  far.  Since  then  Van- 
guard's Index  500  is  up  60%,  while  its 
WUshire-like  Total  Stock  Market  Port- 
folio is  up  52%.  The  s&p  500  even 
bested  another  form  of  index  investing 
that  we  wrote  about,  the  Smith  Bree- 
den  Equity  Plus  Fund  (Nov.  3,  1997). 
This  fund  makes  side  bets  on  mort- 
gage securities  to  soup  up  a  portfolio 
that  otherwise  mirrors  the  index.  Since 
our  story,  the  fund  has  lagged  the  s&P 
500  by  more  than  three  points. 

-Dolly  Setton 

Hotrod 

When  Forbes  examined  Petersen 
Publishing  (Sept.  22,  1997)  just  before 
its  initial  public  offering,  we  cautioned 
that  the  company  was  highly  leveraged 
and  overvalued.  The  market  agreed 
with  us.  After  the  story  appeared, 
underwriters  cut  the  offering  size  by 
29%,  to  $123  million. 

But  Chief  Executive  James  D.  Dun- 
ning Jr.  and  Vice  Chairman  D.  Claeys 
Bahrenburg  know  how  to  expand  a 
magazine  empire.  They  added  54  new 
titles  to  a  roster  that  included  Hot  Rod, 
Teen  and  Guns  &  Ammo.  At  the  same 
time,  advertisers  were  hungering  for 
ever-more-specific  target  audiences — 
just  what  Petersen  offered. 

On  Dec.  15  London-based  publisher 
emap  Pic.  agreed  to  acquire  Petersen  for 
$1.2  billion  in  cash  plus  the  assumption 
of  $300  million  in  debt.  Petersen  share- 
holders will  receive  $34  a  share  in  cash, 
a  45%  premium  above  the  predeal  price 
and  nearly  double  the  initial  offering 
price  of  $17.50. 

-Scott  McCormack 


70  years  ago  in  Fori: 

January  15,  19.\ 

:    [A  merchant]  in  the  woolen  business  has  1 
phrase  "Guaranteed  Woolens"  emblazonl 
in  gold  on  the  walls  of  his  establishmeJ 
Asked  the  meaning  and  the  significance! 
his  glittering  guarantee,  he  said,  "Well,! 
course,  I  don't  guarantee  anything  specif  I 
.  .  But  that  word  'Guarantee'  tastes  awfui 
sweet  to  a  lot  of  people  and  my  custome 
like  it.  It  seems  to  help  i 
sell  goods 

30  years  ago  in  Fort 

February  1,  19 A 
Not  just  junk:  Five  years  ago  parts  of  th] 
rusting  pile  in  a  field  near  Boulder,  Coll 


were  the  last  word  in  IBM  computi 

equipment.  Then  came  the  360.  Had  IBE 

dumped  this  equipment  on  the  second-han 

market,  it  would  have  put  pressure  on  3& 

prices  and  profits.  So  it  was  junked.  Thing 

will  be  quite  different  in  the  future.  Toda 

the  computer  leasing  companies  own  seve 

al  thousand  360s,  out  of  which  they  wi 

wring  every  possible  cent,  slashing  price 

if  necessary  to  do  it.  Which  will  bring  th 

computer  industry  its  first  real  price-cuttinj 

February  1,  196 

Friedrich  Flick  is  the  wealthiest  man  i 

West  Germany.  His  personal  holdings  ar 

estimated  at  $750  million.  He  runs  hi 

empire  [330  companies]  with  a  staff  the 

would  make  the  head  of  any  U.S.  conglorr 

erate  look  around  in  horror  and  say,  "Wher 

is  everybody?"  Directly  under  him  are  fiv 

managing  partners.  They  are  the  financ 

men.  Under  them  are  about  20  to 

executives  who  oversee  the  empire' 

day-to-day  operations.  And  thai 

plus  clericals,  is  all.  Flick  can  get  alon; 

with  such  a  small  staff  because  he  give 

the  men  who  run  the  companies  almos 

complete  freedom.  Says  Otto  A.  Friedrich 

a  managing  partner:  "Flick  has  alway 

looked  for  persons  who  could  rui 

a  company  on  their  own. 

-Edited  by  Dolores  Latanioti 
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With  PageNet*  Two-Way,  you  can 
stay  in  touch  with  the  office  no 
matter  where  you  are.  Receive 
e-mails  in  the  Pro  Shop.  Send 
an  e-mail  in  the  middle  of  the 
fairway.  Get  pages,  news  and 
market  updates,  or  any  piece 
of  information  that's  critical  to 
your  business.  For  information, 
call  1-888-PAGENET. 


PAGE 


Tvww.pagenet.  com  /2way 
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FLEXJET 

'^fJj&lSM    ITS  your  TIME, 
^  ■"■'? "'    invest  it  wisely. 

Someone  -  Einstein,  maybe  -  once  tried  to 
prove  that  time  equals  money.  But  he  was 
wrong.  Time  is  much  more  valuable. 

'Tp hanks  to  our  Flexjet*  Fractional  Ownership 
A  program,  you  can  invest  the  time  you 
currently  spend  waiting  to  fly  in  something  a  little 
more  profitable.  Taking  care  of  business,  for 
instance.  It's  simple:  starting  with  a  remarkably 
affordable  $175,000**  investment,  you  can  own 
as  much  of  a  Learjet*  or  Challenger*  business  jet 
as  you  need,  direct  from  the  manufacturer.  But 
it's  up  to  you.  After  all,  it  is  your  time,  and  where 
you  invest  it  is  your  business.  To  learn  more,  give 
us  a  toll-free  call  at  1-800-FLEXJET  (353-9538). 
As  we  like  to  say,  we're  ready  when  you  are. 

BOMBARDIER 

AEROSPACE 

"Trademarks  of  Bombardier  Inc. 
*  *  Estimated  annual  after-tax  cost  of  ownership 
(500  occupied  hours  over  five  years)  in  a  Learjet  31A.  Conditio 

A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 
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How  $10,000  Invested  6/30/93 
Would  Have  Grown  vs.  Competitors 


T.  Rowe  Price  Blue  Chip  Growth 
Fund  invests  in  today's  leading 
growth  companies  as  well  as  those 
with  the  ability  to  become  tomor- 
row's industry  leaders.  These  blue 
chip  companies  offer  the  potential 
for  sustained  growth  while  providing 
reduced  volatility  compared  with 
small-  and  mid-cap  companies. 

The  fund's  strategy  has  proven 
effective.  As  the  chart  indicates,  the 
fund  has  outperformed  its  Lipper 

Category  Average  since  inception.  Of  course,  past  performance  cannot 
guarantee  future  results.  No  sales  charges. 


■  Blue  Chip  Growth  Fund 

B  Lipper  Growth  Funds  Average 
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Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-401-4833 

www.  trowepricc.  com 


Invest  With  Confidence 

T.RoweRice 


m 
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'•39%,  19.61%,  and  20.61%  are  the  fund's  average  annual  total  returns  for  the  I  year.  5-year,  and  since  inception 
5/30/93)  periods  ended  9/30/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
tin  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  lie  worth  more  or  less  al  redemption  than 
:  original  purchase.  (Source  for  Lipper  data:  Lipper.  Inc.) 
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We've  got  mail 

Forbes  warned  two  years  ago  (Ja 
13,  1997)  that  old  e-mails  and  recc 
ered  computer  files  could  turn  in 
court  evidence.  A  good  call — just  a 
e-mail  addicts  Bill  Gates  and  Moni 
Lewinsky. 

John  Jessen,  president  of  Seal 
based  Electronic  Evidence  Discover 
says  his  business  helping  litigants 
cover  legal  evidence  doubled 
1997,  and  doubled  again  in  199 
He  also  has  a  sideline  doing  "risj 
management"  audits.  In  thes 
Jessen's  troops  sample  e-mail,  lectu: 
employees  to  be  circumspect  aboi 
what  they  put  into  mail  and  insfc 
procedures  and  software  programs  t 
make  sure  that  the  files  computx 
users  dump  in  the  trash  are  real- 
gone  from  their  hard  drives. 

-Janet  Novac 

The  Bloomsbury  group 

Two  years  AGO  we  said  London' 
Bloomsbury  Publishing  Pic.  was  I 
comer  (Jan.  27,  1997).  This  ten-yeai 
old  book  publisher  had  only  $20  mil 
lion  in  sales  but  a  roster  of  majoi 
league  authors  like  Nadine  Gordime 
and  John  Irving.  Bloomsbury  i 
indeed  going  places.   It  recent! 


Hi 


Bloomsbury  fouqder 
Nigel  Newton 


announced  a  multiproject  deal  with 
Microsoft  that  will  include  publish- 
ing the  En  carta  World  English  Dic- 
tionary as  a  book  and  CD-ROM  in 
August.  Warner  Bros,  just  bought 
the  film  rights  to  one  of  Blooms- 
bury's  juvenile  bestsellers,  J.K. 
Rowling's  Harry  Potter  and  the 
Chamber  of  Secrets.  Since  our  story, 
the  company's  shares,  traded  on  the 
London  Stock  Exchange,  are  up 
100%,  to  the  equivalent  of  $2.75. 
-Richard  C.  Morais   tm 
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Finally, 

a  technology  event 

comes  to  New  York  ready  to 

IT  the  STREET 


Think  of  it  as  high  tech  meets  high  finance.  It's 
where  everyone  from  MIS  directors  to  portfolio 
managers  to  insurance  and  banking  executives 
can  test-drive  next-generation  technologies  that 
are  transforming  financial  services.  It's  the 
digital  future  on  display  in  real  time  —  computer 
networks,  transaction  processing,  24X7  servers 
and  the  new  world  of  specialized  financial  appli- 
cations. Plus  an  expert-led  conference,  developed 
by  GartnerGroup,  will  examine  everything  from 
online  brokerage,  insurance  and  banking  services 
to  security  and  encryption  issues. 

isnt  it  high  time 

you 

HIT  the  STREET? 


I  TwallStreet  '99 

The  Technology  Event  for  Financial  Services 

February  23-25,  1999  •  Jacob  K.  Javits  Convention  Center  •  New  York,  New  York 


For  information  on  attending  or  exhibiting,  hit  the  Web 
at  www.itforwallstreet.com  or  call  781-433-1562. 


Conference  produced  and  developed  by 

<5>  GartnerGroup 


corporate  sponsor 

Forbes 


program  sponsor 
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my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 

Storm  chasers 


By  Katherine  Bruce  with  Colleen  Mastony 


Nietzsche  wrote  of  people 
-"who,  on  the  approach 
of  severe  pain,  hear  the 
very  opposite  call  of  com- 
mand, and  never  appear 
more  proud,  more  martial 
or  more  happy  than  when 
the  storm  is  brewing." 
If  you  want  to  fly  into  a 
storm,  start  a  company 
and  try  competing  with  a 
behemoth  like  Microsoft. 
These  business  creators 
are  doing  just  that. 


"[Bill]  Gates 
was  once  a 
barbarian. 
So  there  is 
every  reason 
to  believe 
that  barbar- 
ians can 
become 
huge." 

Jean-Louis  Gassee, 
founder/chief 
executive, 
Be  Inc. 


Jean-Louis  Gassee 

Founder/chief  executive 
Be  Inc. 

Created  BeOS,  a  computer  operating  system 
that  competes  with  Microsoft's  Windows  on  PCs. 

Competing  against  a  huge  company  is  like  a 
battle  between  emperors  and  barbarians.  Bar- 
barians start  at  the  edge  of  the  empire  and 
create  little  nations,  and  band  together.  And 
one  day  they  walk  into  Rome.  Gates  was  once 
a  barbarian.  So  there  is  every  reason  to  believe 
that  barbarians  can  become  huge. 

But  you  should  not  make  a  direct  attack. 
We  are  not  doing  what  IBM  foolishly  tried  to 
do  when  it  came  out  with  os/2  saying: 
"os/2  is  better  DOS  than  DOS;  better  Win- 
dows than  Windows."  Microsoft  was  so 
entrenched  that  a  direct  attack  against  its 
fortress  was  doomed. 

With  this  in  mind,  we  looked  at  where  Win- 
dows is  less  adept.  It  suffers  from  architectural 
limitations  in  the  emerging  digital  media 
market.  So  instead  of  challenging  Windows  in 
its  stronghold — the  office  productivity 
market — we  created  the  best  system  for  digital 
media.  So  in  a  sense  we  don't  challenge  but 
complement  Windows.  We  survive  because  we 
are  not  really  a  threat. 

Deborah  Rosado  Shaw 

Founder/chief  executive 
Umbrellas  Plus 

Imports  outdoor  furniture  and  fashion  acces- 
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sories,  competing  with  Sunbeam  Corp.,  Bemi\ 
Company,  Inc.  and  Sara  Lee  Corp.'s  Aris 
Isotoner. 

For  a  Hispanic  woman  getting  from  the 
South  Bronx  to  being  a  self-made  millionaire  J 
took  a  lot  of  breaking  of  the  rules.  I  had  to 
find  a  game  that  only  I  could  win.  So  I  starteij 
writing  articles  in  trade  publications  about 
how  important  it  was  for  business  to  build 
alliances  in  the  Hispanic  community,  since  we| 
are  going  to  be  one  out  of  four  Americans 
pretty  soon.  And  suddenly  Wal-Mart  called 
and  asked:  "Who  are  you?  We  want  to  do 
business  with  you." 

I  think  it's  fair — all  along  I  have  been  look-  j 
ing  in  on  the  outside.  You  don't  have  to  like 
how  I  got  the  goods  into  the  marketplace. 
The  consumer  is  the  final  judge. 

Keith  Cooper 

Cofounder/chief  executive 
FaxNet  Corp. 

Provides  Internet  faxing  services  to  telephone 
companies,  competes  with  AT&T,  MCI  and  Xpe- 
dite  Systems  Inc. 

We  identified  the  single  competitor  in  pro- 
viding Internet  faxing  services  to  telecommu- 
nications companies,  which  was  Computer 
Sciences  Corp.  Then  we  found  out  their  client 
list  and  what  they  were  offering.  We  saw  that 
we  could  do  a  better  job  for  a  cheaper  price. 
So  we  began  knocking  on  the  door  of  their 
biggest  customer,  U  S  West. 
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WE'RE  OIM  TOP  OF  THE  EURO. 

Close  to  the  growth  opportunities.  Eye-to-eye  with  one-of-a-kind  investments.  Well-versed  in  the  art  of  the 
European  deal.  As  a  true  European  bank,  Barclays  offers  American  companies  and  investors  opportunities  that  only 
first-hand  information  and  300  years  of  financial  markets  experience  can  spot. 

Barclays  Capital  was  the  Top  Euroloan  Arranger  in  1996, 1997  and  year  to  date*  Since  January  1998,  we  lead- 
managed  1 19  transactions  totalling  $30.83  billion  including  13  EURO  deals  worth  more  than  €4.23  billion.  No  other 
European  bank  has  financed  and  arranged  more  syndications  in  the  Euroloan  market  than  Barclays  Capital. 

With  assets  of  $416  billion,  capital  resources  exceeding  $19  billion,  our  AA  credit  rating,**  and  an  insider's  insight 
into  the  European  markets,  Barclays  Capital  is  clearly  positioned  for  growth. 

So  are  our  clients. 


BARCLAYS 
CAPITAL 


A  SHARPER  FOCUS 

"CHICAGO  •  FRANKFURT  •  HONG  KONG  ■  JOHANNESBURG  ■  LONDON 
MADRID  •  MILAN  -  MUMBAI  ■  NEW  YORK  •  PARIS  •  SINGAPORE  •  SYDNEY  •  TOKYO 


And  in  10  other  cities  across  the  world     www.barcap.com 

•Source:  IFR;  as  of  1 2/5/98    "Barclays  Bank  PLC  credit  ratings:  AA\Aa2\AA+ 

Barclays  Capital  is  the  investment  banking  division  of  Barclays  Bank  PLC  which  undertakes  U.S.  securities  business 

in  the  name  of  its  wholly  owned  subsidiary.  Barclays  Capital  Inc..  an  NASD  member.  ©  1 999  Barclays  Capital 


my  mind 


"It's  always 
personal  to 
me.  The 
chairman  of 
3M  won't  go 
hungry  if  he 
doesn't  sell 
to  AutoZone, 
but  I  will." 


James  Sandusky, 
founder,  NicSand 
Inc. 


For  CSC,  Internet  faxing  was  not  even  a 
rounding  error  in  the  overall  scope  of  their 
business.  I  don't  think  anyone  from  esc  had 
really  sat  down  with  anyone  at  U  S  West  to 
find  out  how  to  make  their  lives  easier.  We 
made  sure  to  tell  U  S  West  that  Internet 
faxing  was  our  life.  We  also  told  the  employ- 
ees of  csc's  Internet  faxing  division  what  it 
would  be  like  to  work  for  an  entrepreneurial 
company  like  ours,  and  have  equity  in  it. 

U  S  West  decided  to  give  us  a  shot.  Once 
CSC  saw  us  take  U  S  West  away  from  them, 
their  business  wasn't  really  viable.  So  they  sold 
us  the  servicing  division  and  got  out  of  the 
business. 

James  Sandusky 

Founder/chief  executive 
NicSand  Inc. 

Manufactures  sandpaper,  standing  up  to  3m 
and  Saint-Gobain  Group's  Norton  Abrasives. 

Fashions  change,  foods  change,  clothes 
change.  To  be  successful  in  the  world,  you 
have  to  change.  And  yet  the  abrasives  industry 
used  to  be  controlled  by  two  large  compa- 
nies— 3M  and  Norton,  which  made  litde  to 
no  investments  in  change. 

So  after  receiving  a  patent  for  a  Velcro-type 
hook  and  loop  fastening  for  sandpaper,  I  start- 
ed my  company  in  the  early  1980s.  Hook  and 
loop  fastening  is  much  superior  to  the  way 
sandpaper  was  fastened  to  power  tools  before. 
But  3M  was  two  feet  behind  me  telling  every 
one  of  my  customers  that  my  product  wouldn't 
work.  Once  they  saw  that  it  worked,  they  start- 
ed copying  us.  We  have  to  stay  ahead  of  them 
by  offering  innovative  items.  We  introduce 
about  145  new  retail  products  per  year. 

It's  always  personal  to  me.  The  chairman  of 
3M  won't  go  hungry  if  he  doesn't  sell  to 
AutoZone,  but  I  will.  I  make  funny  faces 
when  I  drive  by  a  3M  facility. 

Christos  M.  Gotsakos 

President/chief  executive 
E*  Trade 

Competes  with  brokerage  houses  that  have  a  lot 
more  capital  (see  related  story,  p.  82). 

Traditional  financial  institutions  are  passe. 
They  see  the  consumer  as  being  dumb  and 
needing  all  this  hand-holding.  Our  view  is 
that  you  are  smart,  so  we  will  just  give  you  the 
tools  and  charge  you  a  lot  less  for  them. 

It's  like  with  the  Cadillac.  It's  a  great  car,  but 
I  probably  w  nildn't  be  caught  dead  riding  in 
one.  The  avei   -rx  age  of  a  Merrill  Lynch  cus- 
tomer is  55.  Ti  :  average  age  of  our  consumer 


is  between  35  and  45.  We  ai 


the  future. 


Andrew  Stenzler 

Co-CEO/chairman 
Xando  Inc. 

Competes  with  Starbucks  Corp. 

Even  though  Starbucks  is  our  main  com- 
petitor, it's  also  the  reason  for  our  existence 
Starbucks'  brand  has  become  so  ubiquitous 
that  it  creates  opportunity  for  us. 

Starbucks  is  going  to  become  one  of  the 
biggest  brands  in  the  world,  but  they  won't 
be  able  to  touch  all  corners  of  the  earth.  Ata 
people  start  comparing  them  to  an  enormou 
chain,  like  McDonald's,  and  demand  a  choic 
Here  comes  Xando. 

Jake  Burton  Carpenter 

Founder/owner 
Burton  Snowboards 

Competitors:  Rossignol  Ski  Co.  and  Salomon 
Sports. 

When  I  was  starting  my  company  [in 
1977],  skiing  had  become  a  very  elitist  sport.: 
Skiing  magazines  talked  about  fancy  roof 
racks  and  gourmet  foods  in  ski  resorts.  A  lot 
of  the  executives  who  were  running  ski  com- 
panies lost  sight  of  the  essence  of  the  sport. 
They  were  playing  golf  and  not  immersing 
themselves  in  the  sport  that  made  them  rich. 

They  gave  snowboarders  an  opening  for 
making  a  new  sport  popular.  We  put  the 
emphasis  back  on  youth.  If  you  pick  up  a 
snowboarding  magazine,  it's  all  about  action 
I  snowboard  about  100  days  a  year. 


David  McCourt 

Chief  executive 

rcn  Corp. 

Competes  with  Bell  Atlantic,  Time  Warner 

and  AT&T. 

We're  challenging  the  incumbents.  I  know 
we  can  beat  them.  Whenever  there  is  a  sea 
change,  like  with  the  Internet  now,  the 
incumbent  never  remains  dominant.  Success 
breeds  success  formulas;  success  formulas 
breed  failure.  Big  companies  have  it  down  to  < 
formula.  They  have  policies  and  procedures 
for  everything,  and  they  can  hire  average 
people  and  still  do  well  because  it's  like  a  well- 
oiled  machine.  And  the  bigger  they  get,  the 
more  average  the  employees  get,  and  eventu- 
ally they  become  drones. 


What'    on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
Digital  Tool  at  hup://www.forbes.com/mind,  or  e-mail  us  at  mind@forbes.com. 
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Used  by  the 
world's  top 


telecommunications 


ompanies 


EMC2 

The  Enterprise  Storage  Company 


n  a  highly  competitive  industry  where  success  is  likely  measured  by  how  quickly  you  get  new  products  to  consumers, 
nformation  management  plays  a  critical  role.  By  consolidating  information  and  making  it  available  to  all, 
egardless  of  the  computers  in  use,  EMC  Enterprise  Storage '"  provides  strategic  advantages  that  help  the  world's  leading 
elecommunications  companies  protect,  manage,  and  share  their  information  to  meet  their  most  aggressive 
joals.  To  put  The  EMC  Effect"  to  work  for  you,  reach  us  at  www.EMC.com/toptelco  or  1 -800-424-EMC2,  ext.  710. 

!    •:  ARE  REGISTERED  TRADEMARKS    EMC  ENTERPRISE  STORAGE.  THE  ENTERPRISE  STORAGE  COMPANY    AND  THE  EMC  EFFECT  ARE  TRADEMARKS  OF  EMC  CORPORATION    ©1999  EMC  CORPORATION    All  RIGHTS  RESERVED 


It  looks  nothing  at  all  like  its  leg 


C-300 


300B 


300C 


300D 


r^  '=*==*  *» 


300E 


300F 


300G 


300H 


300J 


300K 


300L 


//i  #fs  June  1955  issue.  Motor  Trend  said  of  the  then  new  Chrysler  C-300, 
The  sounds,  the  feel,  the  looks  of  it  set  it  pretty  much  apart  from  the  run-of-tl  I 
Detn  H  product.  You're  not  in  an  ordinary  vehicle  when  you're  in  the  300. 


•Base  MSRP  includes  destination  Tax  and  opt 


However,  the 
judges  immediately 
recognized  it. 


it's  quite  different  from  its  famous  forebears.  But 
in  spirit  it  is  very  much  the  same  kind  of  car. 


GINEERED  TO  BE   GREAT  CARS 


Chrysler  300M.  From  one  of  the  most  powerful 

Motor  Trend  1999  Car  of  the  Year. 

racing  legacies  ever.  And  now  Motor  Trend  1999  Car  of 
the  Year.  Said  Motor  Trend:  "There's  certainly  a  powerful 
spiritual  relationship  between  those  legendary  engineering 
marvels  and  this  fresh  sport  sedan  with  its  precise  handling, 
balanced  power  and  economy,  unmatched  interior  room, 
and  pace-setting  shape."  Small  wonder.  300M  dominates 
its  peers  as  only  its  ancestors  could.  With  the  most  horse- 
power, most  torque  and  the  widest  stance  in  its  class. 
Powered  by  an  all-aluminum  high-output  3.5  liter  V6  engine, 
300M  also  boasts  dual-mode  AutoStickMhat  allows  you 
to  switch  out  of  automatic  to  manual  con-  "SJI^*^^^) 
trol.  Luxuries  include  leather-trimmed  seats 
and  two-driver  memory  settings  for  the  driver's  seat,  outside 
mirrors  and  radio.  Priced  at  $29,545,  fully  equipped!  Info? 
Call  us  at  1.800.CHRYSLER.  Or  visit  www.chryslercars.com. 
The  Chrysler  300M.  We  are  sure  you'll  easily  recognize  it. 


CHRYSLER  300M 


say 

readers@forbes.com 

Family  feud 

Sir:  Re  "Who  needs 
family-friendly  compa- 
nies?" (Jan.  11,  p.  72).  I 
don't  have  children,  my 
company  has  family- 
friendly  policies,  and  I  am 
very  grateful.  They  help 
me  recruit  and  retain  the 
best  and  the  brightest.  If  I 
occasionally  have  to  cover 
for  someone  who's  going 
to  a  PTA  meeting,  that's 
my  contribution  to  raising 
the  next  generation. 
-Laura  Peebles 
Arlington,  Va. 


Sir:  You  assert  that  family- 
friendly  companies  serve 
only  the  interest  of  women 
with  children,  pressured  by 
"the  women's  movement." 
Since  when  has  child  care 
been  exclusively  the 
responsibility  of  women? 
-Glenn  Roberts 
Houston,  Tex. 

Dodging  a  tax  trap 

Sir:  Re  "Employer  stock 
tax  trap"  (Nov.  30,  1998, 
p.  356).  Wow!  Many 
thanks.  I  can  save  enough 
with  this  info  to  pay  my 
Forbes  subscription  for 
the  next  hundred  years, 
plus  buy  a  car  or  two.  I'd 
appreciate  it  if  you  could 
tell  me  where  I  could  find 
this  specific  tax  informa- 
tion in  the  irs'  literature. 
-David  Boon 
Lanham,  Md. 


Check  out  IRS  Publication 
575,  'Tension  and  Annuity 
Income." -Ed. 

Adults  only 

Sir:  Re  "The  tyranny  of 
the  diploma"  (Dec.  28, 
1998,  p.  104).  You've  done 
your  readers  a  disservice. 
The  one  thing  all  of  your 
subjects  had  in  common 
was  an  original  idea  that 
came  at  the  right  time. 
How  many  17-year-olds 
have  that?  Your  description 
of  the  dropouts'  financing 
was  sketchy,  and  there  was 
little  thought  given  to  the 
"what  ifs"  of  failure.  This 
issue  should  be  placed  on 
the  top  shelf  of  magazine 
stands — out  of  the  view  of 
children. 
-George  Krebs 
Howell,  N.J. 

Poor  planning 

Sir:  Wish  that  I  had  read 
your  article  on  Suze 
Orman  ("Sizzling  Suze," 
Dec.  28,  1998,  p.  118) 
before  buying  her  disap- 
pointing book. 
-Tom  Murphy 
Columbus,  Ohio. 

Carried  away 

SlR:  Re  "Continental 
Hero"  (Dec.  28,  1998, 
p.  31).  It  is  nice  to  find  a 
chief  executive  of  a  major 
airline  who  is  actually 
interested  in  serving  the 
customer.  I  find  it  inter- 
esting that  the  airline 
industry  has  reframed  the 
argument  about  the  size 
of  carry-on  luggage  as  a 
safety  issue  when  it  is 
really  a  service  issue.  Until 
baggage  service  is 
improved,  I  want  to  put 
my  luggage  in  the  same 
place  the  crew  stores 
theirs — the  o\  erhead  bins. 
-Steven  B.  S.  iith 
Sanibel  Island.  Fla. 


Your  crystal  ball  is  cracked 

Sir:  Re  "2039"  (Dec.  28, 1998,  p.  22).  Your  article  on  chic 
executive  predictions  reminds  me  of  what  the  seers  were 
saying  in  1960,  when  1  joined  the  work  force.  My  employe 
hired  a  futurist  who  told  us  that  by  1980  our  biggest  pre 
lem  would  be  how  best  to  use  our  discretionary  time.  It 
hasn't  worked  out  that  way.  Then  in  the  1980s  the  prog- 
nosticates said  that  we  would  have  a  paperless  office  by 
the  early  1990s.  It  is  almost  the  millennium,  and  the 
paperless  office  is  about  as  close  as  the  paperless  toilet,  j 
-Edward  C.  McManus 
Marlborough,  Mass. 


Sir:  If  Continental  Chief 
Executive  Gordon  Bethune 
really  cared  about  service, 
he  would  make  sure  that 
his  baggage  service  was  up 
to  par,  so  that  more  passen- 
gers would  avail  themselves 
of  that  and  reject  the  "self 
service"  carry-on  baggage 
arrangement. 
-Jeffrey  Beech 
Thibodaux,  La. 

No  bargain 

Sir:  Re  "When  costly 
insurance  makes  sense" 
(Dec.  14,  1998,  p.  252). 
The  actuaries  know  some- 
thing you  don't.  The  50- 
year-old  man  who  can 
qualify  for  the  cheap  term 
policy  is  probably  going  to 
live  past  your  example  of 
age  77 .  Check  your  com- 
parison after  age  80,  when 
most  of  these  people  will 
die.  The  "costly"  insur- 
ance looks  even  better. 
-John  A.  Crawford 
District  Agent, 
Northwestern  Mutual  Life 
Insurance  Co. 
Norcross,  Ga. 

Smart  PC  or 
fender-bender? 

Sir:  Re  "Compute  while 
you're  driving"  (Jan.  11, 
p.  112).  You  seemed 
impressed  by  the  possibili- 
ties of  the  Clarion  AutoPC, 
but  you've  overlooked  the 
potential  for  traffic 


mishaps.  The  picture  you] 
ran  with  the  story  illus- 
trates my  point:  The 
device  clearly  needs  con- 
siderable attention  from 
the  driver.  I'm  sure  that 
some  people  can  handle 
any  technology  while  on 
the  road,  and  some  can't. 
It's  the  process  of  sorting] 
those  individuals  out  that ; 
frightens  me. 
-Aaron  Woodin 
White  Plains,  NT. 

Accountable 

We  misidentified  the  chief 
accountant  of  the  Securi- 
ties &  Exchange  Commis- 
sion (Jan.  11,  p.  43).  It's 
Lvnn  Turner.  ■ 


Clarion  AutoPC 

Commuting  and  computing. 


Letters  should  include  the  author's 
address  and  phone  number. 
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"Whoa. 
You  been 
working  out?" 


It's  a  head-turning  combination:  Compaq 
Armada  7000  Series  notebooks  have  the 
muscle — Intel  Pentium  II  processors  up  to 
300  MHz — to  run  desktop-class  software. 
Yet  they're  built  for  the  road,  with  models 
eaturing  ultra-durable  magnesium  alloy  casings. 
\nd  they're  loaded:  displays  up  to  14.1".  Hard  drives 
jp  to  8  GB .  Dazzling  AGP  graphics.  Plus,  they  dock  into  our 
lighly  expandable  ArmadaStation  or  Tower  Stand.  To  learn  more, 
:all  1-800-AT-COMPAQ.  Or  visit  www.compaq.com/whoa. 

COMPAQ.  Better  answers. 


Compaq 
Armada 

7000  Scik 


There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business.  Seeking 
?  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software— from  the  world's  leader  in  decision 
support— lets  you  get  down  to  business  with 
SAP  AG's  R/3  — or  any  other  data. 


♦  Achieve  a  rapid  return  on  your  ERP  investment 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources — using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more 

SAS  software  leverages  strategic  partnerships  and 
is  Year  2000  compliant  and  platform  independent. 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


M 


SAS  is  a  registered  trademark  ot  SAS  Institute  Inc.  Copyright  ©  1998  by  SAS  Insti 


www.sas.com/erpsolutions 


E-mail:  forbes@sas.com 


919.677.8200 


'ith  all  thy  getting  get  understanding" 


Fact  and  Comment 


iy  Steve  Forbes,  Editor-in-Chief 


THE  COMPUTER  ATE  MY  TUITION 


Vill  Education  Department  computers  that  admini- 
ster financial  aid  for  millions  of  college  students  still 
.unction  in  2000?  The  Department  is  apparently  way 
">ehind  in  getting  its  computer  hardware  and  software 
brtified  against  the  so-called  Millennium  Bug:  Unless 


replaced  or  adjusted,  computers  at  the  turn  of  the  cen- 
tury will  behave  as  if  the  numerals  00  are  1900  rather 
than  2000  and  will  possibly  crash. 

Countless  kids  could  suddenly  find  themselves  without 
the  means  to  continue  their  higher  education. 


NO  SURPRISE 


Egyptian  tablets  might  be  oldest  writing  found 

Discovered  in  the  tomb  of  a  king,  line  drawings  concentrate  on  taxes 


-Washington  Times 


OSKAR'S  EXPENSIVE  EDUCATION 


LlKi:  SO  many  of  his  peers,  Germany's 
new  finance  minister,  Oskar  Lafon- 
taine,  doesn't  get  it  when  it  comes  to 
taxes.  He  recently  set  off  an  uproar  by 
proposing  that  the  European  Union 
"harmonize"  taxes,  i.e.  force  low-tax 
Britain  and  Ireland  to  raise  their  levies 
to  Germany's  suffocating  levels. 

The  world's  Lafontaines  cannot 
understand  that  overly-exacting  exac- 
tions extinguish  economic  innovation 
and  risk-taking.  Why  don't  they  ever 


Oskar  Lafontaine:  His  love  of  high  taxes 
is  bad  news  for  Germany  and  Europe. 


ask  why  the  high-tech  and  entrepre- 
neurial ferment  sweeping  the  world 
is  almost  entirely  absent  from  Eu- 
rope? Growing  numbers  of  Euro- 
peans with  the  desire  to  create  and  to 
apply  their  talents  to  new  fields  end 
up  emigrating,  mostly  to  the  U.S. 
Lafontaine  and  his  ilk  think  econom- 
ic growth  is  government  driven.  Un- 
til they  see  the  light,  or  are  removed 
from  office,  Euroland  will  increas- 
ingly become  a  wasteland. 


SHORT  OF  BREATH 

Make  no  mistake,  Western  Europe  is  heading  toward  is  sort  of  like  the  country's  windpipe  being  pinched, 
choppy  economic  waters.  Its  monetary  authorities  are  Continental  economies,  never  robust,  are  increasingly 
deflating;  that  is,  they're  squeezing  the  availability  of  gasping  for  breath.  European  banking  systems  are  lurch- 
credit.  German  price  indexes  are  actually  negative,  which     ing  toward  a  crisis. 


GOOD 

from  New  York — of  all  places — on  the  education  front. 
America's  third-largest  state  just  enacted  a  law  permit- 
ting the  creation  of  charter  schools,  which  can  be  set  up 
by  concerned  teachers,  parents  or  not-for-profit  groups 
and  are  free  from  education-stifling,  bureaucratic 
restrictions.  These  schools  can  devise  curriculums  to 
focus  on  basics  rather  than  on  passing  fads.  They  en- 


NEWS 

courage  innovative  teaching.  Michigan  has  scores  of  suc- 
cessful charter  schools,  and  North  Carolina  has  a  grow- 
ing number.  Last  year,  California  expanded  its  charter 
school  legislation. 

Naturally,  unions  are  fighting  the  idea  everywhere. 
Governor  George  Pataki  got  the  charter  schools  bill 
through  the  legislature  by  tying  it  to  a  big  pay  increase 
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that  state  lawmakers  badly  wanted. 

The  growing  charter  school  movement  is  a  heartening 
sign  that  America's  parents  will  eventually  win  back  con- 


trol of  our  schools.  As  that  happens,  our  country's  scho<| 
will  vault  from  being  among  the  worst  in  all  the  majl 
industrialized  countries  to  the  best. 


PRESIDENTIAL  PERJURY  MATTERS 


A  few  months  ago  USA  Today  reported  the  results  of  a 
survey  taken  of  more  than  20,000  American  middle  and 
high  school  students  on  their  activities  over  the  past  year. 
The  results  were  disheartening.  Almost  half  of  the  high 
school  students  admitted  to  stealing  from  a  store;  70%  to 


cheating  on  a  school  exam  and  more  than  90%  to  lying  I 
parents.  These  percentages  are  all  higher  than  thcl 
found  in  a  similar  survey  in  1996. 

When  adult  .society  is  seen  as  devaluing  traditionl 
morals,  is  it  any  surprise  that  our  children  are  affectedq 


LIKE  IT  OR  NOT 


diplomatic  immunity  allows  designated  officials — includ- 
ing ruthless  dictators — to  travel,  even  in  unfriendly 
lands,  without  harassment  or  harm.  The  position  of 
Chile's  democratically  elected  and  constituted  govern- 
ment is  that  General  Augusto  Pino-  ^^^^__^_^^_ 
chet  has  immunity  from  prosecu- 
tion and  extradition  to  Spain  be- 
cause he  is  a  former  head  of  state. 
Britain's  House  of  Lords  should  re- 
consider its  decision  to  allow  Pino- 
chet to  be  extradited  by  the  Labour 
government  to  Spain  to  stand  trial 
for  "crimes  against  humanity."  The 
extradition  request  for  Chile's  for- 
mer strongman  didn't  even  origi- 
nate with  the  Spanish  government; 
it  was  instigated  by  a  maverick 
judge  on  a  private  crusade. 

By  British  logic,  we  should  be  ready  to  arrest  Fidel 
Castro  the  next  time  he  leaves  Cuba.  His  crimes  against 
humanity  vastly  exceed  those  committed  by  Pinochet. 
Argentinean  judges  could  issue  extradition  orders  to 
British  generals  and  admirals  for  their  role  in  the  Falklands 
war.  Yasir  Arafat  would  certainly  warrant  arrest  many 
times  over.  Numerous  other  government  officials  around 
the  world  would  be  vulnerable,  too. 

London's  move  against  Pinochet  was  not  the  culmina- 
tion of  any  carefully  thought-out  ideas  to  revise  centuries- 
old  traditions  of  diplomatic  immunity.  Rather,  the  Labour 


Pinochet:  Chile  should  decide  his  fat 
headline-hunting  Europeans. 


regime  figured  it  would  be  an  easy  way  to  appease  lei] 
wing  supporters  who  hate  Pinochet  for  thwarting  a  Corl 
munist  takeover  of  Chile  in  the  early  1970s  and  who  a[ 
disgruntled  by  Labour's  lack  of  traditional  socialist  fervcl 
^^^^^___^^^_  Britain  is  also  ignoring  the  deif 
cate  arrangement  Chileans  ha^ 
made  to  move  from  a  military  di| 
tatorship  to  the  democracy  it 
enjoying  today.  Pinochet  put  thl 
fate  of  his  regime  up  to  a  plebisciT 
several  years  ago,  with  the  explicl 
understanding  that  if  he  lost  (whicl 
he  did),  he  could  control  trl 
armed  forces  for  several  years  ana 
thereafter,  enjoy  full  diplomat] 
immunity. 

And  Spain?  A  couple  of  genenl 
tions  ago  numerous  judges  arounl 
the  world  would  have  loved  to  issue  warrants  again™ 
Francisco  Franco.  Following  the  Spanish  Civil  War  ( 193n 
39),  the  victorious  Franco  executed  some  250,000  of  hi 
countrymen,  and  continued  his  iron-fisted  rule  for  nearra 
40  years.  It  took  Spain  several  years  after  Franco's  deatf 
in  1975  to  become  a  full-fledged  democracy.  As  witj 
Chile,  the  understanding  was  that  the  past  is  past;  wj 
must  work  for  the  future. 

The  future  of  Pinochet,  who  has  blood  on  his  hands,  il 
a  matter  for  Chileans,  not  for  grandstanding  British  pol| 
or  self-righteous  Iberian  judges,  to  decide. 


-not 


DARKLY  DRAWN  MYSTERY 


Q 


Never  Street — by  Loren  D.  Estleman  (Warner  Books, 
$6.99).  Street-smart,  smart-alecky  Detroit  detective 
Amos  Walker  gets  a  bizarre  missing-person  case  that 
leads  to  mayhem  and  murder  via  a  passel  of 
vividly  drawn,  colorful  characters.  The 
founder  of  a  company  producing  features  for 
cable  television  stations,  who  is  obsessed  with 
film  noir — murder  mysteries  shot  in  black  and 
white  "with  warped  gangsters  and  neurotic 
heroes  and  dangerous  women,  shiny  wet 
streets  and  big  black  cars  with  their  headlights 
on" — has  disappeared.  Plenty  of  suspenseful 
grit  interspersed  with  intriguing  sound-bite 
treatises  on  that  particular  film  genre.  Interest 
is  kept  with  subplots  that  intersect  with  the 
main  one,  like  tributaries  of  a  river. 


ESTlfMAN 


fast.  This  one  sprang  his  gun  from  its  underarm  clip  wit\ 

an  economy  that  would  have  impressed  Wild  Bill.  Bu\ 

Hickok  knew  better  than  to  try  to  pull  the  trigger  on  a  mai 

whose  gun  was  already  drawn.  He  let  his  ham 

— -,      fall  into  his  lap  with  the  pistol  in  it.  "Who  th\ 

hell  are  you?" 

It  was  a  light  voice  for  so  much  man.  Actuall] 
bis  face  was  in  proportion  with  the  rest  of  him.  H 
had  one  eyebrow  straight  across  and  a  blue  jaw.  I 
would  always  be  blue,  even  when  it  was  still  we\ 
from  shaving.  The  smell  of  Old  Spice  in  the  ca>\ 
was  thick  enough  to  float  the  boat  on  the  bottle. 

I  waggled  Luger,  "Give  me  the  cannon  ant\ 
I'll  tell  you  my  name." 
"That  ain  't  no  trade.  * 
"I'll  sweeten  it.  Give  me  the  cannon  and  A 


Excerpt:  I  got  in  on  the  passenger's  side.  Fat  men  are  often      won 't  blow  your  spleen  through  your  back. " 
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Your  chips  come  from  a  company 

protected  by  us 


Your  soft  drink 

comes  from  a  company 

fro  tec  ted  by  us. 


Your  TV  comes  from  a  compan 


> 


protected  by  us. 


[And  yes,  we're  working  on  the  slippers.] 


Frito-Lay.  Pepsi .  Philips. 

Today,  more  of  the  world's  leading  companies  demand  ADT  security  solutions  than 
any  other.  Perhaps  it's  our  125  years  of  experience.  Or  our  unique  design  approach 
we  call  Security  Architecture!"  Or  our  commitment  to  world  class  monitoring  and 
customer  service.  Whatever  the  reason,  you'll  find  ADT  is  exactly  what  your  world 
calls  for.  To  hear  more,  use  your  phone  (probably  from  another  company  protected  by 
us)  to  call  us  at  561-988-3896.  And  ask  for  our  President,  Mike  Snyder. 


SECURITY  THE  WORLD  DEMANDS, 


tL/Ca  INTERNATIONAL  LTD.  COMPANY 


It's  housecleaning  at  Howard's. 


SYMBOL 

NAME 

QTY 

MARKET  VAL 

PRICE 

OAKVX 

OAK  VALUE  FUNO 

3.824  759 

$93,821  34 

24  53 

BIGRX 

AMCENT  INCOME  AND  GROWTH 

894.682 

$25,265  82 

28  24 

SAFQX 

SAFECO  EQUITY  FUND  INC 

15,68596 

$359,051  62 

22  89 

SCDGX 

SCUDOER  GROWTH  &  INCOME 

3,588.864 

$97,617  10 

27.20 

SSHFX 

SOUND  SHORE  FUND  INC 

3.371  187 

$94.66293 

2808 

AMAT 

APPLIED  MATERIALS  INC 

2.000 

$78,250  00 

39  125 

ADM 

ARCHER-DANIELS-MIDLAND  CO 

2.097  1202 

$33.94714 

161875 

CSCO 

CISCO  SYSTEMS  INC 

1.000 

$80,375  00 

80.375 

GE 

GENERAL  ELECTRIC 

1.018.3585 

$88,406  25 

868125 

HO 

HOME  DEPOT  INC 

1.4060123 

$71.618  75 

509375 

INTC 

INTEL  CORP 

1.703  3706 

$190.032  28 

111.5625 

EL 

LAUDER  ESTEE  CO  INC  CL 

1.005  7348 

$72.664  34 

72.25 

PG 

PROCTER  S  GAMBLE  CO 

451.2853 

$39.092  59 

86  625 

5562941 

CALIFORNIA  ST  PU8  WKS  BRD 

10,000 

SI. 113, 980  00 

.  .  .    :     ■ 

TOTALS 

$2,438,784  90 

"I'm  cutting  my  losses  and  I'm  cutting  my  taxes. 


TRADING 


|  One  Source 

O    N    LI    N    E    I 


Stocks 
Mutual  Fuods 
Options  \j^ 
Treasuries 
Corporate  Bonds 
Status.ChanqeCanc 


I'iJHUI  _ 

"Since  I  talked  to  you  last,  the  market  has  bounced  back  nicely  from  an 
adjustment.  And  that  Cisco  stock  I  bought  on  schwab.com  has  done  nicely 
as  well.  If  I  only  knew  then  what  I  know  now. 

"Now  I'm  into  my  year-end  strategy.  Which  means,  I'm  doing  what  I  can 
to  minimize  my  tax  hit.  I'm  selling  off  my  losers  to  put  against  the  capital  gains  on  my  winners. 
"I'm  also  online  at  schwab.com,  selling  mutual  funds  with  capital  gains  and  dividend  dis- 
tributions, so  I  can  minimize  my  tax  exposure.  There  are  no-loads  and  no  fees  on  my  Schwab  OneSource 

^-tj ^-j     funds.  With  that  cash  I'll  be  looking  to  take  advantage  of  any  temporary  price  drops 

^ •Z-'     on  some  good  companies  I  already  own.  I've  got 

alerts  on  schwab.com  for  Applied  Materials,  Intel  and  Home  Depot.  And, 
when  any  of  those  stocks  hiccups,  it'll  notify  me.  I'll  be  ready."  howard 


m 


Custom  E-mail  Alerts 


www.schwab.com 


t) 


Security  prices  shown  are  as  of  12/14/98.  Individuals  appearing  are  actual  Schwab  customers  and  were  paid.  The  experiences  depicted  are  those  of  the  individual(s)  appearing  and  may  not  be  i 

ks  experience.  The  positions  shown  are  actual  holdings  of  the  individuals  appearing  and  reflect  partial  portfolio  holdings.  No  mention  of  a  security  should  be  construed  as  a  recommendarjc 

sell  or  a  solicitation  of  an  offer  :o  buy  any  securities  Schwab,  its  affiliates,  their  employees  and/or  their  directors  may  have  positions  in  these  secunties  referenced,  and  may,  as  pnncip 

^11  to  customers.  Schwab  or  its  affiliates  may  perfc      i    solicit  investment  banking  or  other  scmces  from  any  company  mentioned  in  this  material.  Schwabs  Mutual  Fund  OneSource 

lunds  with  no-loads  and  no  transaction  fees  term  transaction  fee  will  be  charged  on  redemptions  of  funds  (except  Schwab  Funds)  bought  through  Schwabs  Mutual  Fu 


1-800-4SCHWAB 


Holly  stays  conservative. 


SYMBOL         NflMt 

Qt'r 

MARKET  VAL 

PRICE 

24 

$2  170.13 

BO  S75 

43  375 

- 

$1,892  31 

145  5625 

PEP 

PEPSICO  INC 

13  4203 

1497  39 

PSFT 

PEOPLES 

IS 

$255  00 

17 

<UM 

TRICON  GLOBAL  RESTR  INC 

1 

$46  38 

46  375 

WFMI 

WHOLE  FOODS  MARKET  INC 

12 

$562  SO 

46  875 

TOOLS 

$6.56071 

"Don't  think  I'm  an  expert  just  because  I'm  doing  these  Schwab  ads." 

Tin  glad  to  report  that  our  stock  group,  which  was  aiming  to  double  our  investment  in 
5  years,  has  done  it  in  just  2.  We  just  sold  one  of  our  stocks,  because 
it  seems  to  have  pretty  much  leveled  off. 

"And  we're  beginning  to  look  a  little  more  seriously  at  technology, 


vsovw.schwab.com 


MUTUAL  FUND 
ONESOURCE  ONLINE 


>  OneSourcc  Funds 
I     by  Family 

/  OneSource  Funds 
|     by  Category 


Schwab 

Market  Manager 
Portf olios'" 


specifically  the  internet  and  wireless  categories.  So  I'm  researching  them  on  schwab.com,  where 
I  can  read  the  analysts'  reports. 

"As  for  my  family,  we're  taking  the  money  from  doing  these  ads  and  putting  it  in  an  index    |>scr.wat>r-und« 
fund.  Actually,  I'm  looking  at  two,  a  large-cap  and  a  small-cap.  I  com- 
pared no-load,  no  transaction  fee  mutual  funds  in  the  schwab.com 
itena  industry  OneSource  area.  Based  on  what  I  found  there,  and  what  I've  confirmed 

Telecommunications  r  i  r  1        t     i   •     1     •   i      1  •    t 

NumBer  of  Reports  founa  i.25ofsi2     trom  a  lot  ot  people,  I  think  its  the  right  way  to  go. 

"I'm  a  part-time  teacher.  Now  they've  got  me  teaching  investing  to  my  daughter's  5th  grade 
class.  It's  a  level  I'm  comfortable  with."  holly  tt 


>  All  Funds  at  Scbwab 
by  Family 

;  All  Funds  at  Schwab 
by  Category 


|  >  Fund  Look  Up 
1 1  COMPARE 


certain  other  funds)  with  no  transaction  fee  and  held  for  180  days  or  less  If  you  pay  a  transaction  fee  to  purchase  a  fund,  you  will  pay  a  transaction  fee  when  you  sell  it  as  well.  Schwab  reserves 
change  the  funds  we  make  available  without  transaction  fees  and  to  reinstate  fees  on  any  funds.  Schwab  receives  renumeration  from  participating  fund  companies.  Mutual  Fund  prospectuses 
more  complete  information  including  management  fees,  charges  and  expenses  are  available  from  Schwab.  Please  read  carefully  before  investing.  Investment  value  will  fluctuate  so  that 
l  redeemed,  may  be  worth  more  or  less  than  the  onginal  cost.  Access  to  services  and  your  account  may  be  limited  during  periods  of  peak  demand.  Past  performance  is  no  guarantee  of 
Its.  ©1998  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0199-5780) 


onwide 


Charles  Schwab 


Other  Comments 


Clear  Beauty 

Romantics  compare  the  cycle  of  the 
seasons  to  the  cycle  of  human  life,  a 
comparison  I  have  never  really  trusted. 
And  yet  now,  at  the  age  of  51,  I  find 
something  in  it.  Sooner  or  later,  life 
takes  in  its  breath,  pauses,  and  then  tilts 
toward  winter.  I  sense  that  tilt  ap- 
proaching. When  the  idea  threatens  to 
become  oppressive,  I  think  of  the 
woods  in  New  England  tilting  into 
winter — how  you  can  see  the  whole 
expanse  of  the  lake,  not  just  the  occa- 
sional wink  through  the  trees,  and  hear 
every  movement  on  the  land  that  slopes 
down  to  the  water.  You  can  hear  every 
living  thing,  no  matter  how  cunning, 
before  snow  comes  to  muffle  the  world. 
-Stephen  King,  The  New  Yorker 

Smart  Decision 

Education  experts  across  the  nation 
are  abuzz  about  New  York  state's  new 
charter  school  law,  which  aims  to  give 
communities  a  chance  to  set  up  their 
own  schools,  free  from  bureaucratic 
oversight.  Education  experts,  that  is, 
except  New  York  City  Schools 
Chancellor  Rudy  Crew.  "Fraught  with 
peril"  is  how  Mr.  Crew  described  the 
state  plan,  and  promptly  issued  a  state- 
ment slamming  Albany  and  declaring 
his  opposition  to  any  experiment. 

In  turning  his  back  on  charters — 
not  to  mention  his  other  nemesis, 
vouchers — Mr.  Crew  is  opting  to 
climb  the  North  Face  of  the  educa- 
tional Everest.  New  York  schools  were 
already  awful  when  Mr.  Crew  took 


over  a  few  years  ago.  The  chancellor 
has  labored  hard  but  achieved  little 
beyond  announcing  a  citywide  reading 
initiative,  permitting  the  city's  equity 
enthusiasts  to  kill  off  gifted  programs, 
and  collecting  an  enormous  pay  hike. 
Charters  may  not  be  the  ideal 
reform.  We  ourselves  prefer  vouchers, 
which  give  schools  and  parents  maxi- 
mum autonomy.  But  charters  are  a 
start,  and  New  York  City  kids,  some  of 
the  nation's  most  deprived,  deserve  a 
chance  to  be  part  of  their  experiment. 
-Wall  Street  Journal 


There's  the  old  Arkansas  joke  that 
in  pioneer  days  there  was  a  large 
sign  on  their  state  border:  "Turn 
left  for  Texas.  Turn  right  for 
Kansas.  If  you  can't  read  this,  stay 
in  Arkansas."  Bill  Clinton  couldn't 
read  America's  dreams  for  him. 
-Allan  Fotheringham,  Maclean's 

Ripple  Effect 

Impeachment's  potential  ramifica- 
tions remain  underfoot  for  us  to  trip 
over  daily,  like  last  summer's  uncoiled 
garden  hose  lying  in  wait  just  inside 
the  shed  door.  I  talked  with  a  chap 
who  belongs  to  an  investment  club 
whose  members  voted  to  sell  a  cer- 
tain stock  because  of  the  uncertainty 
over  pending  impeachment  proceed- 
ings. All-Monica-all-the-time  had 
taken  its  toll  on  their  portfolio. 
Down  at  the  local  gossip  shop,  the 


"Gee,  these  new  twenties  look  just  like  Monopoly  money." 
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regulars  profess  to  be  some  old  sit 
'and  tired  of  all  this  impeachme 
talk.  Then  they  spend  the  remaind 
of  their  coffee  break  talking  aboi 
impeachment. 

Not  even  Australia  is  immune.  A 
official  at  the  Madame  Tussaud 
museum  in  Sydney  told  reporters  tfr 
staffers  felt  compelled  to  sew  closed 
fly  on  the  presidential  mannequii 
"Every  time  we  went  past  Bill  Clintoi 
the  zipper  was  undone,"  she  explainec 
-Kent  Ward,  Bangor  Daily  News 

Look  Out 

The  German  taxation  system  is  in 
dreadful  mess.  There  are  many  loop 
holes,  and  it  is  claimed  most  of  thJ 
rich  pay  no  income  taxes.  It  woulj 
be  a  disaster  for  Britain  to  be  force! 
to  accept  German  methods  of  taxd 
tion.  If  Tony  Blair  takes  a  leaf  out  c| 
Germany's  book — when  in  trouble 
lecture    neighbors    on   what   to   d| 
rather  than  solve  your  own  prohl 
lems — he    may    create    disharmonj 
with    German    politicians    but    hi 
would  do  Britain,  Europe  and  eveJ 
the  German  people  a  great  service. 
-John  Oxley,  Celle,  Germany, 
letter  to  The  Economist 

Too  Real 

"Mr.  Walker,  this  is  Ashraf  Naheenl 
We  met  last  week  at  Balfour  House] 
On  Mackinac  Island?" 

I   recognized   the   British   accenj 
now,    too    precise    to    have    beer| 
acquired  in  the  country  of  origin. 
-Never  Street,  by 

LOREN  D.  ESTLEMAN 

In  Case  You  Didn't  Nose 

January  is  a  peak  month  for  sales  o 
facial  tissue,  because  flu  season  usualh 
reaches  its  height  in  late  December  01 
early  January.  Americans  go  through 
about  200  billion  tissues  each  year 
with  some  availing  themselves  ol 
more  than  80  a  week.  Women  use 
twice  as  many  tissues  as  men  do.  Most 
users  restrict  themselves  to  one  tissue 
at  a  time,  and  half  fold  the  tissue 
before  blowing  their  noses. 
-Atlantic  Monthly  ■■ 
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Go  out  to  eat.  Way,  way  out. 


$$$.  ^ 


id  of  paddling  down  the  stream  of  monotony,  why  not  a  change  of  scenery? 


The  new  Ford  Explorer  Limited  is  the  perfect  choice  to  make  a  smooth  transition  to  a  new  setting. 


Look,  we  all  need  a  break  from  the  local  scene  routine. 


New  1999  Ford  Explorer  Limited 


Leather  seating  surfaces.    2go-watt  MACH®  audio  system. 
trol-Trac  system  for  automatic  4WD  traction  when  needed. 
Explorer  is  a  Low  Emissions  Vehide'that  runs  cleaner  than  most  passenger  cars  on  the  road  today. 


New  available  side-impact  airbags'.    Available  Control-Trac  system  for  automatic  4WD  traction  when  needed. 


jfuissiii] 

liable  1st  quarter  1999.  Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat. 


l-800-2S8-FORDor 
www.fordvehicles.com 


November  3,  1998,  3:06  a.m. 

A  Dell  customer  checks  the  status  of  her  order  at  the  company's  Web  site, 

and  finds  her  answer  immediately.  Dell  gets  one  happy  customer. 


Incidentally,  400,000  Dell  customers 

check  their  orders  at  the  company's  Web  site  each  month. 


>  todays  are  eitrier  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and  or  otne  , 


A  few  more  examples 
of  commerce  solutions 
in  action: 

barnesandnoble.com 

offers  online  shoppers 
split-second  searches 
and  inventory  status 
on  millions  of  books. 

EddieBauer.com 

eatures  personal 
wish  lists,  a  reminder 
service  for  important 
dates,  and  more 
products  than  their 
largest  print  catalog. 

Starbucks.com  Is  a 

new  way  for  Starbucks 
ans  to  experience 
the  coffee,  company, 
and  culture  of  Starbucks. 


Dell  built  its  commerce  solution  on  a  Microsoft®  platform  of  Windows  NTS  Server  and  the 

BackOffice8  family,  because  the  products  scaled  easily  to  meet  its  growing  capacity  needs 

and  its  $2  billion  in  annual  online  sales.  You,  too,  can  quickly  build  a  commerce  solution 

on  this  scalable,  flexible  platform  starting  with  many  of  the  systems  you  already  have,  along 

with  an  industry  of  partners,  to  address  your  specific  needs.  To  find  the  «^»J*® 

right  partner  who  can  best  help  you,  or  to  get  the  free  Digital  Nervous        IvHCrOSOtl 

System:  Commerce  Solutions  CD,  visit  wwvy.microsoft.com/dns  Where  do  you  want  to  go  today?* 


WE      MAKE 


OUR  DATA 

MORE     ACCURATE 

950,000 

TIMES  A  DAY. 


HOW 


Terrific,  you're  up-to-date  with  the  information 
age.  But  what  about  the  age  of  your  information? 

With  the  pace  of  business  these  days,  it  is 
outdated  by  the  minute.  And.  \er\  simply,  yi 
can't  afford  not  to  have  reliable,  useful  and  timelx 
information   (lowing   from   one   end   of  your 
company  to  the  other. 

What  you  realK  need  is  something  we  at 


OFTEN 


DO     YOU     DO     THAT 


to  YOU  RS? 


Dun  &  Bradstreet  call  intelligent  information. 
Up-to-the-minute  information  that  s  analyzed, 
organized,  enhanced  and  helpful  in  forecasting 
the  future.  Information  that  is  derived  from  the 
latgest  database  of  its  kind — one  that  contains 
formation  on  more  than  .50  million  businesses 
ivortdu  tde — updated  950,000  times  a  day.  It's  the 
kind  of  information  that  separates  yesterday's 


news  from  today's  new s.  Better  yet,  it  can  n 
the  difference  between  tomorrow  s  profit  and 
To  learn  more  about  how  D&B  can  help ! 
your  information  needs,  call  1-800-717-119 
visit  our  Web  site  at  wvvAv.dnb.com. 


Dun  &  Bradstre 


ommentary 

events  at  home  and  abroad 


Caspar  W.  Weinberger,  Chairman 


AN  AGENDA  FOR  NATO'S  NEXT  50  YEARS 


is  yfar  marks  NATO's  50th  anniversary.  In  Wash- 
gton  this  April,  NATO  will  hold  one  of  its  rare  summit 
therings,  with  the  heads  of  its  16  member  states  in  atten- 

ce,  as  well  as  their  defense  and  foreign  ministers. 
This  meeting  should  be  one  of  great  eelebration  for  the 
orld's  most  successful  defensive  alliance,  but,  instead, 
lIATO's  future  role  is  being  questioned.  Some  are  even  call- 
ig  for  an  end  to  NATO,  on  the  specious  grounds  that, 
ecause  the  old  threats  are  gone,  NATO  has  no  role. 
Born  in  1949 — two  years  into  the  Cold  War — NATO, 
ith  its  cohesion,  its  unity  of  purpose  and  the  unstinting 
articipation  of  the  U.S.,  helped  convince  the  Soviets  diat 
leir  westward  march  had  to  end  at  NATO's  eastern  bor- 
er. With  the  Cold  War  won,  NATO's  worst  enemies  are 
[ternal:  the  growing  weakness  and  indecision  of  the  U.S.; 
he  determination  to  link  all  NATO  actions  to  an  indeci- 
ivc  and  basically  unmanageable  U.N.,  where  the  French, 
Russians  and  Chinese  seem  determined  to  challenge  every 
J.S.  interest  and  goal;  the  fear  of  doing  anything  to  offend 
>r  displease  a  defeated  Russia;  and,  hnally,  the  growing,  if 
till  inchoate,  demand  for  more  European  Union  inde- 
pendence from  NATO.  These  things  have  seriously  weak- 
ned  NATO,  but  worse  are  the  ridiculous  concessions 
nade  to  Russia  when  we  were  trying  to  secure  its  approval 
or  NATO  expansion.  Among  other  things,  we  gave  Rus- 
ia  what  it  at  least  believes  is  the  right  to  veto  any  proposed 
NATO  action  of  which  it  disapproves. 

The  painful  results  of  all  this  are  too  evident.  NATO  was 
unable  to  act  effectively  to  stop  Serbia's  brutal  aggression 
Bosnia.  A  fragile  cease-fire  exists  only  because  the 
Dayton  accords  gave  Slobodan  Milosevic  what  he  want- 
ed— a  partitioned  Bosnia — and  because  U.N.  peacekeep- 
ing troops  have  been  deployed  there.  This  pattern  was 
repeated  three  years  later  in  Kosovo.  We  allowed  Milosevic, 
after  lengthy  negotiations,  to  keep  12,000  of  his  fully 
armed  troops  and  6,000  police  in  that  troubled  province, 
and,  in  return,  he  allowed  us  to  put  in  2,000  unarmed 
observers.  This  was  hailed  as  a  great  victory  by  our  State 
Department.  These  kinds  of  negotiations  sometimes  win 
Nobel  Peace  Prizes,  but  they  do  not  result  in  much  peace. 

Is  There  a  Need  for  NATO? 

Yes;  and  there  is  much  that  a  strong,  pre-Clinton-era 
NATO  should  have  on  its  agenda: 


■  The  Cold  War  was  won,  but  the  ensuing  peace  is  rapidly 
being  lost.  Russia  has  a  vast  arsenal  of  nuclear  warheads.  It 
has  an  unstable  government,  with  an  unstable  nominal 
leader  in  Boris  Yeltsin;  it  has  a  viciously  pro-Communist, 
anti-U.S.  actual  leader  in  Yevgeny  Primakov,  the  former 
KGB  official  and  friend  of  Saddam  Hussein — and  any  other 
anti-U.S.  leader  he  can  find.  The  Russian  military  is  low  in 
morale,  but  it  has  a  huge  and  growing  inventory  of  lethal 
weapons  (paid  for  largely  by  unsupervised  U.S.  and  Western 
aid).  The  situation  is  ripe  for  a  coup,  which  could  lead  Russia 
back  into  a  role  of  aggression  reminiscent  of  the  U.S.S.R 

■  An  effective  NATO  would  not  have  to  wait  for  Kofi 
Annan's  permission  to  act.  It  could  be  an  effective  deterrent 
to  the  use  of  nuclear,  biological  and  chemical  weapons  in 
the  hands  of  rogue  states.  The  U.S.  could  also  work  toward 
this  end  far  more  effectively  if  we  gave  up  our  adherence  to 
the  ABM  Treaty,  with  its  insane  banning  of  any  effective 
missile  defense  against  weapons  of  mass  destruction. 

■  A  strengthened  NATO  should  carry  the  burden  of  block- 
ing die  ever-more-aggressive  terrorism  of  Saddam  Hussein. 
(U.S.  interventions  only  seem  to  take  place  when  Mr.  Clin- 
ton urgently  needs  a  diversion  from  his  domestic  troubles. 
Most  gambling  experts  are  betting  that  our  next  firm  stand 
will  occur  shordy  before  the  Senate  vote  on  impeachment.) 

■  NATO  has  maintained  the  U.S. -Canada-Europe  link 
with  conspicuous  success  for  50  years;  this  should  be  high 
on  any  future  NATO  agenda.  The  Europeans'  desire  for  a 
bigger  defensive  role  can  be  encouraged  so  long  as  it  does 
not  compete  with  NATO's  overall  defensive  role.  Greater 
European  spending  on  defense  would  be  most  welcome. 

■  Poland,  Hungary  and  the  Czech  Republic  will  all  be 
official  NATO  members  in  April.  NATO  must  be  free — 
with  no  more  futile  concessions  to  Russia — to  accept 
other  refugees  from  the  Warsaw  Pact,  should  it  so  choose. 

What  NATO  needs  is  the  continued  recognition  of  and 
support  for  its  vital  role  in  keeping  the  West  firmly  united 
against  rogue  states  and  against  any  attempts  by  Russia  to 
regain  its  old  Soviet  Empire — or  to  wage  war  to  hide  its 
own  desperate  economic  situation  from  its  unhappy  people. 

This  is  more  than  enough  to  comprise  an  agenda  for 
NATO's  next  50  to  100  years.  For  our  part,  the  U.S. 
needs  to  have  an  Administration  that  can  think  beyond 
the  photo  opportunities  of  April  and  recognize  how  vital 
a  strong  NATO  is — for  us  and  for  Europe.  ■■ 
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Changing  Jobs? 

Prudential  Can  Help 

You  Make  The  Most  Of 

Your  40l(k)  Rollover 

You've  managed  to  save  quite  a  bit  of  money  in  your  former  company's  401(k)  plan.  Now,  Prudential  gives 
you  a  unique  chance  to  really  put  it  to  work.  We'll  help  you  rollover  your  401(k)  distribution  into  an  IRA 
with  access  to  some  of  America's  most  popular  mutual  funds.  And,  you'll  be  working  with  a  personal 
Financial  Advisor  every  step  of  the  way  to  ensure  you  understand  all  your  options  and  to  make  the  best 
decisions  for  you.  It's  all  part  of  a  mutual  fund  program  we  call  PruChoice®* 
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PruChoice®:  3  steps  to  a  smart  401  (k)  rolloven 


on±s 


^401  (k) 
Rollover 


fie 

B£* — 

•  i 

Oil 

The  Quarterly  Account  Monitor  shows  you 
how  your  funds  are  performing. 


1       Create  an  effective 
investment  strategy. 
You  and  your  Financial  Advisor 
will  look  at  how  your  rollover 
fits  within  your  overall  portfolio. 
That  way  you'll  make  sure  that  all  your 
long-term  investments  are  working 
together  as  effectively  as  they  can. 

2  Choose  investments  from 
over  50  of  America's 
most  popular  mutual 
fund  families.  Using  your 
customized  asset  allocation  as  a 
guide,  your  advisor  will  help  you  build  a 
portfolio  from  over  250  carefully  selected 
funds.  And  there  are  no  sales  charges — 
just  an  annual  effective  program  fee  of 
1.25%  of  assets"  for  the  ongoing  help  of 
your  advisor. 

3  Get  the  guidance  you 
need  to  keep  your 
portfolio  on  track. 
When  you're  planning  something 
as  important  as  your  retirement, 
professional  guidance  is  indispensable. 
Your  Financial  Advisor  will  be  there  to  help 
you  fine-tune  your  investments  as  often  as 
your  needs  change,  so  your  portfolio  stays 
focused  on  your  long-term  goals. 


Call  today  for  your  FREE 

brochure.  Investing  your  401(k)  rollover 

could  be  one  of  the  biggest  financial 

decisions  of  your  life.  That's  why  you  may 

want  to  tackle  it  with  the  guidance  of  a 

professional.  A  Prudential  Securities 

Financial  Advisor  can  help  you  make 

important  decisions,  such  as  whether  a 

traditional  or  Roth  IRA  better  suits  your 

needs.  Call  to  set  up  an  appointment  with  a 

Financial  Advisor  and 

ask  for  free  copies  of 

our  brochures 

on  the 

PruChoice 

program 

and  Make  the 

Most  of  Your 

Retirement 

Assets. 


Call  today! 

1-800-THE-ROCK 

ext.  2778        vyovw.prudential.com 


m/i  Prudential 


'PruChoice  is  offered  by  Prudential  Securities,  for  more  complete  information  about  any  fund  available  through  PruChoice,  including  charges  and  expenses,  obtain  a  prospectus  by  colling  the  number  above  for 
the  Prudential  Securities  branch  nearest  you.  Please  read  the  fund's  prospectus  carefully  before  you  invest  or  send  money.  "12b-l  fees  may  apply.  Withdrawals  from  a  tax-deferred  investment  may  be  subject  to 
ordinary  income  tax  ond  may  be  subject  to  a  10%  penalty  if  withdrawn  before  age  59  '/?.  Prudential  and  its  affiliates  are  not  tax  advisors.  Please  consult  with  your  own  tax  advisor  for  your  particular  situation. 
Prudential  Securities  Incorporated,  a  subsidiary  of  Prudentiol,  www  pruseccom,  1 99  Water  Street,  New  York,  NY  1 0292.  Member  SIPC. 
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Digital  rules 

chnology  and  the  new  economy 


Rich  Karlgaard,  Publisher 
3Usher@f0rbes.com 


MAYBE  NOT 

you've  been"  AROUND  long  enough  to  recall  the  crazy 
d-up  of  growth  stocks  in  the  late  1960s — and  their  subse- 
lent  fall  to  earth  and  below — it's  easy  to  become  cynical. 
Here  we  go  again,  it  seems.  Amazon.com  loses  money, 
it  its  stock  is  worth  eight  times  Barnes  &  Noble's.  Amer- 
a  Online  has  zoomed  past  General  Motors  in  market  cap. 
harles  Schwab  has  elbowed  aside  Merrill  Lynch.  Yahoo 
worth  double  the  New  York  Times  and  Dow  Jones  com- 
ned.  A  company  called  eBay — eBay? — went  public  in 
.ugust  and  sits  atop  a  $10  billion  valuation  at  year's  end. 
:s  two  founders  could  barely  afford  a  nourishing  diet  in 
995;  now  they're  billionaires.  Where  does  it  end? 
You  may  answer,  "With  a  crash!"  But  consider  this:  In 
968  there  was  no  such  thing  as  a  microprocessor;  that  was 
d  come  in  1971  from  the  labs  of  three-year-old  Intel.  There 
/as  no  such  thing  as  the  Internet  or  fiber  optics;  they  arrived 
the  1970s.  Even  at  Intel  in  the  1970s,  its  microprocessor 
ras  a  sideshow  to  its  core  business,  memory  chips. 

How  have  tiny  computers  and  the  Internet  grown  to  be 
he  driving  force  in  the  world  economy  by  century's  end? 
because  they  get  cheaper  and  better  every  year — at  a  truly 
tunning  rate  of  improvement/cost  that  has  no  precedent  in 
listory.  And  there's  no  end  in  sight  to  this  phenomenon. 

What's  New  About  the  New  Economy  . 

The  exponentially  improving  capability/cost  is  what 
nakes  the  Digital  Age  different  from  the  Industrial  Age 
T770s-1970s).  Steam  engines  propelled  its  first  century; 
then  gas  engines  and  electricity  took  over.  To  be  sure, 
these  Industrial  Age  drivers  got  better  and  cheaper  each 
year,  but  at  an  improvement/cost  rate  in  the  100  times 
to  1,000  times  range,  measured  over  a  century. 

Microprocessors,  however,  double  their  performance 
every  12  to  18  months  and  drop  in  cost  by  30%  a  year. 
Millionfold  gains  have  already  occurred.  More  stunning: 
digital  bandwidth  is  improving  at  a  rate  two  to  four  times 
faster.  (For  a  finer-grain  insight,  subscribe  to  George 
Gilder's  newsletter:  www.gildertech.com.) 

From  a  mix  of  capital,  resources  and  talent,  entrepre- 
neurs create  new  and  greater  value.  Secret:  Use  fast- 
improving  resources.  Henry  Ford  built  an  empire  around 
gas  engines,  steel,  glass  and  rubber,  assembled  into  cars  in 
factories  run  by  electricity.  He  destroyed  the  horse  and 
buggy.  Bill  Gates  has  built  a  powerhouse  around  software 


SO  CRAZY 

for  microprocessors,  written  and  packaged  by  aggressive, 
high-IQ  people.  He  destroyed  minicomputers. 

Jeff  Bezos  of  Amazon  slyly  uses  his  customers'  own 
PCs  and  Internet  connections  as  a  free  resource  and  sub- 
stitute for  the  land,  buildings,  inventory  and  crack  sales- 
staff  expensively  assembled  by  Barnes  8c  Noble  into  its 
older  version  of  a  bookstore.  Bezos  has  hitched  Amazon's 
star  to  the  improvement/cost  curve  of  chips  and  band- 
width, just  as  Henry  Ford  hitched  his  to  radically  improv- 
ing gas  power,  steel  quality  and  factory  efficiency.  Amazon 
can  scale  worldwide  at  the  pace  of  the  improvement/cost 
rate  of  chips  and  bandwidth— which  is  to  say,  very  fast! 
Barnes  Sc  Noble  (the  non-Internet  part  of  it)  can  scale 
only  at  the  speed  of  industrial-era  construction  crews. 

Is  it  crazy  that  Amazon  is  worth  $18  billion?  Depends 
on  your  time  horizon.  It  surely  fails  the  "Mom  Test" — I 
would  not  recommend  Amazon  to  my  65-year-old 
mother,  not  at  $18  billion.  "Chips  on  the  dips"  is  a  safer 
way  for  Mom  to  play  the  Digital  Age:  Buy  Intel,  AMD, 
Texas  Instruments,  etc.,  whenever  they  drop  50%  below 
their  52-week  highs. 

Amazon's  current  market  cap  presumes  it  will  get  to  $12 
billion  in  sales  without  a  hiccup  (Wal-Mart,  for  example, 
trades  at  1.5  times  revenue).  This  could  happen.  Remem- 
ber, Amazon  has  no  brakes  on  its  scalability.  It  can  grow 
without  much  friction — in  theory,  at  least — far  more  easily 
than  did  Wal-Mart,  which  reached  $118  billion  in  sales  in 
36  years.  Amazon's  main  barricade  to  growth  will  be  the 
number  of  categories  it  can  sell  without  straining  its  brand. 

Bad  News  for  Old  Business  Models 

Less  crazy  than  Amazon's  market  cap,  I  believe,  is  its 
premium  over  traditional  booksellers.  Saddled  with  pricey 
real  estate  and  inventory,  many  retail  chains  face  a  bleak 
future.  Last  month  I  ducked  into  a  Borders  books  and 
music  store  in  midtown  Manhattan.  It  was  early  Decem- 
ber, prime  shopping  season.  New  Yorkers  and  tourists 
were  jammed  into  the  streets  on  this  balmy  60-degree 
evening.  Yet  inside  Borders,  I  counted  about  five  shoppers 
per  floor,  with  another  five  at  the  coffee  bar.  That  was  it. 

Laugh  all  you  want  at  the  crazy  market  caps  for  e-com- 
merce  stocks.  You  are  probably  right;  and  keep  Mom  off 
her  E*Trade  account.  But  turn  cynical  about  it  and  you'll 
forgo  the  greatest  wealth-creation  boom  in  history     H 
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EMC 

The  Enterprise  Storage  Company  To  ma.  >  the  acquisition  of  your  largest  competitor  work  successfully,  va. 
amounts  of  diverse  inform  tion  must  be  consolidated  without  disrupting  daily  business 
EMC  Enterprise  Storage" makes  this  a  reality.  And  with  EMC's  Enterprise  Storage  Network  (ESI 


Protect,  manage,  and  share 

information  in  a  way 

that  enables  you  to  acquire 

your  largest  competitor. 


THE 

EMC 

EFFECT 


ou  can  enhance  data  access,  boost  network  performance,  and  automate  storage  management.  Just 
ome  of  the  many  reasons  over  90  of  the  FORTUNE®  100  companies  are  our  customers.  To  put 
'he  EMC  Effect""  to  work  for  you,  reach  usatwww.EMC.com/target  or  1-800-424-EMC2,  ext.700. 


J  J    :>t\ 

DMLl 


Pennzoil  Company  has  restructured 
into  two  separately  traded  companies 


jap* 


PEMMZOIL 


PennzEnergy 

COMPANY 

•Top  10  domestic  independent  oil  and  gas  company 

•  Over  400  million  barrels  of  oil  reserves 

•  Annual  production  of  nearly  50  million  barrels  of  oil 

•  Substantial  and  growing  international  presence 


Pennzoil-Quaker  State 

COMPANY 

•  Pennzoil  and  Quaker- State  have  merged 

•  Over  1,300  branded  products 

•  Leading  brands  in  every  car  care  category 

•  #1  fast  oil  change  provider 


www.pennzoil-quakerstate.com 
www.pennzenergy.com 

For  Investment  Information 
(713)  546-4000 


eyeball 

,  sec  a  world  in  a  grain  of  sand.. ."/Edited  by  Ben  Pappas 


Does  art  imitate  economics? 


'you  want 
compete 
Barnes  & 
le,  you 
some- 
iing  more 
nan  a  10% 
iscount." 


In  You've  Got  Mail  Meg  Ryan  plays  the  owner 
of  a  too-cute-for-words  New  York  City  kiddie 
bookstore  that  goes  under  after  the  heartless 
Barnes  &  Noble  equivalent  opens  nearby.  Typ- 
ical Hollywood.  But  what's  real  life  like  in  the 
book  business? 

Meg's  fictional  store  was  patterned  after  a 
real  one — Manhattan's  Books  of  Wonder.  Ryan 
even  learned  how  to  use  a  cash  register  at  the 
shop.  Books  of  Wonder  also  nestles  perilously 
in  the  shadow  of  not  one  but  three  Barnes  & 
Nobles.  By  the  laws  of  Hollywood  economics, 
it  should  have  given  up  the  ghost  ages  ago. 

It's  true  that  small  bookstores  are  losing 
ground  to  big  ones — the  number  of  certain 
niche  stores  has  dipped  by  a  quarter  in  the  past 
five  years.  But  some  small  stores — in  particular, 
specialized  ones — are  thriving,  and  Books  of 
Wonder  is  one  of  those.  When  a  B&N  opened 
just  four  blocks  away  from  Wonder's  Seventh 
Avenue  location  in  1994,  sales  at  Wonder  leapt 
by  20%.  So  says  manager  Jennifer  Lavonier, 
although  she  won't  reveal  the  numbers.  The 
growth  has  held  at  her  new  location  on  18th 
Street  (also  within  three  blocks  of  the  nearest 
book  superstore). 

In  the  movie  the  evil  chain  store  slashes 
prices  while  Meg  Ryan  offers  charm,  erudi- 
tion and  that  ridiculously  perky  little  nose- 
wrinkle  of  hers.  Get  real,  honey,  her  worldly 
colleagues  scoff. 

In  the  real  world:  Books  of  Wonder  sells  full- 


price  hardcovers,  but  carries  a  wider  selection 
of  kiddie  books  (12,000  titles)  than  Barnes  & 
Noble  (8,000).  Go  into  B&N  to  ask  for  the 
splendid  Dorling  Kindersley  children's  bible, 
and  you  will  probably  get  one  or  more  clerks 
who  can't  find  the  book  in  their  computer.  At 
Books  of  Wonder  the  clerks  know  what  you  are 
talking  about  without  consulting  the  infernal 
instrument. 

Nor  is  Lavonier  an  anomaly.  In  the  past 
three  years  Hillel  Stavis  and  Donna  Friedman, 
owners  of  the  independent  Wordsworth  book- 
store in  Harvard  Square,  opened  two  chil- 
dren's shops  in  areas  well  served  by  super- 
stores, including  one  in  the  flossy  mall  in 
nearby  Chestnut  Hill.  They're  doing  just  fine. 

You've  Got  Mail  accurately  portrays  the  big 
chains'  earnest  desire  to  take  business  away 
from  neighborhood  stores.  But  the  $1.35  bil- 
lion children's  book  market  represents  only  7% 
of  book  sales  overall,  so  there's  only  so  much 
time  and  money  the  monster  book  chains  want 
to  spend  on  the  category. 

"If  you  want  to  compete  with  Barnes  & 
Noble,  something  has  to  make  you  more  spe- 
cial than  a  10%  discount,"  says  Lavonier. 
"Every  book  in  this  store  has  been  read  by 
someone  who  works  here.  If  your  10-year-old 
is  being  antisocial  at  school  we  have  your  title: 
Tangerine,  by  Edward  Bloor."  Meg  Ryan 
couldn't  have  said  it  better  herself. 
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The  Forbes/Bridge  Economic  Forecast 


Edited  by  Shlomo  Z.  Reifman 
©HE  US-  ECONOMY 


Actual 
latest 


1998 


1999  est 

mean        high 


low 


4-wk 
%chg 
in  mean 


Automobile  sales  (mil) 

15.fnov 

15.0e 

14.1 

15.5 

10.0 

-0.8 

Capacity  utilization  (%) 

80.6  nov 

81.7e 

80.3 

82.6 

77.0 

-0.1 

New  housing  starts2 (thou) 

1,604*"°" 

1,559- 

1,466 

1,624 

1,300 

-fl.1 

Retail  sales  (Sbil) 

2,019*nov 

2,345e 

2,303 

2.600 

2,000 

-4J 

Trade  balance  ($bil) 

-158.8*oct 

-197.2e 

-232.1 

-130.0 

-333.0 

11.0 

Unemployment  rate  (%) 

4.4  nov 

4.6e 

5.1 

7.0 

4.0 

1.2 

Gross  domestic  product  (%) 

3.7  3rd  qtr 

3.2e 

2.2 

3.5 

0.6 

2.9 

Inflation 


CPi  services  (unadjusted)  (%) 

2.5  nov 

2.6e 

2.6 

3.1 

2.0 

-5.9 

CPI  total  (unadjusted)  (%) 

1.5  nov 

lie 

2.0 

2.9 

0.9 

-2.9 

©merest  RATES 

30-year  Treasury  yield  (%) 

5.15 

5.10a 

5.35 

7.00 

4.00 

-0.2 

3-month  Treasury  yield  (%) 

4.47 

4.45a 

4.62 

6.00 

3.25 

-0.2 

©RICES 

CRB-Bridge  spot  indexes 

235.52 

235.22a 

219.58 

260.00 

163.33 

0.0 

Gold  per  troy  ounce  ($) 

287.40 

288.10a 

286.67 

320.00 

250.00 

-0.9 

Oil/bbl  W  Texas  Intermediate  ($) 

12.33 

12.05a 

15.59 

19.00 

9.50 

-4.2 

©URRENCY 

German  marks  per  dollar 

1.65 

1.67a 

1.80 

1.83 

1.25 

-2.2 

Yen  per  dollar 

112 

113a 

135 

158 

115 

0.2 

^PEDERAL  FUNDS  WATCH  Next  Federal  Reserve  meeting:  Feb.  2, 1999 
Current  rate:  4.75%  Last  action:  Nov.  17, 1998     -25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  who  > 
surveyed  biweekly  by  Bridge  Information  Systems 
Forbes  magazine.  Consensus  forecasts  as  of  1 2/30/98  < 


Joshua  Feinman,  global  economist 
Bankers  Trust,  says  that  U.S.  gro 
domestic  product  growth  and  mam 
facturing  sector  growth  were  closel 
correlated  for  a  45-year  stretch  prior  I 
1998.  For  1998,  however,  Feinms 
expects  GDP  growth  of  3.5%  (versi 
3.8%  in  1997)  and  manufacturin 
growth  of  just  2%  (versus  7%  in  1997 
Feinman  credits  low  interest  rates  fell 
this  new  trend.  He  notes  that  ratxt 
usually  rise  late  in  the  business  cycle  t 
curb  inflation.  Last  year,  with  inflatioi 
in  check,  the  Federal  Reserve  cut  ratct 
This  helped  stimulate  consume 
spending,  but  manufacturers  are  stii 
nervous  about  an  economic  slow 
down.  Indeed,  Feinman's  1999  out" 
look  calls  for  a  GDP  growth  of  onl 
2.5%,  and  1%  for  manufacturing. 

SPECIAL  FOCUS 


Housing  starts 

(thousands,  not  adjusted) 


k 


DJ     FMAMJ     J     AS0N 

For  the  1 1  months  ending  in  Novem- 
ber. 1.5  million  housing  units  were 
started,  versus  1.4  million  for  the 
same  period  in  1997.  For  all  of  1998 
our  survey  economists  expect  1.6  mil- 
lion starts.  The  forecast  for  1999:  a 
6%  slowdown,  to  1.5  million  units. 


(1967=100)    Current:  305.3*t    Previous:  304.1 1 


Current 
$195.0 


Previous       Change 
$193.9  0.6% 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  eight  equally  weighted 
elements:  the  cost  of  services  relative  to  all 
consumer  prices,  the  level  of  new  orders  for 
durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new 
housing  starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail  sales 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forbes.com.  has  daily 
updates  on  economic  estimates  and  detailed 
information  on  Forbes  Index  components. 


•Twelve  months,  a:  12/31/98  actual:  e:  estimate  'Autos,  light  and  heav,  -ucks,  including  imports.  Total  single  and  multiple  family,  seasonally  adjusted.  3Excrdding  auto  sales,  annualized  and  seasonally 
adjusted.  'Total  goods  and  services,  annualized  and  seasonally  adjustei    Percent  of  civilian  labor  force.  $Quarter-to-quarter  percent  change,  annualized.  Source:  Bridge  Information  Systems  Inc. 
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s  the  most  powerful  luxury  SUV  on  the  continent.  It  pampers  seven  passengers  in  three  rows  of  leather-trimmed  seats.  While  it  tows  up  to 
LOO  pounds.  Over  a  mountain.  With  an  attitude.  Call  1 800  446-8888,  visit  www.lmcolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 


Lincoln  Navigator.  What  a  luxury 


i 


i 


should  be. 


Forbes 


Las  Vegas  is  overbuilt  and  due  for  trouble. 
Why  is  Kirk  Kerkorian  raising  his  stake  there? 

The  Strip  and  The  Street 


By  Bernard  Condon 


I 


Kerkorian  made  billions  buying  a  down-and-out  Chrysler.  Double  or  nothing  with  MGM  Grand? 


Kirk  Kerkorian,  majority  owner 
of  MGM  Grand  from  time  to  time 
since  he  spun  it  off  from  movie 
studio  Metro-Goldwyn-Mayer  back 
in  1980,  has  been  raising  his  stake 
again  in  the  casino  operator.  In  Sep- 
tember 1997  he  bought  out  boxing 
promoter  Don  King's  stake  for  $28 
million,  at  $44.50  a  share.  Since  then 
the  stock  market  as  a  whole  has 
climbed  24%,  but  MGM  Grand  shares 
have  sunk  35%  to  a  recent  $27.75.  It 
seems  that  Kerkorian's  timing  is  a 
little  off.  Has  this  fabled  billionaire 
lost  his  touch? 

Before  you  assume  the  worst,  take 
a  closer  look  at  what  is  going  on.  Wall 
Street  is  reacting  to  the  coming  capac- 
ity glut  in  Las  Vegas.  From  November 
1998,  after  Mirage  Resorts'  3,000- 
room  Bellagio  opened,  through  the 
middle  of  2000,  the  city  will  get  four 
prominent  new  casinos  and  a  flood  of 
hotel  rooms,  expanding  the  count 
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16%,  to  more  than  120,000.  The 
Nevada  gambling  business,  moreover, 
is  facing  competitive  threats  from  else- 
where, such  as  Indian  casinos  in  Cali- 
fornia, where  gambling  regulations 
have  just  been  eased. 

As  for  Kerkorian's  timing,  this  81- 
year-old  speculator  did  not  get  rich 
buying  when  and  where  everyone 
else  was  buying.  Remember  his  $1.5 
billion  investment  in  Chrysler,  begin- 
ning eight  years  ago?  Even  his  closest 
advisers  thought  he  was  nuts. 
Chrysler  was  in  a  sales  slump  at  the 
time.  But  that  made  the  stock 
cheap — it  was  62%  off  its  52 -week 
high.  Stock  in  the  company,  now  part 
of  DaimlerChrysler,  has  since  risen 
nearly  twelvefold. 

By    unloading    $1.2    billion    of 

Chrysler  stock  in  the  past  year  and  a 

half,    Kerkorian    has    accumulated 

pi  nty  of  cash  to  put  into  Vegas.  As 

Grand  shares  sank  to  $30  last 


|  summer,  he  stepped  u 
£  his  buying.  He  picked  u] 
|  1.8  million  more  share! 
3  for  some  $50  millior 
§  and  had  the  compan 
Q  buy  back  10%  of  its  out 
|  standing  shares.  Kerkor 
i  an  now  owns  73%  of  th 
|  company,  up  from  62 
just  over  a  year  ago. 

Casinos  may  be  out  c 
favor,  but  they  are  soli> 
earners  when  they  ar» 
run  well.  MGM  Grand'! 
namesake  casino  on  thr 
Strip  generates  at  leas 
$200  million  a  year  a 
operating  income  (earn: 
ings  before  depreciation 
interest  and  taxes).  Thi 
means  that  the  $1  bil 
lion  the  company  spent 
building  it  five  years  age 
was  a  bargain.  All  told 
MGM  Grand,  which  also 
owns  50%  of  the  New  York-Nev| 
York  casino  hotel  on  the  Strip 
enjoyed  a  handsome  operating 
margin  near  30%  on  its  estimatec 
$780  million  in  1998  revenue  (the 
revenue,  of  course,  being  figurec 
from  the  gross  win,  not  the  amount 
bet).  With  interest  expense  consum 
ing  only  11%  of  operating  income, 
the  company  has  considerable 
untapped  borrowing  power.  That 
will  come  in  handy  if  Las  Vegas  goes 
into  a  bad  patch  and  distressed  prop- 
erties come  up  for  sale. 

Despite  the  competition  from 
Steve  Wynn's  Bellagio  and  elsewhere, 
Kerkorian  is  plowing  money  back 
into  the  city.  He  is  spending  $700 
million  to  renovate  the  MGM  Grand 
casino  to  make  it  more  of  a  tourist 
attraction.  The  company  is  also 
spending  $750  million  to  build  a 
casino  in  Detroit,  where  there's 
limited    competition    and    lots    of 
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iemand.  Meanwhile,  it  is  issuing 
l;265  million  worth  of  stock  to  take 
>ver  Primadonna  Resorts,  a  gambling 
>utfit  without  the  financial  muscle 
o  develop  significant  new  projects. 
This  deal  should  close  next  month. 

Primadonna  jointly  owns  New 
fork-New  York  with  mgm  Grand, 
t  spent  a  lot  of  money  building  a 
hopping  mall  near  three  casinos 
t  owns  on  the  border  between 
■\Tevada  and  California,  hoping  to 
ooost  casino  traffic.  The  mall  idea 
•ooks  like  a  bust.  But  mgm  Grand 
s  getting  a  nice  deal.  Add  the  $225 
million    in   Primadonna   net   debt 


to  the  purchase  price,  and  MGM  is 
effectively  paying  $490  million  for 
the  assets.  That  figure  is  a  mere  4.9 
times  Primadonna's  operating 
income,  says  Martin  Roher,  a  San 
Francisco  money  manager  who  has 
followed  Kerkorian  for  25  years.  The 
typical  ratio  of  enterprise  value  to 
operating  income  in  this  industry 
ranges  from  8  to  12. 

The  Primadonna  deal  looks  even 
better  if  you  consider  Primadonna 
assets  not  yet  producing  profits:  four 
undeveloped  acres  on  the  Strip,  140 
more  in  California  and  a  couple  of 
golf  courses  near  the  border  that  Pri- 


madonna had  just  spent  $50  million 
developing.  MGM  Grand  plans  to  fly 
its  high  rollers  from  the  Strip  out 
there  in  helicopters. 

For  its  part,  mgm  Grand  is  trading 
at  a  price  that  gives  it  an  enterprise 
value  only  6.6  times  operating 
income.  Kerkorian  will  almost  cer- 
tainly make  some  good  money  from 
this  asset,  perhaps  as  good  a  com- 
pound annual  return  as  he  made  in 
Chrysler.  Public  shareholders  might 
not  make  a  killing — there's  always  the 
risk  that  Kerkorian  will  take  the  com- 
pany private  at  a  lowball  price — but 
they  have  a  fighting  chance.  ■■ 


COMPANIES 


It's  pretty  hard  to  live  down  a  health 
scare,  especially  when  you  have  to  contend  with 
la  nasty  competitor  and  a  pack  of  gullible  journalists. 

The  zapping 
of  Sensor matic 


By  Michael  Fumento 

:  What's  wrong  with  this  pic- 
ture? Sensormatic  Electronics 
'Corp.  dominates  the  market 
for  antitheft  systems  in  retail 
I  stores.  Rebounding  from 
I  a  slump  that  began  a      ^ 
i  few  years  ago,  the  Boca 
J  Raton,  Fla. -based  company 
•  should    report    40    cents 
'  a  share  in  earnings  in  the 
|  current  fiscal  year  and  70 
I  cents  in  the  next.  But  the 
stock  languishes  at  $8.63, 
well  below  book  value. 

What's  poisoning  this  stock? 
Quack  science,  propagated  by  short- 
selling  sharks,  sloppy  journalists  and 
Sensormatic's  shrewd  archrival, 
Checkpoint  Systems,  Inc.  Scary  news- 
paper stories  have  warned  that  elec- 
tronic antitheft  systems  may  interfere 
with  pacemakers  and  defibrillators  in 
1.1  million  Americans.  It  ain't  so. 

Checkpoint  itself  funded  one  study 
condemning  the  Sensormatic  system; 
then  it  placed  press  releases  and  full- 


page  ads  touting  its  own  systems  as 
"free  from  pacemaker  interference." 
Checkpoint,  based  in  Thorofare,  N.J., 
is  less  than  half  the  size  of  Sensor- 
matic, so  the  counterpunching  would 
be  fair  game  if  the  pacemaker  threat 
were  real.  But  it  isn't.  The  U.S.  Food 


&  Drug  Administration  reviewed  the 
matter  last  fall  and  deemed  the  threat 
insignificant.  The  American  Heart 
Association  has  weighed  in  similarly. 
Says  Sensormatic  President  Robert 
Vanourek:  "Look,  Coke  battles  Pepsi, 
Ford  battles  GM.  But  there's  a  sense  of 
playing  by  the  rules.  When  you  engage 
in  company  assassination  by  innuendo, 
you've  gone  beyond  the  pale."  Check- 
point says  it's  only  trying  to  avoid  get- 
ting hurt  by  the  scare — which  it  has 
helped  perpetuate. 

Sensormatic's  image  problems  began 

in  May  1995  with  a  report  by 

Dan  Dorfman,  then  an  on-air 

rumormonger  for  CNBC.  His  key 

source:  a  public  relations  guy  who 

had  worked  for  Sensormatic, 

^    lost  the  account  and  quickly 

took  on  Checkpoint  as  a  client. 

je—    Within  days  Sensormatic's 

stock  had  lost  one -fifth  of 

its     value     as     short-sellers 

pounced. 

Cut  to  two  years  later:  Check- 
point gives  a  $100,000  grant 
to  Michael  Mclvor,  a  cardi- 
ologist at  the  Heart  Institute 
of  St.  Petersburg,  Fla.,  to  study 
the  pacemaker  problem.  Both 
Checkpoint  and  Sensormatic  sell 
similar  systems  that  emit  magnetic  radio 
waves  to  detect  tags  that  haven't  been 
removed  or  desensitized  at  a  checkout 
counter.  Checkpoint's  systems  simply 
operate  at  a  higher  frequency. 

The  findings  were  golden  for 
Checkpoint:  Mclvor  said  the  Sen- 
sormatic system  interacted  with  48 
of  50  pacemakers;  Checkpoint  sys- 
tems caused  no  interactions.  The 
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Left  for  dead? 

Sensormatic's  stock  price 


1/2/98  1/4/99 

Source-.  FactSet  Research  Systems  Inc. 

Sensormatic's  antitheft  systems  aren't 
risky.  But  the  stock  is  another  story. 

results  ran  18  months  later  in  the 
October  1998  medical  journal 
PACE,  just  as  the  November  issue  of 
the  New  England  Journal  of  Medi- 
cine ran  a  short  article  about  one 
case  and  a  letter,  coauthored  by 
Mclvor,  about  a  second. 

The  press  ran  wild.  "Shoplifting 
gates  can  be  hazardous,"  the  Associ- 
ated Press  blared.  CNN,  USA  Today, 
the  Chicago  Tribune,  the  New  York 
Daily  News  and  the  Washington  Post 
picked  up  the  story.  Reuters  declared 
the  systems  can  "make  implanted 
pacemakers  and  defibrillators  go  hay- 
wire, with  sometimes  fatal  results" — 
and  later  issued  a  correction  saying 
there  was  no  evidence  of  deaths. 

The  fine  print  was  far  less  fright- 
ful, but  few  noticed.  Fifty  people  is 
a  terribly  small  sample.  An  "interac- 
tion" usually  is  nothing  more  than  a 
skipped  heartbeat.  Only  three  of  the 
people  who  walked  briskly  through 
the  antitheft  gates  had  an  interac- 
tion; the  other  interactees  were  told 
to  stand  between  the  gates  or  lean 
on  a  transmitter — for  up  to  five 
minutes. 

Featured  prominently  in  the  cov- 
erage was  Mclvor,  who  wasn't  the 
most  objective  investigator.  He 
sought  out  Checkpoint,  among 
other  antitheft  system  makers,  to 
fund  his  study  after  a  patient  had 
trouble  with  the  sensors.  He  put  out 
his  own  press  release,  pushed  the 
FDA  to  investigate  and  laid  out  the 
risks  at  a  retailers'  seminar. 

Sensormatic  fought  back.  It 
forked  over  $25,000  to  get  access  to 
Mclvor's  results  and  still  hasn't 
received  the  data.  As  the  company 
fired  off  press  releases  and  letters  to 
the  editor  defending  itself,  it  only 
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focused  more  attention  on  the  whole 
mess — and  journalists  are  loath  to 
retract  their  scare  stories. 

The  frustrating  thing  for  Sensor- 
matic is  that  most  experts  firmly  agree 
no  real  risk  exists.  A  review  of  43,000 
pacemaker  patients  who  get  U.S.  vet- 
erans' benefits  found  a  "total  absence 
of  any  complaints."  A  study  of 
150,000  patient  histories  in  London 
found  much  the  same.  The  FDA  has 
logged  about  20  reports.  Worst  reac- 
tion: "chest  pain." 

Yet  with  1.1  million  patients,  and 
60,000  stores  using  antitheft  systems, 
if  the  risk  is  real,  "Something  should 
happen.  There  ought  to  be  people 
lying  on  the  floor  at  Home  Depot," 
says  J.  Warren  Harthorne,  director  of 


the  pacemaker  lab  at  Massachuse 
General  Hospital  in  Boston. 

Serious  problems  "are  extreme 
unlikely  to  happen,"  adds  Douglas  I 
Zipes,  vice  president-elect  of  th 
American  College  of  Cardiology 
"a  professor  at  Indiana  University, 
has  just  submitted  a  new  study  f< 
publication:  One  hundred  seven 
patients  with  implanted  defibrillato 
walked  through  Sensormatic  system: 
and  "zero  interactions"  were  foun 
"This  whole  thing  is  just  a  tempest  L 
a  teapot,"  he  says. 

And  just  who  funded  Zipes?  Sen 
sormatic,  fighting  fire  with  fire.     ■ 


Michael  Fumento  is  a  Senior  Fellow  at  the  Hudsoi 
Institute  in  Washington,  D.C. 


COMPANIES 


Even  Unilever,  which  sells  $130  million 
in  products  a  day,  can  lose  sight  of  its  customers. 
Niall  FitzGerald  is  getting  back  in  touch. 

A  giant  reawakens 


» 


.:■ 


By  Deborah  Orr 


Niall  FitzGerald's  career  bubble 
almost  burst  in  the  soap  wars  of 
1994.  He  was  chief  of  Unilever  Pic's 
soap  division  when  it  rolled  out 
Persil  Power,  a  laundry  powder  that 


±  packed  an  extra  scrubbing! 
Z  chemical.    Persil    Powei 
|  scrubbed  so  hard  that  it 
1  ate  right  through  some 
%  fabrics.  The  British  press 
1  had    a    field    day— "It's 
|  Official!  Persil  Can  Rot 
Your  Knickers."  Archrival 
Procter  &  Gamble  glee 
fully  aired  the  dirty  laun- 
dry   in    ads    displaying 
shredded  boxer  shorts. 

In  the  midst  of  the 
crisis  FitzGerald  met  with 
30  Unilever  executives  to 
plot  a  way  out.  "I  asked 
how  many  people  in  the 
room  did  their  own  laun- 
dry. Not  one  person 
raised  a  hand,"  he  says 
with  amazement.  "There 
we  were,  trying  to  figure  out  why 
customers  wouldn't  buy  our  soap — 
and  we  didn't  even  know  the  first 
thing  about  how  it  was  used." 
That  taught  FitzGerald  a  lesson  he 
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Soap  to  nuts 


'eddling  more  than  a  thousand 
jrands  in  150  countries. 

jheeds  to  this  day:  Never  lose  touch 
A'ith  your  customer.  Embarrassed 
jand  beleaguered,  he  pulled  the  plug 
Ion  Persil  Power,  letting  a  few  hun- 
dred million  dollars  go  down  the 
drain.  FitzGerald  was  ready  to  quit. 
:Observers  thought  he  would. 

"But  what  kind  of  message  would 
that  have  sent?"  he  says.  "We  were 
[trying  to  become  more  entrepre- 
neurial, take  more  risks.  If  I  walked 
iout  after  my  first  failure,  everyone 
else  at  Unilever  would  say,  'This  busi- 
Iness  doesn't  tolerate  risk-taking. 
Remember  what  happened  to 
FitzGerald?'" 

He  survived  the  soap  opera  and 
rose  to  cochairman  of  Unilever  in 
September  1996.  In  the  two  years 
since,  he  has  put  some  spring  into  its 
step.  He  has  hacked  off  limbs  that 
Unilever  had  long  held  dear — every- 
thing from  plant- breeding  to  a  Cater- 
pillar tractor  franchise — raising  $9.5 
billion.  He  has  imposed  order  on 
what  remains:  300  operating  compa- 
nies producing  a  thousand  brands, 
and  overseen  by  12  regional  business 
group  presidents  who  now  wield 
more  autonomy. 

FitzGerald  and  his  cochairman, 
Morris  Tabaksblat,  still  have  a  lot  of 


work  ahead.  This  year 
they  hope  to  sell  off  businesses  that 
provide  $2  billion  of  Unilever's  $48 
billion  in  annual  revenue.  They  must 
slash  an  inefficient,  country-by-coun- 
try infrastructure  in  Europe  to  exploit 
the  new  common  currency.  Some 
Unilever  brands  lag  in  the  U.S. — 
Pepsodent  toothpaste,  Pond's  cold 
cream,  Wisk  detergent  and  a  lot  you 
wouldn't  recognize — and  rarely  attain 
the  rank  of  number  one. 

But  FitzGerald  seems  up  to  the 
task.  He  has  revived  Unilever  by 
cozying  up  to  consumers.  Now, 
when  he  travels  to  Unilever  sites,  he 
makes  house  calls  on  "real  people," 
as  well.  "I  usually  ask  them  to  show 
me  how  they  clean  their  clothes. 
One  woman  in  Thailand  was  kind 
enough  to  show  me  how  she  washed 
her  hair,"  he  says.  "I  always  ask  to 
look  in  the  fridge — not  so  much 
looking  for  my  products,  but  just  to 
get  a  sense  of  what  people  are 
buying."  Recruits  at  Hindustan 
Lever,  the  51%-owned  India  sub- 
sidiary, are  asked  to  spend  six  weeks 
living  with  a  family  in  a  remote 
Indian  village  "so  that  from  the  very 
beginning  they  understand  who  our 
consumers  are,"  he  says. 

It  isn't  exactly  the  stuff  of  focus 
groups  and  two-way  mirrors,  but 
FitzGerald  says  the  approach  works. 


"Consumers    aren't    some    great 
amorphous    aggregate.    They   are 
individuals  who  live  in  150  different 
countries." 

Yet  an  amorphous  aggregate 
is  precisely  what  mass- mar- 
keters have  targeted,  historical- 
ly. They  aimed  catch-all  prod- 
ucts with  midrange 
prices  at  the  vast 
middle   class.   A 
few  head  for  the 
plush  profits  of 
high-ticket      goods; 
others  go  south  to  dis- 
count brands. 

Unilever  hopes  to 
appeal  to  a  wider  range  of 
incomes,  segmenting  its 
businesses  into  products 
at  multiple  price  points. 
In  the  developing  world 
Unilever  is  moving  away 
from  catering  to  a  rising  middle 
lass  to  targeting  the  dirt-poor. 
FitzGerald  and  Tabaksblat  hope  to 
create  new  markets  where  none 
existed  before,  selling  to  some  of  the 
world's  poorest  consumers,  who 
earn  less  than  $200  a  month  and 
make  up  just  under  half  the  world's 
population. 

The  Everyman  project,  as  it  is  now 
called,  began  in  India  five  years  ago. 
For  women  who  wash  their  clothes  in 
the  Ganges,  the  company's  laundry 
soap  is  sold  as  bars  for  a  few  cents. 
Now  the  tack  is  being  tried  in  Brazil. 
For  the  poorest  regions  there,  Unilever 
developed  a  special  shampoo  for  long, 
wavy  mulatto  hair.  Africa  and  the  rest 
of  Latin  America  will  be  next. 

Unilever  doesn't  advertise  these 
low-end  staples,  and  it  distributes  the 
products  on  a  shoestring  budget,  yield- 
ing just  enough  profit  to  earn  back  a 
reasonable  return. 

This  new  attitude  has  turned  mar- 
keting on  its  head  at  Unilever.  "Now 
we  are  following  a  more  stratified 
approach.  Even  in  mature  markets,  we 
try  to  cater  to  different  income  levels," 
says  Tabaksblat,  who  is  based  in  Rot- 
terdam in  the  Netherlands,  while 
FitzGerald  works  out  of  London. 

The  poverty  push  plays  to 
Unilever's  strengths  in  emerging 
markets,  where  it  went  in  early 
before  even  the  most  fearsome  com- 
petitors.   "In   markets   like    India, 
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Procter  &  Gamble  doesn't  even 
come  in  second  in  a  two-horse  race," 
says  Charles  Mills  of  Credit  Suisse 
First  Boston.  The  sheer  breadth  of 
Unilever's  lines  insulates  it  to  some 
degree  from  things  like  regional 
depressions;  if  people  can't  afford  the 
expensive  detergent,  the  same  facto- 
ry can  turn  out  more  of  the  cheap 
detergent. 

Whether  Unilever  can  stay  insulated 
if  global  economic  turmoil  worsens  is 
uncertain.  Still,  Unilever  has  made 
impressive  strides  in  the  past  two  years. 
The  net  profit  margin  has  perked  up 
from  4.8%  in  1996  to  6.5%  (the  Value 
Line  estimate)  last  year.  But  it's  still  a 
long  way  from  p&g's  10.5%. 

Unilever's  shares,  which  rose  at 
only  half  the  rate  of  its  peers  from 
1990  to  1996,  have  more  than  dou- 
bled in  price  since  FitzGerald  became 
cochairman.  FitzGerald,  53,  a  charm- 
ing but  hard-charging  Irishman  who 
has  spent  his  entire  career  at  Unilever, 
gets  much  of  the  credit  for 
that  rebound.  Tabaksblat,  another 
Unilever  lifer,  who  landed  the  cochair 
title  two  years  ahead  of  FitzGerald, 
retires  later  this  year,  and  a  successor 
is  expected  to  be  named. 

That  two-chair  tandem  is  a  remnant 
of  the  1929  merger  between  the 
Dutch  Margarine  Unie  and  British 
soapmaker  Lever  Brothers.  Another 
remnant:  two  holding  companies 
through  which  investors  own  the  com- 
pany. (Both  the  Netherlands  shares 
and  an  American  Depositary  Receipt, 
representing  British  shares,  trade  on 
the  Big  Board.) 

As  the  rebuilding  project  continues, 
FitzGerald  vows  to  keep  an  unflinch- 
ing focus  on  return  on  invested  capital. 
He  will  unload  more  beloved  busi- 
nesses that  don't  make  the  grade.  "We 
have  stopped  sentimental  manage- 
ment. The  only  justification  for  some- 
thing is  its  ability  to  deliver  value  in  the 
future,"  he  says. 

He  has  even  managed  a  bit  of  vin- 
dication in  the  soap  business  he  once 
ran.  Last  year  Unilever  rolled  out  a 
new,  gentler  version  of  Persil  in  tablet 
form.  This  time  Unilever  stole  a  march 
on  rivals  and  increased  its  market  share 
in  Britain  by  three  points.  Analysts  say 
it  was  the  first  such  gain  in  four 
years — since  that  unpleasant  episode 
with  the  knickers.  m 
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In  a  heavily  regulated  industry, 
the  regulators  can  take  hostages. 

AT&T  gets 
a  ransom  note 


By  Seth  Lubove 


Tacoma's  municipal  cable  system,  headed  by  Steven 
Klein,  is  one  new  irritant  to  TCI— and,  hence,  AT&T. 


Why  did  executives  of  at&t  and  its 
intended  $48  billion  acquisition  Tele- 
Communications  Inc.  help  pack  the 
house  at  a  meeting  last  fall  of  the 
obscure  Mount  Hood  (Ore.)  Cable 
Regulatory  Commission?  Because  the 
area's  municipalities,  including  Port- 
land, want  to  force  AT&T  to  allow  any 
Internet  service  provider — not  just 
TCI  affiliate  At  Home  Corp. — to 
access  the  company's  cable  lines. 

And  how  is  it  that  the  Mount 
Hood  Cable  Regulatory  Commission 
has  such  power?  Because  it  can 
threaten  to  tie  up  the  transfer  of  TCl's 
license  to  do  business.  Cable-fran- 
chise law,  that  is,  empowers  the  shop- 
keepers and  retirees  who  sit  on  local 
regulatory  panels  to  slow  up  one  of 
the  nation's  most  dynamic  industries. 

AT&T  could  afford  to  throw  a  sop 
to  Oregon.  But  can  it  afford  to  buy 


off  all  the  little  pote 
tates  across  the  coum 
TCI    does    business 
4,000      municipality 
Los  Angeles  and  TC 
home  city  of  Denver  a 
also  looking  at  Intern  I  I 
access  ordinances,  whic  | 
are   being   aggressive 
pushed  by  America  O: 
line,  U  S  West  and  oth 
competitors. 

"U  S  West  does  n 
want  competition,"  s: 
AT&T's  general  counse 
James  Cicconi.  "It's  ; 
simple  as  that." 

In  towns  where  TCI 
mixed  service  record  ha 
frustrated  locals  for  year 
politicians  are  happy  t 
rubber-stamp  AT&T 
takeover  if  it  gets  rid  c 
John  Malone's 
crew.  But  many  others  are  takin 
advantage  of  the  one-time  opportun 
ty  to  squeeze  AT&T — which  wantd 
TCI  mainly  to  offer  local  phone  ser 
vice — into  investing  in  costly  upgrade 
and  pet  political  projects  such 
wiring  schools  and  libraries. 

"Why  should  municipalities  giv 
away  what  they  otherwise  don't  hav 
to?"  contends  municipal  cable  con 
sultant  Lawrence  Monroe. 

TCI  has  already  been  battling  i 
prairie  fire  of  municipal  cable  startup 
aimed  at  puncturing  its  monopolies 
Beginning  in  Iowa  and  breaking  ou 
more  recently  in  Tacoma,  Wash, 
these  include  the  laying  of  cable  lines 
often  at  taxpayer  expense,  to  compet< 
for  cable  and  Internet  services  witi 
TCl's  franchises.  The  company  ever 
sent  its  Tacoma-bred  president,  Lee 
Hindery,  to  the  town  last  year  tc 
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cad  against  building  the  system,  to 
i  avail.  Seattle  may  be  the  next  gov- 
nment  to  follow  Tacoma's  lead. 
The  at&T-TCI  merger  was  recent- 
approved  by  the  U.S.  Department 


of  Justice  and  is  due  for  a  nod  by  the 
Federal  Communications  Commis- 
sion. Doesn't  this  preempt  the 
matter?  David  Olson,  staff  director  of 
the     Mount    Hood     commission. 


doesn't  think  so.  "There  is  no  FCC 
decision  preventing  us  from  imposing 
this  [access]  condition,  no  judicial 
decision,"  Olson  contends.  Still  to  be 
heard  from:  3,999  other  towns.    Wm 
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A  dysfunctional  Japanese  financial 


ystem  creates  peril  for  our  Main  Street. 

The  bouncing  yen 


y  Benjamin  Fulford 

li'HE  SUDDEN  14%  PLUNGE  of  the  U.S. 

ollar  against  the  yen  in  October 
iiught  the  world  by  surprise.  The  yen 
ad  only  recendy  been  trading  at  147 
!»o  the  dollar  and  was  apparendy  falling. 
Iiuddenly  it  turned  right  around  and 
lose  to  114.  Just  when  nearly  everyone 
t,  as  predicting  that  the  yen  would  con- 
|  inue  to  fall  against  the  dollar,  it  did  the 
Opposite.   But,   far  from   reflecting 
apanese  strength,  the  higher  yen  actu- 
»Hy  reflected  Japanese  weakness. 
i*   How  can  this  be?  How  can  a  weak 
conomy  generate  a  strong  currency? 
I   The  answer  is  that  weakened  Japan- 
ese banks  and  others  are  selling  foreign 
investments  and  bringing  the  money 
iiome  to  Japan.  When  they  do  that, 
hey  use  the  dollar  proceeds  to  buy 
ten.  It  is  this  buying  that  drives  up  the 
»/en  versus  the  dollar  and  other  foreign 
j-tirrencies. 

j  In  its  desperate  and  losing  battle  to 
Reflate  the  nation's  economy,  the  Bank 
pf  Japan  put  more  money  into  circula- 
|tion — 1.2  times  GDP — than  in  the 
ioubble  economy  of  the  late  1980s. 
Until  recendy  a  lot  of  this  liquidity  was 
■flowing  into  other  markets.  Now  that 
'flow  is  reversing. 

Between  November  1997  and  Sep- 
tember 1998,  according  to  the  latest 
BoJ  data,  Japan's  banks  cut  their  over- 
seas assets  by  $374  billion,  to  $878  bil- 
lion. That's  a  reduction  of  nearly  30%. 
Individual  Japanese  investors  seeking  a 
decent  return  increasingly  have  been 
going  abroad — investing  $68  billion 
net  between  January  and  October  of 
1998 — but  that's  not  nearly  enough  to 
fill  the  gap  caused  by  bank-selling  of 
foreign  assets. 
Why  did  it  take  so  long  for  this 


Wrenching  retreat 
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Japanese  pullback  to 
weaken  the  dollar? 
For  a  while  the  gap 
was  filled  by  a  huge 
and  largely  unmea- 
sured outflow  of 
Japanese  money  to 
highly  leveraged 
hedge  funds. 

It  worked  this  way: 
To  raise  foreign  cur- 
rency to  finance  over- 
seas operations  and 
meet  the  dollar  needs 
of  its  domestic  cus- 
tomers, a  pariah  insti- 
tution such  as  the 
Long  Term  Credit 
Bank  of  Japan  was 
forced  to  buy  dollars 
on  the  spot  market 
and  hedge  them  with 
interest-rate  "swaps." 
Its  counterparty  was 
likely  to  be  a  U.S.  or 
European  investment 
bank  acting  on  behalf  of  a  hedge  fund. 
The  hedge  funds  then  used  the  yen  to 
buy  such  things  as  U.S.  securities  and 
Russian  bonds. 

The  BoJ's  leading  expert  on  hedge 
funds,  who,  in  keeping  with  bureau- 
cratic tradition,  spoke  only  on  the 
condition  of  anonymity,  says  he  and 
his  counterparts  in  the  U.S.  and 
Europe  "have  almost  no  idea"  how 
much  money  was  entering  the  world 
financial  markets  this  way.  But  when 
it  did,  instead  of  residing  with  con- 
servative institutions  like  Citibank  or 
Deutsche  Bank,  it  became  hot  cash, 
capable  of  driving  Treasury  prices  to 
record  heights  or  levitating  some 
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As  Tokyo's  banks  pull  back 
and  hedge  funds  pull  in, 
the  demand  for  dollars  dips. 


Third  World  credit  issue. 

When  the  hedge  funds  got  hit  in 
October,  the  impact  triggered  a 
deleveraging  that  has  been  shutting 
down  this  off-the-books  traffic.  Which 
means  less  Japanese  money  flowing  out 
to  counter  the  Japanese  money  coming 
home  to  Japan.  The  U.S.  is  vulnerable 
to  this  net  outflow  of 
Japanese  money  be- 
cause its  current 
account  deficit,  ap- 
proaching a  record 
4%  of  GDP,  makes  it 
by  far  the  world's 
greatest  debtor. 

Strict  new  audits 
by  Japan's  Financial 
Supervision  Agency 
are  adding  to  the  rush 
by  forcing  Japanese 
banks  to  unload  for- 
eign assets  and  bring 
the  money  home. 
Japanese  banks  need 
only  maintain  a  4% 
capital-to-assets  ratio 
on  a  domestic  basis, 
but  8%  when  they 
operate  abroad. 

"Japan  was  banker 
for  the  world,  and 
now  it  has  to  buy 
back  yen"  to  unwind 
its  overseas  positions, 
Merrill  Lynch  strate- 
gist Patrick  Mohre  says.  That  can't  be 
good  for  U.S.  stocks  or  for  interest 
rates  that  undergird  its  larger  economy. 
The  implication  is  clear:  Japan  will 
be  exporting  its  troubles,  such  as  when 
an  upsurge  in  its  government  bond 
rates  last  month  triggered  a  sharp  rise 
in  U.S.  Treasury  yields.  "It .  .  .  could 
lift  U.S.  funding  costs  at  a  time  when 
confidence  is  fragile,  and  alter  the 
growth  oudook  substantially  for  the 
worse,"  warns  Kermit  Schoenholtz, 
chief  global  economist  at  Salomon 
Smith  Barney  Securities. 

One  more  reason  a  sick  Japan  is  bad 
news  for  the  U.S.  and  for  the  rest  of 
the  world.  HB 
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AT&T  wants  to  stop  sharing  its  long 
distance  revenues  with  the  local  phone  monopolies 
Hey,  why  not  just  give  out  cell  phones? 


Gut  the  cord 


By  Bruce  Upbin 

AT&T  PAID  SOME  $15  BILLION  in  trib- 
ute last  year  to  local  phone  compa- 
nies— "access"  fees  for  completion  of 
the  last  mile  in  a  long  distance  call. 
Desperate  to  escape  the  burden,  it  is 
undertaking  some  expensive  run- 
arounds.  It  is  planning  to  pay  $49  bil- 
lion (including  assumed  debt)  to 
acquire  Tele-Communications,  Inc., 
which  would  give  it  broadband  access 
to  12.5  million  homes.  AT&T  also 
spent  $11  billion  last  June  on  Teleport 
Communications  Group,  a  local  loop 
end  run  used  by  large  business  cus- 
tomers. And  it  spent  $1  billion  in  a 

By  land  or  by  air 


dizes  the  price  of  the  phones, 
which  range  from  $70  to  $250. 

"Local"  means  any  call  from 
within  the  city  limits  of  Piano  to 
anywhere  in  the  Dallas/Fort  Worth 
metropolitan  area.  Long  distance  is  a 
dime  per  minute.  That's  less  than  what 
a  customer  typically  pays  GTE  or  SBC 
Communications  from  a  wired  phone. 
And  you  can  take  it  to  the  mall. 

AT&T  is  going  to  give  the  Piano  test 
at  least  six  months.  If  it  sells,  the  cell 
phone  gamble  will  likely  go  nationwide. 
In  that  case,  the  plan  will  be  big  trou- 
ble for  regional  Bell  companies.  The 


Service 

AT&T 

Wireless 

SBC 
Residential 

GTE 

Residential 

Monthly  access  fee 

$39.99 

$27.00 

$19.75 

Unlimited  local  calls  in  Piano 

incl 

incl 

incl 

Unlimited  local  calls  from  Piano  to  Dallas  metro  area 

incl 

19.70 

12.75 

Caller  ID 

incl 

incl 

5.25 

Call  waiting 

incl 

incl 

comes  w/Caller  ID 

Call  forwarding 

incl 

incl 

comes  w/Caller  ID 

Three-way  calling 

incl 

incl 

2.05 

Voicemail 

incl 

8.95 

4.95 

Total  monthly  access  fee  for  primary  line 

39.99 

55.65 

44.75 

Less  discount  if  used  as  a  second  line 

0.00 

-11.42 

-12.00 

Total  monthly  access  fee  for  second  line 

39.99 

44.23 

32.75 

Source-  Salomon  Smith  Barney. 

If  you  live  in  Piano,  AT&T  wants  you  to  use  a  cell  phone  instead  of  a  second  land 
line.  Given  the  features  you  get  with  wireless  service,  the  price  isn't  all  that  bad. 


failed  attempt  to  resell  local  service. 

Sixty-one  billion  invested — and 
barely  a  dent  made  in  AT&T's  access 
fees.  There  has  to  be  a  cheaper  way  to 
escape  the  clutches  of  the  Baby  Bells. 

AT&T  may  have  found  one — hand- 
ing out  cell  phones.  In  a  low-profile 
experiment  launched  in  November  in 
the  Dallas  suburb  of  Piano,  AT&T  is 
offering  unlimited  wireless  local  calls 
for  $39.99  per  month.  AT&T  subsi- 


local  monopolists  get  22%  of  their  rev- 
enue from  access  fees.  What  if  every 
second  line  in  die  country  is  a  cell 
phone — and  if  people  do  a  lot  of  their 
long  distance  calling  on  the  second  line? 
Laurie  Pretorius,  a  mother  of  three 
in  Piano,  bought  two  phones  under 
the  plan,  one  for  herself  and  one  for 
her  16-year-old  daughter,  Kate.  Widi 
the  upstairs  wired  phone  constantly 
ringing  for  the  kids,  the  extra  wireless 


phones  have  averted  what  Mom  call  J 
"World  War  III." 

Getting  people  to  rip  out  all  thei  I 
lines  may  be  asking  too  much.  Wire  I 
less  still  lags  wire  line  in  quality,  relia 
bility  and  Web-surfrng.You  can't  transil 
fer  a  call  from  the  kitchen  to  the  kidJ 
upstairs  unless  you  throw  the  handset] 

But  the  Piano  test  could  be  ven 
profitable  for  AT&T.  Unlimited  calling 
may  sound  like  an  all-you-can-eaj 
moneyloser,  but  it  cuts  way  down  or 
"churn,"  the  costly  practice  of  cus I 
tomers  switching  freely  between  wire-; 
less  carriers. 

Earlier  this  year  AT&T  launched  ;| 
business  offer,  granting  unlimited 
local  wireless  time  within,  say,  a  cor{ 
porate  canipus,  for  around  $24  peij 
month.  Churn  in  that  group  has 
fallen  to  zero,  compared  with  a  2.5%j 
industry  average. 

That  doesn't  sound  like  much,  but| 
it's  enough  to  offset  die  cost  of  a  quin- 
tupling of  wireless  network  usage, 
according  to  Thomas  Lee,  wirelessj 
analyst  at  Salomon  Smith  Barney. 

AT&T  isn't  saying  yet  how  manyl 
Piano  residents  have  signed  up.  But 
AT&T's  wireless  division  has  proven 
that  a  shrewd  pricing  plan  can  translate 
into  huge  market  share  gains.  Its  Dig- 
ital One  Rate,  offering  a  flat  rate  any- 
where in  the  country  with  no  roaming  I 
fees,  has  attracted  more  than  500,000 
subscribers  since  its  launch  in  May. 
About  two-diirds  of  these  subscribers  | 
are  new  to  AT&T.  Why  spend  $60  bil- 
lion on  a  ground  attack  when  you  can 
attack  more  cheaply  from  the  air? 
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Population  in  millions  (ratio  scale)* 


World  population  growth  may  be  slowing,  but  don't  cheer  yet. 

Slower  explosion 


By  Peter  Brimelow 

Is  the  population  explosion  ending?  The  United 
Nations  reduced  its  world  population  projections 
recently.  This  cheered  conservative  and  religious 
groups  as  evidence  that  the  population  explosion 
would  go  away  without  government  promotion  of 
birth  control,  abortion,  etc.  (see  chart). 

In  fact,  many  demographers  expected  that  pop- 
ulation would  stabilize  as  technological  and  social 
limits  were  reached.  And  charted  on  a  ratio  scale, 
where  a  steady  growth  rate  appears  as  an  upward- 
sloping  straight  line,  human  population  history 
loses  much  of  that  familiar  terrifying  exponential 
upswing  (upper  line,  left  scale). 

But  don't  cheer  yet: 
■  Even  on  a  ratio  scale,  the  recent  explosion  is  his- 
torically exceptional — "consistent  with  the  conven- 
tional understanding,"  says  demographer  Michael 
S.  Teitelbaum,  coauthor,  with  Jay  Winter,  of  A 
Question  of  Numbers:  High  Migration,  Low  Fertil- 
ity, and  the  Politics  of  National  Identity  (Hill  & 
Wang,  1998,  $26.00.)  And  even  with  the  slowing, 
the  U.N.  projects  that  world  population  could 
reach  8.9  billion  by  2050,  up  from  about  6  billion 
today,  and  almost  11  billion  by  2150. 


Research:  Edwin  S.  Rubenstein, 

research  director,  Hudson  Institute,  Indianapolis. 

edwinr@hii.hudson.org 


■  Even  if  overall  population  is  stabilizing,  indivi 
ual  countries  will  grow  partly  because  people  red 
tribute  themselves.  Thus  the  U.S.  population! 
authoritatively  expected  to  expand  by  about  half, 
some  394  million  in  2050,  basically  because 
immigrants  and  their  descendants  (see  inset  char. 

■  This  population  explosion  is  actually  the  third 
human  history.  The  first  began  with  the  develop 
ment  of  farming  about  5000  B.C.  It  ended  aroui 
A.D.  200  as  the  classical  societies  of  Rome  an 
China  matured.  The  second  began  in  A.D.  60C 
700,  accelerating  through  the  high  medieval  peric 
in  Europe.  It  ended  around  A.D.  1200-1300. 

Both  previous  population  explosions  did  du 
fizzle  upon  reaching  the  limits  of  then-availab 
technology.  Indeed,  they  overshot  it.  Disturbir. 
thought:  Both  ended  in  catastrophe — invasioi 
(Germans,  Mongols),  disease  (the  Black  Death) 

Could  that  happen  again?  Are  you  a  congenit 
optimist?  Or  a  congenital  pessimist? 

Put  it  this  way:  The  good  news  is  that,  on  pra 
ent  trends,  there  will  be  a  lot  more  readers  < 
Forbes  here  in  2050.  The  bad  news:  They  migl 
have  to  read  it  standing  up. 


-  Farming 
population 

explosion 


(4  million  in  10,000  B.C.) 


The  "Population  Explosion"  looks 
terrifying  on  a  linear  scale  . . . 


1000  BC  900   800   700   600   500   400   300   200   100   1  AD   100   200  300 

•Ratio  scale  shows  constant  percentage  growth  rate  as  a  straight,  up.,  rci-sloping  line;  linear  scale  shows  equal  absolute  increases,  so  steady  percentage  growth  rate  appears  to  i 
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Population  in  millions  (linear  scale) 
8.9  billion 


Estimated  U.S.  population  in  millions 
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U.N.  projects  slowdown,  2000  to  2050 
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Sources:  Colin  McEvedyand  Richard  Jones,  Atlas  of  World  Population  History;  U.N.  Secretariat,  World  Population  Prospects:  The  1998  Revision;  Census  Bureau. 
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Does  reclining  mean  declining?  La-Z-Boy  hopes  not. 

Company  at  a  crossroads 


By  Kelly  Barron 

When  Charles  Knabusch 
died  at  57  of  a  heart  attack 
on  a  North  Carolina  golf 
course  a  little  over  a  year 
ago,  a  family  dynasty  ended. 
La-Z-Boy  Inc.  was  founded 
by  his  father,  Edward,  and 
Edwin  Shoemaker,  one  of 
dad's  cousins;  Shoemaker, 
age  90,  died  soon  after 
Charles  did.  And  when 
Charles'  wife,  June,  asked 
for  a  seat  on  the  board,  she 
was  turned  down. 

"This   is   not   a   family 
business  anymore," 

declares  Patrick  Norton, 
76,  an  industry  veteran 
who  was  elevated  from 
senior  vice  president  of 
sales  and  marketing  to 
chairman  after  Knabusch's 
death.  La-Z-Boy  has  been 
a  public  company  since 
1972,  and  June  Knabusch 
owns  roughly  2%  of  the 
52.7  million  shares. 

Norton  was  no  outsider: 
He's  been  at  La-Z-Boy  for 
17  years.  Still,  it  was  a  big 
change  for  the  town  of 
Monroe,  Mich.  (pop. 
24,000).  Charles  Knabusch  BHM 
wasn't  just  the  boss.  He 
was  almost  family  in  the  town  whose 
Holiday  Inn  has  a  La-Z-Boy  recliner 
in  every  room.  Charles  Knabusch  was 
a  shy  but  friendly  man  who  enjoyed 
nothing  more  than  rubbing  elbows 
with  his  employee-neighbors  in  the 
company  cafeteria. 

Things  settled  down  a  bit  when 
Norton  elevated  Gerald  Kiser,  a 
strong  operational  executive,  to  pres- 
ident and  chief  operating  officer. 

Kiser  takes  over  a  company  that  is 
at  a  crossroads.  It  has  done  well.  Sales 
have  increased  without  a  break  for 
the  past  17  years.  It  is  today  a  $1.2 
billion  (revenues)  company.  Since 
1985  La-Z-Boy  has  diversified  from 


Norton,  Kiser  sample 
the  merchandise 
"Not  a  family  busi- 
ness anymore." 


its  trademark  recliners, 
acquiring  five  furniture 
makers,  and  now  sells 
everything  from  dining 
room  sets  to  entertain- 
ment centers,  under  names  such  as 
Hammary  and  Kincaid.  There's  also 
an  expanding  chain  of  licensed  La-Z- 
Boy  stores  that  sells  an  array  of  chairs, 
sofas  and  tables.  But  recliners  still 
constitute  about  a  third  of  revenues. 
With  a  dominant  30%  share  of  the 
recliner  business,  it's  getting  harder 
for  La-Z-Boy  to  generate  additional 
growth  from  that  business.  But  in 
repositioning  itself,  La-Z-Boy  runs 
the  risk  of  diluting  a  powerful  fran- 
chise and  becoming  just  another  fur- 
niture company.  "We  sweat  blood 
every  time  we  advertise  that  we  don't 
want  to  be  a  chair  company,"  says 
Norton,  kicking  back  in  a  blue  uphol- 


stered model  in  his  office. 

In  the  chair  line,  the  company 
creating  more  styles  that  appeal  tj 
women — particularly  those  under  agj 
50.  It  has  partnered  with  the  cornbaj 
"painter  of  light"  Thomas  Kinkade  tj 
create  upholstery  inspired  by  his  ari 
work.  It  also  offers  smaller,  more  fen 
inine-size  chairs  with  retro-looking  si 
houettes  patterned  after  stvles  popuk 
in  the  1940s. 

But  this  still  leaves  La-Z-Boy  wit  J 
a  classic  image  problem.  Recliner  J 
are  a  narrow  product  line,  an 
though  La-Z-Boy  is  a  powerful 
name  it  doesn't  lend  itself  easily  t>i 
brand  extension.  How  do  you  ge 
hipper  and  broaden  your  gende ! 
appeal  without  turning  off  all  thos  I 
guvs  who  associate  the  product  wit! 
a  six-pack  and  some  rip-roarinj 
action  on  the  TV  set?  ■ 
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www.yamaha.com  is  an  IBM  e-business. 

Yamaha  Global  Jukebox  Technology  puts  digital  music  on  the  Web.  IBM  technology  puts  it  at  your  fingertips. 


U.S.  prosecutors  may  have  a  new  intimidation  tactic. 
Threaten  to  put  a  company's  attorneys  in  jail. 

First,  indict  all  the  lawye: 


By  Janet  Novack 

This  month  three  former  execu 
tives  of  Baptist  Medical  Center  of 
Kansas  City,  Mo.  are  slated 
to  go  on  trial  in  federal 
court  in  Kansas  for  conspir- 
ing to  pay  illegal  kickbacks 
to  two  osteopaths.  What 
makes  this  trial  unusual  is 
that  two  attorneys  who  did 
legal  work  for  Baptist  Medical  will 
also  be  there — as  defendants.  The 
charge:  conspiring  to  defraud  the 
government. 

A  decade  ago  prosecutors  began 
going  after  lawyers  who  represent 
drug  dealers  and  mob  figures.  Now 
it  seems  that  prosecutors  are  trying 
out  a  more  chilling  practice:  pursu- 
ing lawyers  representing  clients 
with  regulatory  problems.  If  you 
have  a  reimbursement  dispute  with 
the  Medicare  administration,  and 
the  government  takes  issue  with 
your  position,  you  could  wind  up 
in  jail.  Just  for  good  measure  the 
government  can  indict  the  legal 
expert  who  counseled  you  on  get- 
ting the  reimbursement. 

Tax  law  can  work  this  way,  too.  Set 
up  a  business  deal  designed  to  hide 
income  or  assets  from  the  IRS,  and 
the  government  can  send  you  to 
prison.  The  lawyer  who  helps  you  set 
it  up  can  also  be  charged  with 
obstructing  the  IRS,  with  up  to  three 
years'  imprisonment — if  the  govern- 
ment believes  he  knew  you  had  an 
improper  purpose. 

Baptist  Medical's  attorneys  were 
indicted  on  the  charge  that  they 
drafted  "sham"  consulting  contracts 
between  Baptist  Medical  and  the  two 
doctors  (who  were  also  charged). 
These  contracts,  according  to  the 
indictment,  were  designed  to  conceal 
that  the  hospital  was  really  paying  the 
docs  $150,000  a  year  to  refer  nursing 
home  patients  to  the  hospital — a  vio- 
lation of  the  Medicare  anti-kickback 
law.  The  indicted  lawyers,  S.  Ruth 
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Lehr  and  Mark  Thompson,  insist 
they  were  providing  legitimate  legal 
services.  The  indictment  says  Lehr 
illegally  helped  the  doctors  by  elimi- 
nating any  references  in  their  con- 
tracts to  patient  referrals. 

Is  it  now  a  crime  to  write  a  con- 
tract that  doesn't  reveal  all  the  ulteri- 
or motives  of  the  people  signing  it? 

"This  prosecution  strikes  at  the  tra- 
dition of  going  to  lawyers  to  weave 
your  way  around  regulatory  require- 
ments," says  Mark  J.  Biros,  Washing- 
ton managing  partner  for  Proskauer 
Rose.  "It  will  have  a  chilling  effect  on 
how  attorneys  advise  clients." 

In  addition  to  indicting  Lehr  and 
Thompson,  prosecutors  have  publicly 
named  three  other  lawyers  as  "unin- 
dicted  coconspirators."  Two  of  them 
are  prominent  Baltimore  attorneys 


hired  to  advise  Baptist  Medu 
after  the  government  investigati 
began.  One  of  them,  David  Que 
is  a  former  U.S.  Attorney  for  tl 
Middle  District  of  Pennsylvan 
who  specializes  in  helping  comp 
nies  comply  with  the  insanely  co; 
plicated  Medicare  law. 

Look  at  the  anti-kickback  la' 
Even  though  paying  for  referrals 
generally  illegal,  it  provides  certa 
"safe  harbors"  that  make  it  legal  f< 
a  hospital  to  pay  a  referring  phys 
cian  for  other  services  he  provide 
the  hospital,  like  consulting.  But 
hospital  can't  rely  on  the  "sa. 
harbor"  if  the  doctor  doesn't  pe 
form  those  services.  Okay,  but  ce 
tain  nonsafe-  harbor  contracts  wi 
referring  doctors  can  be  lega 
too — provided  that  inducing  refe 
rals  isn't  a  purpose  of  the  contract 
Get  it?  Neither  do  we.  Apparent 
ly,  lawyers  are  now  supposed  to  vt 
their  clients'  motives  and  perfoi^ 
mance,  as  well  as  their  paperwork' 
According  to  the  indictmen 
Thompson  told  hospital  executive 
to  communicate  about  the  doctor 
through  attorneys,  so  the  communi 
cation  would  be  privileged.  To  pros 
ecutors,  that  advice  was  part  of  th 
conspiracy.  "That's  advice  lawyer 
give  every  day  to  clients  under  inves 
tigation,"  protests  John  T  Boese, 
government  contracting  fraud  exper 
with  Fried  Frank  in  Washington. 

Breckinridge  Willcox,  a  forme 
U.S.  Attorney  for  Maryland,  sees  thi 
Kansas  case  as  an  extension  of  a  dan 
gerous  trend:  the  government  i 
attempting  to  breach  the  attorney 
client  privilege  in  business  cases 
Companies  that  wish  to  settle  wit! 
the  government — as  Baptist  Medica 
did  for  $17.5  million — are  increas 
ingly  being  pressed  to  waive  that  priv- 
ilege. That  exposes  the  lawyers  tc 
prosecutorial  scrutiny. 

Looks  like  dirty  pool  to  us.        ■ 
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And  that  medicine  is  a  dedicated,  nightly  skilled  local  workforce;  an  infrastructure  for  pharmaceutical  manufacture  that  is 
among  the  best  in  the  world;  and  new  opportunities  provided  by  the  1998  Industrial  Tax  Incentives  law.  In  fact,  Searle 

Kently  demonstrated  its  strong  commitment  to  Puerto  Rico  by  announcing  a  $200  million  expansion,  including  an  additional 
pharmaceutical  manufacturing  facility  to  go  hand-in-hand  with  our  30-acre  state-of-the-art  manufacturing  complex. 

earle  manufactures  more  than  20  products  in  Puerto  Rico,  including  cardiovascular,  arthritis  and  anti-insomnia  drugs,  and 
mploys  approximately  700  people  -  a  figure  that  will  increase  to  1,500  based  on  the  expansion.  More  than  95%  of  Searle's 
sales  in  the  U.S.  are  generated  by  products  manufactured  in  Puerto  Rico. 

Our  continuous  growth  and  success  reaffirms  that  Puerto  Rico  was  -  and  is!  -  the  right  medicine  for  our  business. 


With  our  open-door,  pro-business  government  and  our  comprehensive  tax  exemptions, 
Puerto  Rico,  USA,  is  the  perfect  site  for  your  business. 

►  A  new  tax  incentive  law  with  an  effective  tax  rate  as  low  as  2%  and  a 
maximum  of  7%  for  manufacturing  and  export-oriented  services. 

►  200%  deduction  of  R&D  costs. 

►  200%  deduction  of  training  costs. 

►Full  expensing  of  investment  in  plants,  parts  &  equipment. 

►  Ample  supply  of  skilled  production  workers. 

►  Highly  educated,  bilingual  managers  and  executives. 

►  The  most  advanced  infrastructure  in  the  region. 

All  of  this,  while  being  able  to  place  the  "Made  in  USA"  label  on  your  products. 
And  of  course,  in  Puerto  Rico,  USA,    you  will  find  a  beautiful  climate  all  year  round  and  an 
enviable  quality  of  life.  No  wonder  half  of  all  Fortune  100  companies  are  established  here! 

Want  to  know  more?  Just  call  for  additional  information  or  contact  us 
and  let  us  prove  to  you  that  Puerto  Rico  means  business! 

www.pridco.com 


1-888-5-PRIDCO 


PUERTO  RJCOEUSA 


PERFECT 


BUSINESS 


CLIMATE 


The  debut  of  a  common  currency  is  fueling 

deal-mania  in  Europe. 

These  Texas  boys  want  to  be  part  of  it. 

Dallas  comes 
to  Diisseldorf 


By  Richard  C.  Morais 


The  reception  lobby  is 
swathed  in  white  sheets, 
and  the  just-acquired 
18th-century  Dutch 
mirror,  in  walnut  with 
inlaid  boxwood,  is  lean- 
ing against  a  commode 
waiting  to  be  hung. 
Hicks,  Muse  Tate  & 
Furst  Inc.'s  London 
office  is  not  quite  solid 
yet.  In  November  the 
Dallas-based  buyout  spe- 
cialist spectacularly 
backed  out  of  an  $860 
million  deal  to  buy  busi- 
ness-publishing assets 
from  Pearson  Pic. 

But  these  are  early 
days,  and  this  bunch  of 
Texans  is  in  Europe  for 
the  long  haul.  Chief  oper- 
ating officer  and  partner 
John  Muse,  47,  has 
moved  to  London  to  run 
the  new  European  opera- 
tions. The  lbo  firm,  best 
known  for  radio  acquisi- 
tions (Forbes,  June  1, 
1998),  is  currently  work- 
ing on  two  European 
deals,  each  in  the  billion- 
dollar-plus  category. 

It  will  launch  a  $1.5 
billion  European  fund  for 
buyouts  in  the  first  quar- 
ter of  1999,  but  that's 
only  part  of  die  resources  *>■■■■ 
Flicks,  Muse  brings  to  the 
table.  The  company  just  completed  a 
$4  billion  global  fund  that  can  invest 
up  to  30%  outside  the  U.S.  "We're 
seeing  five  to  ten  interesting  deals  a 
week,"  says  Muse. 


John  Muse  in  London 
Cooking  up  pan- 
European  deals. 


"The  reason  we're  doing 

the   European   Fund,"   he 

says,  "is  that  monetary  union 

will  for  the  first  time  create 

the  ability  to  execute  pan-European 

strategies.  That's  our  thing." 

But  where?  Media  is  Hicks,  Muse's 
expertise.  In  Hicks,  Muse's  $1  billion 
Latin  Fund  are  media  deals  like  Ibero- 


American  Media  Partners,  L.P.  Ibeil 
American  is  a  joint  venture  formed  [ 
invest  in  media  properties  in  Lai 
America,  but  also  has  the  option  [ 
invest  in  Portugal  and  Spain.  T| 
latter,  should  it  happen,  could  be  tl 
start  of  a  so-called  European  platfoj] 
on  which  Hicks,  Muse  could  atter 
to  build  a  pan-European  KnigJ- 
Ridder.  Except  in  Britain,  EuropJ 
local  papers  have  yet  to  discover  tl 
joys  and  presumed  efficiencies  of  U.!| 
style  regional  newspaper  chains. 

Hicks,  Muse  won't  do  radi 
"There  are  a  lot  of  restrictions.  In  til 
U.K.,  for  example,  tl| 
government  still  operat 
radio,  and  we  can't  ovl 
more  than  25%,"  sal 
Muse. 

Hicks,  Muse  isn't  I 
bunch  of  cowboys  out 
show  the  Europeai 
how  to  do  things, 
knows  how  to  opera] 
abroad.  Two  of  tl 
1989-founded  Dalld 
firm's  earliest  backet) 
were  Europe's  Crec 
Suisse  and  S.G.  Warburij 
It  has  invested  $1.2  br| 
lion  in  Central 
South  America. 

The  partners  figure  thl 

S     learning  is  on  both  side] 
In  Europe  outdoor  advel 
tising — including  "stretl 
furniture,"       the       acl 
wrapped  around  Frencj 
public  toilets  and  Germal 
bus  stop  shelters — is  moil 
developed   than   in   th| 
U.S.  It  commands  $4. 
billion,  5.5%  of  Europe 
total  advertising  spend  I 
ing.  In  the  U.S.,  by  corn 
trast,  outdoor  advertisin 
accounts  for  just  1.8%,  cl 
$1.8  billion,  of  the  tota 
Muse    is    interested    i 
bringing  European  out 
door  ad  techniques  to  U.S.  cities.  Sine 
August,  Hicks,  Muse  has  acquired  tw< 
U.S.   billboard  companies  througl| 
Chancellor  Broadcasting  Corp. 

Media  isn't  the  only  game  thesi 
boys  play  Last  summer  the  Dalla  | 
partners  bought  Britain's  Glas 
Group,  a  maker  of  automotive  infor 
mation  services  software,  for  $20( 
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A  friendly  reminder  from  the  people  who  can  get  the  best  out  of  yc 


out  ot  vours. 


Hewitt 


Improving  Business  Results  Through  People 


million.  The  company  collates  every- 
thing from  repair  costs  to  car  valua- 
tions. In  October,  Hicks,  Muse 
bought  a  Danish  seed  company  for 
$49  million. 

The  company  already  has  done  at 
least  one  major  Europe -focused  deal. 
In  March  1993  Hicks,  Muse  bought 
Berg  Electronics  Corp.,  which  had 
been  DuPont's  electronics  connectors 
business.  Working  with  a  Hicks,  Muse 
management  affiliate,  the  Dallas  part- 
ners added  several  acquisitions  to 
Berg.  After  investing  just  $650  mil- 
lion, in  a  mixture  of  debt  and  equity, 
it  sold  Berg  Electronics  for  $1.85  bil- 
lion to  France's  Framatone  Connec- 
tors International.  Eat  your  heart  out, 
DuPont. 

What  about  the  left-of-center 
politicians  who've  been  coming  to 
power  and  the  social  turmoil  that 
could  well  follow  monetary  union? 
Does  that  worry  the  Texans? 

"I  don't  care  what  your  politics 
are,"  Muse  replies.  "In  the  end, 
people  get  pragmatic  to  survive."  He 
is  convinced  that  whoever  rules,  Euro- 
peans will  lose  some  of  their  taste  for 
fixed-income  paper  and  turn  more 
toward  equities.  That's  Hicks,  Muse's 
business.  It  spiffs  up  companies  to 
make  them  more  palatable  to  equity 
investors. 

Injecting  more  funds  into  equities 
will  result  in  cumbersome  European 
conglomerates  shedding  nonessential 
assets.  "Logic  tells  you  the  next  step 
is  a  demand  for  better  performance. 
European  conglomerates  will  ratio- 
nalize assets  as  they  ask,  'What  is  our 
core  competence?'  You've  already 
seen  Siemens,  Hoechst  and  Philips  do 
it.  The  phenomenon  will  develop  fur- 
ther. The  gravitational  forces  are  hard 
to  resist." 

Count  on  the  Texans  to  give  the 
process  a  bit  of  a  boost.  "Hicks, 
Muse  is  expert  at  buying  businesses 
that  aren't  for  sale,"  observes  James 
Mills,  chief  executive  of  Mills  &  Part- 
ners Inc.,  the  lbo  company's  man- 
agement affiliate. 

Europe's  old  boys  have  a  way  of 
closing  ranks  and  cutting  out  brash 
newcomers,  and  John  Muse  is  read) 
to  deal  with  that.  "In  some  geogra- 
phies," he  says,  "we'll  be  reluctant  to 
invest  without  a  local  partner.  Call  it 
schmuck  insurance."  Hi 
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Chester  Cadieux's  QuikTrip  convenience 
stores  are  the  envy  of  his  industry. 
Yet  he  makes  no  secret  of  his  secret. 

A  very  smart 
retailer 


By  John  Gorham 


QuikTrip  Chairman  and  Chief  Executive  Chester  Cadieux 
Realized  long  ago  that  convenience  is  a  commodity. 


Chester  Cadieux,  chief  executive  of 
convenience-store  and  filling-station 
chain  QuikTrip  Corp.,  is  glaring  mad. 
He's  standing  in  front  of  store  number 
56,  just  off  Interstate  244  outside  of 
downtown  Tulsa.  "It's  too  ugly,"  he 
mutters,  pointing  to  the  store's  red- 
and-whitc  facade.  Bye-bye,  number 
56.  It  is  slated  to  be  closed  this  year. 

It's  not  that  number  56  is  losing 
money.  Cadieux  says  it  netted 
$80,000  last  year — three  times  the 


industry  average  of  $26,100.  "A  lo 
of  people  would  say  closing  numbe 
56  is  just  insanity,"  says  Cadieux 
They  would,  and  they'd  probably  sa.) 
the  same  about  44  other  stores,  al 
profitable,  that  Cadieux  plans  to  clos< 
over  the  next  two  years. 

There's  shrewd  merchandising 
method  in  Cadieux's  apparently  cava- 
lier attitude  toward  profits.  The  store 
closings  are  part  of  a  strategy  thai 
Cadieux,  66,  has  been  honing  for  2C 
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-Morningstar  ratings  for  the  CREF  Bond 
rket  Account,  CREF  Equity  Index  Account,  and  CREF  Growth  Account* 
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Your  service  t>owle£  me  over. 

-William  Ravdin,  TIAA-CREF  Participant 


High  marks  from 

Morningstar,  Moody's,  S&P, 

Money  Magazine,  and  Bill. 


TIAA-CREF. 

Proven 

Solutions 

To  Last 

a  Lifetime. 

We  take  a  lot  of  pride  in  gaining 
high  marks  from  the  major  rating 
services.  But  the  fact  is,  we're 
equally  proud  of  the  ratings  we 
get  in  the  mail  every  day  from 
our  participants.  Because  at 
TIAA-CREF,  ensuring  the  finan- 
cial futures  of  the  education  and 
research  community  is  something 
that  goes  beyond  stars  and 
numbers.  So  from  mutual  funds, 
traditional,  variable  and  personal 
annuities  to  life  insurance  and 
IRAs,  you'll  find  we  provide 
the  right  choices — and  the 
dedication — to  help  you  achieve 
a  lifetime  of  financial  goals. 
The  rating  services  back  us  up. 
So  does  Bill. 

To  receive  a  free  Personal 
Investing  Kit,  including  charges 
and  expenses,  call  us  at 
800  226-0147.  It  contains 
prospectuses  for  our  variable 
annuities  and  mutual  funds. 
Please  read  them  carefully  before 
you  invest  or  send  money. 
www.tiaa-cref.org 
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Ensuring  the  future 

for  those  who  shape  it.SM 

,  1998  Mornrngstar  is  an  independent  service  that  rates  mutual  funds  and  vanabte  annuities  The  top  10%  of  funds  in  an  mve^ent  category  «<*  *"  ^  ™« tto 
t&5%  receive  four  stars  Morningstar  proprietary  ratings  reflect  histoncal  risk-adjusted  performance,  and  are  subject  to  change  every  month.  They  are  calculated  fromthe  account  s  three-,  five-,  and  ten-year 
a]  relZ  X«SWU  ™  w»h  W^ate  fee  adjustments,  and  a  nsk  factor  that  reflects  performance  below  90-day  T-bffl  returns.  The  overall  star  ratings  referred  to  above 
Zun^st  s^Thshi  ra^gs  which  are^ghted  averages  of  its  three-,  five-,  and  ten-year  ratings  for  penods  ending  November  30.  1998.  The  separate  (unpublished)  ratings  for  each  of  the  periods  are: 


3-Yeai 
5-Year 
10-Year 


CREF  Stock 
Account 

Star  Rating/Number 

of  Domestic  Equity 

Accounts  Rated 

4/2.262 

4/1.515 

4/769 


CREF  Bond 
Market  Account 

Star  Rating/Number 
of  Fixed  Income 
Accounts  Rated     , 

5/748 

5/525 

N/A 


CREF  Social 
Choice  Account 

Star  Ratmg/Number 

of  Domestic  Equity 

Accounts  Rated 

4/2,262 

4/1,515 

N/A 


CREF  Global 
Equities  Account 

Star  Rating/Number  of 

International  Equity 

Accounts  Rated 

4/490 

4/286 

N/A 


CREF  Equity 
Index  Account 

Star  Rating/Number  of 

Domestic  Equity 

Accounts  Rated 

5/2,262 

N/A 

N/A 


CREF  Growth 
Account 

Star  Rating/Number  of 

Domestic  Equity 

Accounts  Rated 

5/2,262 

N/A 

N/A 


.— e  top  ratings  are  based  on  TIAAs  exceptional  financial  strength,  claims-paying  ability  and  overall  operating  performance  CREF  certificates  are  distributed  by  TIAA-CREF  Individual  and  Institutional 
Services  For  more  complete  information,  including  charges  and  expenses,  please  read  the  CREF  Prospectuses  offered  above  before  you  invest  or  send  money 


years.  Here's  what  he  thinks:  Even  if  a 
store  is  profitable,  it  is  less  likely  to 
build  repeat  business  if  it  is  unpleasing 
to  the  eye  and  out-of-date;  that  makes 
it  a  lousy  long-term  investment. 

Cadieux  runs  330-odd  stores — 
mostly  in  Tulsa,  Atlanta,  St.  Louis, 
Wichita,  Des  Moines  and  Kansas 
City.  They  are  high-volume,  low- 
margin  retailers  of  gasoline,  beer, 
soda,  junk  food  and  cigarettes.  He 
wants  customers  to  think  of  his  loca- 
tions not  as  shops  of  last  resort  but  as 
places  they  enjoy  visiting. 

The  high  standards  pay  off.  In  fiscal 
1998  Cadieux's  closely  held  QuikTrip 
sold  $1.9  billion  in  convenience 
items — a  fivefold  growth  in  a  decade — 
generating  cash  flow  of  $89  million 
and  net  income  of  $32  million.  This, 
at  a  time  when  many  of  the  major  con- 
venience chains  like  Circle  K,  Nation- 
al Convenience  Stores  and  Southland 
Corp.'s  7-Eleven  filed  for  bankruptcy 
and  are  just  now  recovering. 

Cadieux  understood  that  as  conve- 
nience stores  proliferated,  convenience 
would  become  a  commodity.  "Conve- 


Fill  'er  up 

Making  the  majors  sweat. 


nience  has  value  [only] 
when  there  isn't  much  of 
it.  We  just  focus  on  being 
good  retailers,"  he  says. 

Cadieux  is  regarded  as 
something  of  a  heretic  in 
the  trade.  Most  players, 
like  Southland  and  big 
oil  companies  such  as 
Texaco  and  Mobil,  still 
believe  customers  will 
pay  a  premium  for  the 
convenience  and  the 
branded  gasoline.  Stores 
are  cramped  and  prices 
are  high.  They  get  the 
premium  prices,  but  they 
don't  get  volume. 

Result:  The  average  QuikTrip  store 
sold  $2  million  of  merchandise  and  3 
million  gallons  of  gas  last  year.  The 
average  store  for  Southland,  which 
franchises  and  operates  5,100  7-Eleven 
stores  in  the  U.S.,  sold  $955,000  of 


merchandise.  Convenience  stores  tl 
also  sold  gas  averaged  720,000  galk»; 
Says  Eric  Spiegel,  a  consultant  1 
Booz,  Allen  &  Hamilton:  "All  t 
majors  want  to  study  them.  Thl 
know  QuikTrip  outperforms  thet 


People  who  can  watch  any  TV  want  to  watch  Hii  il 
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put  they  don't  know  why." 

Now  they  do.  Whether  they  can 

opv  the  master  is  another  question. 

i   Cadieux's  father,  of  French-Cana- 

jlian  descent,  moved  from  Chicago  to 

•fulsa  and  worked  for  a  small  oil  com- 


pany. Cadieux  and  a  schoolmate  first 
opened  a  store  in  a  small  Tulsa  strip 
center  in  1958,  a  few  years  after 
Cadieux  graduated  from  the  Univer- 
sity of  Oklahoma.  The  initial  capital 
was  $16,000;  Cadieux  borrowed  his 
$5,000  share  from  his  father.  Later, 
suppliers  came  up  with  enough  capi- 
tal to  help  him  expand  the  chain. 

Initially  Cadieux  copied  competi- 
tors: high  prices  and  little  selection. 
After  four  years  in  business,  the  com- 
pany was  eking  out  a  profit  of  $25,000 
on  sales  of  $1  million,  and  competitors 
were  springing  up  all  over  the  place. 

After  expanding  over  the  next  15 
vears  or  so,  Cadieux  realized  the  busi- 
ness was  overbuilt.  Then  he  exhibited 
real  foresight.  First  he  narrowed  his 
focus  to  quantity  items:  branded  beer, 
soda,  cigarettes,  coffee,  candy  and  later 
gas.  Out  went  slow  sellers  like  canned 
vegetables.  He  slashed  prices,  reducing 
his  in -store  gross  margin  to  a  current 
25.5%,  versus  32%  for  the  industry. 

Cadieux  started  adding  gas  in  the 
early  1970s,  but  made  it  a  major  offer- 
ing only  in  the  late  1980s  and  early 


1990s,  when  oil  companies  began  seri- 
ous encroachment  on  convenience 
stores.  Here  again,  he  takes  a  smaller 
gross  margin  to  move  more  merchan- 
dise. His  cut  is  9.5  cents  per  gallon, 
compared  with  15  cents  for  most  major 
oil  companies.  But  his  stores  sell,  on 
average,  up  to  75%  more  gas  than  the 
major  oil  company  stations,  estimates 
Booz,  Allen's  Spiegel.  QuikTrip  is  the 
biggest  gas  retailer  in  Tulsa  and  Kansas 
City  and  the  third-biggest  in  St.  Louis 
and  Atlanta,  according  to  New  Image 
Marketing  of  Fort  Myers,  Fla. 

When  he  speaks  of  keeping  his  stores 
attractive,  Cadieux  doesn't  just  mean 
decor.  He  believes  a  service  business 
should  be  manned  by  smart,  motivat- 
ed people.  A  QuikTrip  store  manager 
earns,  on  average,  $48,000,  compared 
with  $25,000  for  the  industry. 

Cadieux  is  planning  a  push  into 
Dallas,  7-Eleven's  heartland.  His 
potential  competitors  are  nervous,  but 
they  don't  seem  to  be  copying 
Cadieux's  strategy  very  much.  Maybe 
it's  because  they  are  run  by  pencil 
pushers  rather  than  by  merchants.  M 


The  picture  on  Hitachi  UltraVision  is  so  stunning  it 
is  bound  to  attract  a  crowd.  The  reason  is  Hitachi's 
exclusive  six  element  UltraFocus  Super  Bright  Lens 
System,  which  creates  an  image  of  exceptional  brightness 


and  clarity.  And  Hitachi's  Magic  Focus,  the  world's  only 
automatic  convergence  system,  ensures  perfect  focus 
to  keep  the  picture  super  sharp  and  clear.  Once  you 
see  Hitachi  UltraVision  for  yourself,  you'll  wonder  why 
anyone  would  want  to  watch  anything  else. 
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►  up  &  COMERS 

For  30  years,  Philip  Rollhaus  has  taken 
one  wrong  turn  after  another  in  the 
highway-safety  business.  Now,  at  last, 
he  may  be  on  the  right  track. 

Crash  course 


Edited  by  Tom  Post 


By  Brett  Nelson 

Most  entrepreneurs  take  a  while  to  find  their 
focus.  Philip  E.  Rollhaus  Jr.  has  taken  the 
better  part  of  three  decades.  He  is  founder 
and  chief  executive  of  Chicago-based  Quixote 
Corp.,  which  sells  highway  crash  guards  and  cushions. 

Under  his  leadership,  the  company  has  lived  up  to  the 
idealism— and  folly — of  its  namesake.  In  his  time,  the 
stocky,  bright-eyed,  64-year-old  Rollhaus  has  dabbled  in 
court-reporting  technology,  compact-disc  manufacturing 
(dmi),  a  still-unproven  method  for  manufacturing  artificial 
human  blood,  and  seismic  bridge -bearings  (a  joint  venture 
with  Italy's  fip  Industriale).  All  but  dmi  resulted  in  sub- 
stantial losses  and  writeoffs — and  took  critical  attention  and 
resources  from  Quixote's  highway-safety  business. 

Even  with  all  those  distractions,  the  company  has  a  90% 
share  of  the  U.S.  market  for  crash  guards  and  cushions  that 
pad  bridge  abutments,  toll  booths  and  slow-moving  high- 
way maintenance  vehicles — earning  $6  million  on  $56  mil- 


lion for  the  fiscal  year  that  ended  last 
June.  Imagine  where  the  company 
might  be  today  if  Rollhaus  had  stuck 
exclusively  with  road  safety  after  a 
crackpot  inventor  burst  into  his  office 
at  a  small,  Chicago-based  venture  capi- 
tal firm  in  1969,  hoping  to  develop  car 
bumpers  filled- with  water. 

But  then,  Rollhaus  has  been  some- 
thing of  a  vagabond  entrepreneur  all 
his  life.  After  leaving  the  Na\y,  he  went 
to  Paris  in  1960  to  write  fiction. 
Instead  he  founded  a  literary  maga- 
zine, which  he  financed  by  opening 
the  city's  first  coin-operated  laundry. 
He  also  opened  a  moped  messenger 
service.  After  scraping  by,  Rollhaus 
came  back  to  the  States  to  try  his  hand 
at  venture  capital.  That's  when  he  con- 
vinced the  inventor  to  swap  the  patent 
rights  on  the  aqua- bumper  for  a  30% 
stake  in  a  newly  formed  company, 
Energy  Absorption  Systems.  He  had 
already  raised  $400,000,  mainly  from 
friends  and  a  San  Antonio  investor. 

In  the  early  1970s,  losses  piled  up 
and  sales  hovered  around  $3  million; 
the  company  nearly  went  under  twice. 
Rollhaus  eventually  scrapped  the  cum- 
bersome water  bumper — which  only 
worked  for  collisions  up  to  20mph — in 
favor  of  cushioning  stationary  objects 
like  lane  dividers.  For  the  remaining 
decade  he  and  some  hired  engineers 


►  follow  the  money/  VENTURE  CAPITAL 

Status  seekers 


■: 


If  you're  planning  to  hook  up  with  a 
venture  capital  firm,  everyone  knows 
you  should  reach  for  the  top  drawer, 
right?  The  most  famous  firms  have  plenty 
of  money  to  throw  around.  Their  connec- 
tions can  lead  you  to  management  talent, 
big-ticket  customers,  strategic  partners 
and,  of  course,  prestigious  investment 
bankers  who  can  take  your  company 
public  at  the  highest  valuations.  They're 
pretty  good  buzzmeisters  too,  hyping 
your  startup  when  the  word  needs  to 
get  around. 

Surprise:  It  turns  out  that  in  the  public 
markets,  at  least,  pedigree  is  no  guaran- 


tor of  success.  Sure,  some  of  the  best- 
known  firms  backed  several  of  the  most 
spectacular  successes  of  late:  Kleiner 
Perkins  Caufield  &  Byers,  Sequoia  Capital 
and  Oak  Investment  Partners  backed 
Amazon.com,  Yahoo  and  Inktomi,  respec- 
tively; but  these  represent  grand  slams  in 
portfolios  full  of  doubles,  singles  and 
strikeouts.  On  the  whole,  the  best 
records,  as  measured  by  average  annual 
return  of  initial  public  offerings,  even 
including  these  blockbusters,  did  not 
belong  to  the  flashiest  venture  capital  out- 
fits (see  table,  opposite). 

That  sounds  like  heresy,  of  course.  But 
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it's  the  conclusion  of  Venture  Economics 
Information  Services,  a  Newark,  NJ.-basee 
research  firm,  which  calculated  the  averag 
annual  return  of  more  than  300  venture 
capital  firms,  based  on  how  the  share 
prices  of  their  portfolio  companies  per- 
formed since  going  public  some  time  over 
the  last  five  years.  (The  survey  does  not 
track  performance  pre-ipo;  since  there  are 
no  disclosure  requirements  for  the  firms, 
not  all  publish  their  internal  rates  of  return 

The  results:  The  best-known  venture 
capital  firms  weren't  always  top  perform 
ers;  quite  a  few  landed  in  the  bottom 
half.  When  companies  were  screened 
for  four  or  more  ipos,  Kleiner  Perkins 
showed  up  in  the  middle  of  the  pack, 
posting  just  a  32%  annual  return,  beaten 
out  by  the  likes  of  El  Dorado  Ventures, 
Boston  Capital  Ventures  and  Trident 
Capital.  Some  notable  firms  fared  very 
badly— Weiss,  Peck  &  Greer,  New 
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improved  the  aqua-barrier  design,  adding  new  products  like 
protective  sand-filled  barrels  and  the  first  collapsible  crash- 
cushions.  In  1981  the  company  went  public  as  Quixote 
Corp.,  raising  $8  million.  Why  name  a  company  after  Cer- 
vantes' foolish  knight?  "At  times  things  looked  pretty  hope- 
less," says  Rollhaus.  "I  liked  [his]  pathetic  nobility." 

An  apt  description  of  Rollhaus'  efforts  to  win  govern- 
ment support  for  highway  safety,  the  lifeblood  of 
Quixote's  revenues.  Over  the  last  25  years  company  exec- 
utives have  made  about  600  lobbying  trips  to  Washing- 
ton. But  until  the  1990s  federal  and  state  funds  for  high- 
way safety  were  tight. 

Meantime,  Quixote's  patented  technology  got  better 
and  better — saving,  by  Rollhaus'  estimates,  maybe  30,000 
lives.  In  the  latest  models,  plastic  cylinders  inside  the  cush- 
ions absorb  energy  from  collisions.  If  struck  at  a  shallow 
angle,  some  cushions  can  redirect  an  errant  car  back  onto 
the  road;  if  struck  head-on,  they  can  bring  a  car  speeding 
at  65mph  to  a  stop  within  30  feet,  with  minimal  injuries 
to  the  occupants. 

Is  Rollhaus  finally  on  track?  Quixote  is  well  positioned 
to  cash  in  on  the  1998  federal  highway  bill,  which  pro- 
vides $555  million  a  year  for  road-safety  projects  over  the 
next  six  years.  After  shedding  its  last  extraneous  business- 
es, Quixote  bought  out  crash-cushion  rival  Roadway 
Safety  Service  and  recently  spent  $2.8  million  to  buy 
Highway  Information  Systems,  which  uses  electronic  bill- 
boards and  dedicated  AM  radio  stations  to  warn  drivers 
about  accidents  and  bad  weather.  Rollhaus  is  also  offer- 
ing, through  74  distributors  worldwide,  an  array  of  new 
products  from  snow-plowable  highway  reflectors  to  high- 
tech  anti-icing  systems  for  bridges. 
Tilting  at  errant  This  business  is  finally  looking  more 

cars:  Quixote's  businesslike — and    less    quixotic — 

Philip  Rollhaus.  every  day.  MM 


enterprise  Associates  and  Menlo  Ventures 
mong  them. 

Why?  Partly  because  the  better-known 
Hrtfits  get  more  deals,  take  more 
:hances — and  spread  their  attention  more 
thinly.  A  Kleiner  Perkins  has  a  better 
Dhance  of  scoring  with  a  blockbuster  like 
Excite,  and  striking  out  with  lemons  like 
vlsioneer,  Inc.,  which  develops  scanning 
software  (shares  have  tumbled  92%  since 
the  public  offering),  and  On  Technology,  a 
software  developer  for  local  area  networks, 
down  93%  to  a  recent  $1.  More  deals 
mean  less  risk  but  also  a  smaller  chance 
of  a  huge  average  return. 

Some  folks  claim  they  get  more  person- 
al attention  and  better  strategic  advice 
from  smaller  venture  capital  outfits.  "The 
top  firms  are  just  okay,"  says  Robert 
Bernard,  chief  executive  of  Whittman-Hart, 
an  information  technology  provider  for  busi- 
nesses, backed  by  Frontenac  Co.  and 


Platinum  Venture  Partners,  both  of 
Chicago.  "Smaller  firms  are  definitely  clos- 
er and  more. intimate."  Bernard's  company 
has  done  well  since  its  May  1996  public 
offering;  the  stock  is  up  nearly  sevenfold. 

Sometimes,  but  not  always,  entrepreneurs 
can  get  more  generous  terms  from 
a  smaller  venture  capital  firm.  Harold 
Ruttenberg,  founder  and  chief  executive 
of  retailer  Just  For  Feet,  Inc.,  had  many 
premier  outfits  wooing  him,  but  turned  them 
down  because  they  wanted  too  big 
a  piece  of  his  company.  "Some  venture  capi- 
talists are  greedy,"  he  says.  "They  want  to 
put  in  their  own  people  and  ideas." 
Ruttenberg  was  finally  won  over  by  Weston 
Presidio  Capital  in  San  Francisco,  which  was 
willing  to  take  an  operational  backseat. 

Don't  avoid  prestigious  venture  capitalists; 
they  can  still  make  amazing  things  happen. 
But  they  aren't  the  only  game  in  town. 

-Luisa  Kroll  MM 


Does  pedigree  pay  off? 

Hiring  a  venture  capital  firm  with  a  glittering 
reputation  is  no  guarantee  of  stock  market 
success  Here  are  samples  of  performances 
turned  in  by  better-known  shops— and  lesser- 
knowns. 


Firm 


Average  annual  IPO  return 
1994-98 


Kleiner  Perkins 

32% 

Weiss,  Peck  &  Greer 

5 

New  Enterprise  Associates 

3 

Menlo  Ventures 

-5 

Institutional  Venture  Partners 

-9 

El  Dorado  Ventures 

194 

Platinum  Venture  Partners 

47 

Weston  Presidio  Capital 

47 

Boston  Capital  Ventures 

42 

Trident  Capital 

41 

Some:  \fenture  Economics  Information  Services.  Based  on  slock  performance 
of  venture-backed  companies  that  went  public  between  1994  and  Nov.  1999. 
Does  not  include  overall  portfolio  return.  Companies  merged  or  sold  during 
that  time  are  not  included;  nor  are  venture  capital  firms  that  backed  fewer 
than  four  companies.  The  average  is  equal-weighted. 
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I  b  n  i  r  h  jj  r  h  ij  b  u  r  s 


Stacey  Lawson  had  no  customers,  no  product,  no  capital— just  one  clever  idea  ar| 
a  lot  of  chutzpah.  She  turned  those  two  things  into  a  company  worth  $45  million. 


Bootstrap 


By  Bernard  Condon 

Classic  bind  for  a  would-be 
entrepreneur:  You  have  no 
customers  because  you  have 
no  product.  No  product  because 
you  don't  have  the  capital  to  devel- 
op it.  No  capital  because  the  ven- 
ture capitalists  want  to  see  cus- 
tomers first.  How  to  break  out  of 
that  vicious  circle?  Look  at  how 
Stacey  Lawson  did  it. 

Lawson  grew  up  in  the  lumber 
mill  town  of  Port  Angeles,  Wash., 
longing  to  get  out  and  make  some- 
thing of  herself.  "People  lived  their 
lives  by  default,"  she  says.  "They 
never  took  risks.  I  never  wanted  to  be 
ordinary." 

Inspiration  hit  after  she  quit  an 
engineering  job  at  IBM  to  get  an 
M.B.A.  at  Harvard.  While  writing  a 
mock  business-plan  for  a  class,  she 
adapted  an  idea  from  former  IBM  col- 
league John  Major,  who  oversaw 
engineers  designing  3-D  computer 
models  of  machines  that  make  disk 
drives.  The  engineers  spent  hours 
thumbing  through  catalogs  from 
parts  suppliers  for  just  the  right 
motors,  gears  and  pulleys — then 
meticulously  drew  the  parts  in  3-D 
on  the  screen.  They  could  save  a 
bunch  of  time,  Major  figured,  if  there 
were  a  single  cd-rom  catalog  with 
the  parts  already  in  3-D.  You  could 
sell  the  catalog  to  engineers  at  Deere, 
Caterpillar  and  Boeing,  too. 

Lawson  took  the  idea  a  step  fur- 
ther. Put  the  catalog  on  the  Internet 
so  you  can  update  it  quickly.  The  way 
to  make  money  was  to  charge  both 
parts  suppliers  and  the  end  users.  By 
the  time  Lawson  graduated  in  1996, 
Major,  now  45,  agreed  to  team  up  to 
launch  a  company,  InPart. 

Now  to  convince  the  skeptics — 
starting  with  investors.  Lawson 
proved  to  be  quite  "resourceful"  with 
a  sales  pitch.  "We've  just  completed  a 
study  with  Harvard  University," 
Major  overheard  her  saying  over  the 
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phone   from   the   cramped      Scrap  into  gold 
San  Jose,  Calif,  apartment     Lawson  and 
that  served  as  the   office.      Major  relied 
"Deere  is  very  involved  with     on  ingenuity 
us  in  turning  it  into  a  busi-      and  sheer  grit. 
ness."  News  to  Major. 

Lawson,  then  only  25,  kept  up  the 
big  talk  through  25  unsuccessful 
meetings  with  venture  capitalists.  By 
then  both  Lawson  and  Major  had 
exhausted  their  credit  cards — 
$65,000  worth— and  InPart  looked 
like  a  stillborn  idea. 

Finally  a  big  break  came  in  Octo- 
ber 1996.  Palo  Alto,  Calif-based 
Asset  Management  handed  over 
$750,000  in  seed  capital  for  an  initial 
43%  stake.  That  was  enough  to  hire 
an  experienced  chief  executive,  as  well 
as  software  developers,  to  convince 
Major  to  quit  his  job  and  to  rent  a 
real  office. 

Next,  trying  to  find  suppliers  will- 
ing to  pony  up  an  average  $20,000  a 
year  for  the  service.  Typical  was  the 
response  by  a  gear  and  couplings 
maker,  Stock  Drive  Products  in  New 
Hyde  Park,  N.Y.:  "You  should  be 
paying  us."  Lawson  had  to  think  fast, 
and  took  out  a  list  of  50  partsmakers 
thai  were  "talking"  to  InPart.  "Do 
you  want  to  lead  or  follow  your  com- 
petition?'' she  challenged.  Within  a 
week  she  had  a  contract.  Subscrip- 
tions from  six  suppliers  convinced 


2  venture  capitalists 
|  chip  in  another  $ 
million,       bringi 
|  ownership  by  outsi 
investors     to     55 
i  Other  suppliers  beg 
piling     on — 33 
them  in  a  year,  aloi 
with   200   corporal 
customers  each  payir 
more  than  $1,000  p 
computer  for  the  s 
vice,  which   debute 
last  March. 

Only  three  mont 
later  Lawson  receiv 
an  offer  for  InPart  fro 
Steven    Walske,    chi 
executive  of  Parame 
Technology  Corp.,  tl 
big  vendor  of  softwa 
for         computer- aidi 
design.  How  much  could  si 
get  for  a  startup  on  its  way 
losing  $3  million  on  just  3 
million  in  its  first  year? 
Instead   of  dwelling  c 
InPart's  vulnerability,  Lawson  exploi 
ed  Parametric's  weak  points:  She  kne 
that  growth  had  slowed  and  Waist 
wanted  a  piece  of  the  emerging  $2 
billion  market  for  helping  compani< 
track   parts    from    the    design    la 
through  procurement  to  the  factor 
floor.  InPart,  Lawson  argued,  was 
foothold.  Walske  dismissed  the  idea. 
"The  problem  with  you,  Steve, 
Lawson  shot  back,  "is  you're  too  clos 
to  your  engineers." 

At  a  second  meeting  Walsk 
offered  2.4  million  shares  of  Par 
metric,  worth  $38  million.  Lawso 
held  out  for  $45  million.  Walsk 
agreed  to  a  proviso  that  if  the  2 
million  shares  didn't  rise  to  at  leas 
$45  million  in  the  next  year,  he' 
pay  more  shares  to  make  up  the  dil 
ference.  Which  would  make  Lawso 
and  Major  each  worth  at  least  $4. 
million. 

Stock  options  worth  more  than  $ 
million  may  persuade  Lawson  to  stic 
with  Parametric.  On  the  other  hand 
she  mav  simply  find  a  new  gig.  "I'n 
sure  I'll  do  it  again,"  she  says.  "Th 
entrepreneurial  fire  is  burning."    ■ 
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dducts  are 
.  ed  to  the  minds 
of  teenage  girls,  so 
organization  is  something 
I  definitely  need." 


Jhe  flies  around  the  country  to  learn  what  girls  like  in  interactive  media.  And  since  this  doesn't  always 
end  itself  to  running  a  business,  American  Express®  Small  Business  Services  organizes  her  expenses 
>n  a  Quarterly  Management  Report,  helps  finance  the  video  equipment  she  uses  to  document  customer 
sehavior,  and  lets  her  make  frequent  Card  purchases  ^^^ 

1  office  equipment  and  tiaras.  Tiaras?  "It's  a  girl  thing."    (oj,P    W01 '  § 

lall  1-800-SUCCESS  orvisitwww.americanexpress.com. 
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►  starting  your  own  BUSINESS 

It  seems  that 
Amazon.com  is  going 
to  suffer  invasions  onto 
its  turf  by  specialty 
booksellers— like  this  one. 


What  the 

doctor 

ordered 

By  Kerry  A.  Dolan 


Sundeep  Bhan  spent  two  years  at 
the  University  of  Pennsylvania  as 
a  premed  student  before  decid- 
ing his  heart  wasn't  in  it.  Instead  of 
focusing  on  sick  people  or  organic 
chemistry,  he  kept  coming  up  with 
moneymaking  ideas — selling  T  shirts 
at  rave  concerts  and  Filofaxes  to  fra- 
ternities and  stationery  stores.  He 
graduated  with  a  degree  in  commu- 
nications and  a  minor  in  business. 

Seven  years  later  Bhan,  26,  is  back 
in  the  medical  world.  But  this  time 
he's  trying  to  get  doctors  and  nurses 
to  buy  medical  books  from  Med- 
BookStore.com,  the  Manhattan- 
based  on-line  retailer  he  founded  in 
September  1997  with  three  college 
friends.  The  idea  grew  out  of  their 
effort  to  market  a  medical  spell- 
checking  program  over  the  Internet. 
To  draw  traffic,  they  created  an  on- 
line medical  search  engine  called 
Medsite.com,  which  rates  and  reviews 
medical  and  health-related  Internet 
sites — and  was  getting  250,000  hits  a 
month  after  six  months. 

Bhan  saw  a  bigger  market:  the  4 
million  doctors,  medical  students, 
nurses  and  other  health  care  profes- 
sionals in  the  U.S.,  who  spend  $1  bil- 
lion a  year  on  medical  books,  and 


their  peers  around  the  world,  who 
represent  perhaps  another  $1  billion 
in  sales.  Average  purchase  at  Med- 
BookStore:  about  $150.  With 
$250,000  from  the  sales  of  their  spell- 
checking  software,  Bhan  and  his  bud- 
dies formed  Medsite  Publishing,  Inc. 

MedBookStore.com  has  spent  vir- 
tually nothing  on  advertising  or  mar- 
keting. It  has  reached  med  students 
by  developing  on-line  bookstores  for 
five  U.S.  medical  schools.  Through 
partnerships  with  250  medical  orga- 
nizations and  Web  sites — including 
the  American  Medical  Association, 
Physicians  Online  and  Nursing  Spec- 
trum— Bhan  says  he  has  access  to 
more  than  half  the  estimated 
350,000  doctors  and  835,000  nurses 
who  are  on-line  nationwide.  Medsite 
offers  the  organizations  a  5%  cut  of 
book  sales. 

Just  what  the  doctor  ordered. 
Largely  because  of  those  partnerships, 
Medsite  ended  1998  with  sales  of  $3 
million,  up  from  $300,000  the  year 
before.  Bhan  is  looking  for  $10  mil- 
lion in  1999. 

A  healthy  50%  of  orders  are  from 
repeat  buyers.  With  88,000  medical 
books  and  CD-ROMS  at  hand,  Med- 
BookStore.com  claims  to  offer  the 


J 

widest  selection  of  tit 
on  or  off  the  Interml 
85%  of  all  books  a, 
available  the  next  bi 
ness  day.  Need  sor 
thing     a     tad     mc 
arcane,  like   Nuclei 
Medicine    Self  Stu\ 
Program  TV:  Overviel 
of  Nuclear  OncoloX 
Topic  i?  Yours  with! 
one  business  day  f<| 
$13.50.  If  you  shop  v] 
Amazon.com — Bha 
biggest  competitor— I 
will  take  four  weell 
and  cost  $15. 

Medsite  can  kee 
prices  low  because 
has  an  advantageoij 
deal  with  several  sma 
suppliers  and  a  bil 
medical  book  distribii 
tor.  After  a  customs 
places  an  order,  MecJ 
BookStore  relays  it  tl 
this  distributor,  whicl 
ships  the  book  bil 
doesn't  get  paid  until  after  Medsiti 
does.  Bhan  refuses  to  name  his  distritl 
utor,  fearing  that  some  of  its  traditiorl 
al  retail  customers  will  find  out  aboul 
his  agreement  and  pressure  the  distrib 
utor  to  dump  him.  (It  already  hap 
pened  to  Medsite  once.)  To  cut  costii 
Bhan  and  his  partners — all  India; 
expatriates — created  a  sister  compan 
to  design  and  update  the  software  ii 
Bangalore,  where  programmers  wor 
for  one -fourth  of  U.S.  wages. 

Bhan  is  pushing  abroad  for  othe. 
reasons:  Twenty  percent  of  his  busines 
comes  from  60  countries  other  thai 
the  U.S.  where  English  is  becominj 
the  lingua  franca  of  medical  schools. 

How  to  fund  all  that  expansion 
Bhan  raised  an  initial  $1  million  fron 
family  and  friends,  and  $3  millioi] 
from  venture  capitalists  in  December 
for  an  undisclosed  share  of  the  com 
pany.  He's  still  looking  for  more  ven 
ture  capital. 

Like  his  role  model,  Jeffrey  Bezo: 
of  Amazon.com,  Bhan  aims  tc 
expand  beyond  books  and  CD-ROMs 
This  year  he  plans  to  offer  medica 
journal  subscriptions,  supplies  such  a?  I 
stethoscopes  and  eventually  a  host  ol ! 
services  for  busy  doctors  and  nurses 
— everything  but  vacations. 


_ 
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lenry  Ford  dreamed  of  "making  the  desirable  affordable!' 


Obviously,  it's  a  recurring  dream. 
Introducing  the  $17,995*  F°rd  Taurus. 

/ery  innovation  helps  lower  costs,  for  us  and  for  you.  That's  why  the  lowest  price  ever 

i  today's  Taurus  is  $1000  less  than  last  year  for  the  same  equipment"  And  that  same  spirit  of  innovation 

as  made  Ford  Taurus  the  only  car  in  its  class  to  earn  a  five-star  ***** 

OVemment  front  Crash  test  rating!  More  affordable.  More  desirable.  Designed  for  safety. 
his  could  be  the  car  Henry  Ford  dreamed  of. 


Ford  Taurus 


Second  Generation  airbaqsV   ^.oAiter  V-6. 
Power  windows.    Air  conditioning.    AH  standard. 


Built 


C &ord 


t?  Last 


1-800-258-FORDor 
www.fordvehicles.com 


1999  Taurus  LX  MSRP.  Tax.  title  extra.  "Based  on  MSRP  of  '98  Taurus  LX  vs.  MSRP  of  '99  Taurus  IX.  'Driver  and  passenger  front  crash  test.  Government  data  only 
useful  in  comparing  vehicles  within  500  pounds.  Class  is  medium  cars  starting  under  $20,000.  "Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat. 


game 

Some  assets  are  invisible  to  accountants;  so,  too, 
some  liabilities.  Smart  investors  know  that. 

Gaps  in  GAAP 


By  Bernard  Condon 

By  Ben  Graham's  stan- 
dards, Pfizer,  Forbes' 
Company  of  the  Year 
(Jan.  11),  is  no  bargain. 
It  recently  traded  at  60 
times  estimated  1998 
earnings  and  16  times  its 
book  value  per  share. 
But  you  can  make  the 
case  that  Pfizer's  not  so 
wildly  overpriced  with  a 
little  conservative  tweak- 
ing of  the  numbers. 
What  if  you  ignore 
accounting  rules  requir- 
ing Pfizer's  R&D  spend- 
ing to  be  expensed  right 
away  and  treat  it  more 
like  an  investment  in  an 
asset  generating  wealth 
over  the  next  five  years? 
Pfizer  suddenly  appears 
to  be  trading  hands  at  48 
times  earnings,  some 
20%  cheaper,  and  at  12 
times  book. 

The  numbers  we  are 
accustomed  to  using  for 
making  investment  judg- 
ments are  abstractions 
from  reality.  Critics  of  BHH 
conventional  accounting 
believe  that  they  also  distort  reality. 
Really  smart  investors  must  go  back 
to  the  original  data  and  reinterpret  it. 
"Right  now,"  says  former  sec  com- 
missioner Steven  Wallman,  "we  take 
disaggregated  data  and  have  accoun- 
tants aggregate  it,  only  to  have 
investors  disaggregate  it  again." 

The  old  system  served  well  enough 
when  most  assets  were  physical: 
plants  and  equipment,  ore  or  oil  in 
the  ground,  real  estate,  trees,  inven- 
tory you  could  count  and  money  thai 
people  owed  you.  But  today  the  best 
assets  are  intangible:  Microsoft's 
know-how    and    market    position, 


. 
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Steven  Wall  ma 
Are  the  days 


n,  SEC  commissioner-turned-reformer 

of  the  single,  SEC-sanctioned  P&L  numbered? 


Dell's  exclusive  marketing  setup, 
well-trained  employees,  a  company's 
reputation  for  quality  or  hipness. 

For  example,  the  Gap's  value  has 
little  to  do  with  the  historical  cost  of 
its  store  fixtures  and  everything  to  do 
with  something  accounting  ignores: 
its  brand  image,  based  on  a  feel  for 
the  market  and  carefully  nurtured 
with  advertising.  Dell's  computers 
aren't  much  different  from  others, 
but  its  well-honed  direct-selling 
system,  though  it  doesn't  even  show 
on  the  balance  sheet,  is  an  asset  com- 
petitors lack,  aoi.'s  only  substantial 
asset  is  its  huge  subscriber  base,  but 


so  far  as  accounting  is  concerned  tl 
money  invested  to  build  that  bal 
was  an  expense,  not  an  investmeil 
How  do  you  value  such  assets?  Tl 
stock  market  tries  to.  That's  wl 
some  stocks  sell  at  8  times  earninl 
and  others  sell  at  40  times.  T!| 
market  recognizes — if  the  accountii 
rules  don't — that  the  conventior 
measures  are  inadequate. 

Generally  Accepted  Accountii 
Principles — GAAP — saj 
that  money  spent  trainir 
staff  is  an  expense— mon<| 
disbursed,  never  to  l| 
recaptured.  But  any  bus 
ness  owner  knows  thatl 
well-trained  staff  is  woril 
more  than  a  state- of- th| 
art  machine. 

Wallman,  now  a  senkj 
fellow  at  the  Brooking 
Institution,  would  like  l| 
see  companies  supplemei 
conventional     reporting 
with  additional  material 
prepared      perhaps      bl 
someone      other      thai 
accountants.  For  exampl>l 
he    thinks    it   would    bl 
useful    for    investors    tl 
have  information  aboil 
staff  turnover  rates,   cl 
have  brand  names  value! 
by  Interbrand  or  Amer' 
can  Appraisal.  These  out] 
side     appraisals     woulj 
themselves    be    verified 
The  Financial  Accountinj 
Standards  Board  could  stl 
standards   for   gatherinl 
information.       Auditoij 
would  check  how  compal 
nies   came   up   with   th| 
data;  the  SEC  would  prosecute  i 
cases  of  fraud.  Wall  Street  firm] 
could  manipulate  the  data  to  mak  | 
up  their  own  versions  of  incom 
statements  and  balance  sheets.  "Fo 
the   first   time   in   the   history   o| 
accounting,"  Wallman  says,  "insteai 
of  having  other  people  decide  th 
rules,  we  could  have  competition.'  I 
"The  [existing]  accounting  system 
is  failing  us,"  says  Amy  Hutton,  ai 
accounting   professor   at   Harvan 
Business  School.  "The  value  is  in  th< 
people,  and  that  asset  is  not  easib 
counted.  It's  created  a  gap."  So  ha 
heavy   spending   on   research   ant 
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development:  Witness  Pfizer,  which 
has  shot  to  the  head  of  its  industry 
not  because  of  size  but  on  the 
strength  of  its  R&D  and  marketing 
programs.  Pfizer's  annual  spending 
on  R&D  has  quintupled  to  $2.3  bil- 
lion over  the  last  decade,  more  than 
twice  the  growth  in  spending  on  its 
property,  plant  and  equipment.  But 
this  form  of  investment  isn't  captured 
on  the  balance  sheet.  Neither  is  the 
value  built  into  brand  names  by  suc- 
cessful advertising  and  promotion. 

Thus  we  get  ridiculous  numbers 
such  as  Coca-Cola's  audited  figures. 
They  show  that  the  company  regular- 
ly earns  more  than  50%  on  its  share- 
holders' equity — seemingly  impossi- 
ble to  sustain.  That's  because  neither 
its  vaunted  distribution  system  nor  its 
brand  name  has  any  value  on  the 
books.  Based  on  accounting  rules, 
Coke's  assets  are  around  $18  billion. 
The  stock  market,  of  course,  dis- 
agrees. It  values  Coke's  2.5  billion 
shares  at  $67  each,  pricing  the  com- 
pany at  nine  times  as  much. 

Who  is  right?  Without  making  any 


High-tech  bargains? 


Company/business 


Recent 
price 


Latest  12-mo 
P/E 


Price/ 
growth  flow 


Atmel/semiconductors 

Credence  Systems/chip-test  equipment 

Informix/database  software 

Integrated  Device  Tech/semiconductors 

Silicon  Valley  Group/wafer-processing  equipment  j 


7.4 
7.9 
6.1 
7.7 
6.3 


NA:  Not  applicable. 


Source:  California  Technology  Stock  Letter. 


Looked  at  by  conventional  measures,  chipmaker  Atmel  is  pretty  expensive 
at  22.5  times  earnings.  But  isn't  the  money  it's  pouring  into  R&D  building 
up  an  asset  you  could  call  know-how?  Michael  Murphy,  author  of  the 
California  Technology  Stock  Letter,  says  investors  should  look  not  just  at 
earnings  but  at  "growth  flow" — which  he  defines  as  earnings  plus  R&D. 


judgment  as  to  whether  or  not  Coke 
stock  is  cheap,  it's  still  safe  to  say  that 
the  market  is  more  nearly  correct. 

What  would  some  of  the  high- 
flying companies  look  like  if  we  treat- 
ed their  R&D  as  assets?  Start  with 
Lucent  Technologies.  If  we  capitalize 
F.&D  and  then  write  it  off  over  three 
years,  similar  to  what  we  did  with 
Pfizer,  Lucent's  earnings  would  rise 
by  27%.  Its  trailing  price/earnings 
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ratio  would  drop  from  93  to  73 
Motorola?  Earnings  would  jump  55%.»  " 
and  the  p/e  would  fall  from  73  to  47. 1 

As    assets    can    be    invisible    tc  : : 
accountants,  so  can  liabilities.  When 
it  went  into  its  downsizing  program  '-'■ 
in  the  late  1980s,  IBM  showed  a  book 
value  of  $34  a  share.  When  it  fin- 
ished buying  out  unneeded  employ-'  '-'' 
ees  and  closing  plants  it  no  longer! 
needed,  book  value  was  down  to  -- 


Both  of  these  men  are  traveling  2,000 
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>>out  S19  a  share. 

:  In  the  real  world,  rather  than  that 

"accounting  abstraction,  IBM  had  an 
•nvisible  liability"  of  something  like 
20  billion,  and  its  stock  suffered 
rcordingly.  gm,  too,  had  its  book 
,ilue   almost  wiped   out — and   its 

turn  on  equity  jumped — when  it 
ad  to  recognize  more  retiree  health 
'mefits  as  a  liability. 
I  The  stock  market  recognized,  if 
[xountants  did  not,  that  the  fall  of 
lommunism  had  opened  new  worlds 
')  American  brands  and  greatly  en- 
inced  their  value.  This  went  unrec- 
ognized on  the  books  at  Coca-Cola 
[id  Gillette  and  in  Hollywood,  but  it 
Jpened  vast  new  markets  to  them 
|id  many  other  quality  U.S.  brands. 

"Ten  years  ago,  if  you  were  the 
aief  executive  officer  of  Coke,  you 
jere  basically  [running]  a  Western 
pmpany — North  America,  South 
•merica  and  Western  Europe,"  says 
[lichael  Mauboussin,  a  food  industry 
halyst  at  Credit  Suisse  First  Boston. 
Now  you  have  business  prospects  in 
■idia  and  the  former  Soviet  Union 


"The  accounting  system 
is  failing  us.  The  value  is 
in  the  people,  and  that  asset 
isn't  easily  counted.  It's 
created  a  gap." 


that  simply  didn't  exist  ten  years 
before.  You're  seeing  4  billion  con- 
sumers versus  1  billion  consumers." 

Conventional  wisdom  is  that  capi- 
talizing R&D  spending  or  advertising 
outlavs  is  aggressive  because  there  is 
no  way  of  knowing  if  the  spending 
will  ever  pay  off.  But  you  can  say  the 
same  thing  for  most  capital  spending 
on  plant  and  equipment.  In  the 
1970s  the  U.S.  steel  industry  poured 
tens  of  billions  into  new  equipment 
that  became  obsolete  almost  as  soon 
as  it  was  installed.  Yet  the  steel  com- 
panies were  showing  healthy  profits 
and  the  new  plants  were  carried  as 
assets,  though  they  turned  out  to  be 
worthless. 

The  accountants  are  aware  of  the 


problem,  fasb  is  holding  meetings 
over  the  next  year  and  a  half  to  come 
up  with  a  list  of  nonfinancial  data  that 
companies  would  be  encouraged — 
but  not  required — to  disclose.  Paul 
Healy,  an  accounting  professor  at 
Harvard  Business  School,  points  to 
the  oil  industry  as  a  model  for  mea- 
suring R&D.  Oil  companies  capitalize 
all  spending  on  drilling.  If  the  hole  is 
dry,  only  then  is  the  expense  written 
off.  If  it  produces  oil,  the  capitalized 
costs  are  written  off  over  the  life  of 
the  well.  "If  a  company  is  unlucky  in 
R&D  this  year,  its  stock  price  can 
drop,"  he  says.  "But  maybe  you 
should  have  gotten  clues  about  this 
five  years  ago.  How  much  was  spent 
in  the  past  that  did  not  work  out?" 

Baruch  Lev,  an  accounting  professor 
at  New  York  University,  thinks  Healy's 
idea  doesn't  go  far  enough.  He  pro- 
poses that  once  an  R&D  project  reach- 
es the  point  at  which  you  can  identify 
a  product,  say  a  drug  that  just  passed 
Phase  I  tests,  the  product  should  be 
recognized  as  an  asset  and  all  spending 
capitalized  in  the  years  they  were 


eeting.  Which  one  would  you  rather  be? 
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expensed.  If  the  drug  does 
not  make  it  to  market,  you 
would  go  back  and  reduce 
earnings  for  the  years  the 
money  was  spent.  Historians, 
he  points  out,  revise  the  past 
constantly;  why  shouldn't 
businesspeople? 

Nowhere  are  accounting 
rules  more  confusing  than  in 
mergers  and  acquisitions. 
Develop  a  new  brand  and 
advertise  it  heavily,  and  you 
are  expected  to  write  off  the 
expenses  as  they  occur  rather 
than  over  the  life  of  the  new 
product.  But  buy  a  product 
by  buying  another  company 
and  the  cost  becomes  an 
asset.  "If  you  develop  some- 
thing, it's  immediately  ex- 
pensed," explains  Lev.  "If 
vou  buy  the  same  thing,  it's 
not  expensed  and  you  have 
an  asset.  This  is  nonsense." 
True,  acquired  goodwill 
must  be  written  off  over  40 
years,  but  that's  a  lot  differ- 
ent from  writing  it  off  imme-  ^HB 
diately.  Yet  even  this  can  be 
avoided  by  arranging  a  pooling-of- 
interests  deal  wherein  nobody  gets 
acquired;  the  two  companies  simply 
combine  their  balance  sheets.  Pooling 
boosts  an  acquirer's  earnings  and  dis- 
torts a  key  ratio — return  on  equity.  In 
1987  there  were  two  poolings.  Ten 
years  later  500  were  announced. 

Note  that  whether  one  company 
buys  another  or  they  simply  combine 
balance  sheets,  nothing  changes  in  the 
real  world.  But  a  lot  changes  in  the 

Consumer  bargains? 


NYU's  Baruch  Lev,  a  radical  among  the  disgruntled 
Change  profits  five  years  ago,  based  on  R&D  results 


world  inhabited  by  accountants.  Yes, 
capitalizing  franchises  and  R&D  and 
employee  training  could  be  misleading 
and  open  the  way  for  book-cooking. 
But  so  do  current  accounting  rules. 

Hold  it.  Could  all  this  talk  be  just 
so  much  bull-market  revisionism,  a 
rationalizing  that  seeks  new  argu- 
ments to  justify  ever-higher  stock 
prices?  Jack  Ciesielski,  author  of  the 
widely  respected  newsletter  Analyst's 
Accounting  Observer,  calls  it  bull- 


today. 


Company 


Colgate-Palmolive 
Gillette 
PepsiCo 
Procter  &  Gamble 


Recent 
price 

Latest  12-mo 

P/E 

Ad-adjusted 
P/E* 

$90.88 

33 

18 

47.81 

50 

19 

40.88 

39 

18 

91.31 

32 

16 

*Advertising  and  marketing  spending  are  the  latest  annual  published  tigures,  tax  adjusted. 

Source:  Valuation  Research  Corp. 

Conventional  accounting  says  that  advertising  outlays  are  an  expense. 
But  don't  they  build  up  that  intangible  asset  you  could  call  brand 
value?  Alfred  M.  King  of  Princeton-based  Valuation  Research  Corp.  sug- 
gests adding  back  to  earnings  a  company's  advertising  expenses  (net 
of  the  tax  benefit  it  gets  by  deducting  ad  outlays).  That  gives  you  a 
rough  measure  of  a  company's  ass.    -building  power. 
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market  math.  "Now  t 
p/es  are  straining  at 
seams,  we've  got  to  fin 
way  to  justify  it  by  saying 
messenger — accounting- 
wrong.  I  don't  buy  it. 

But  critics  of  account 
like  Steve  Wallman  aren't 
scrapping  the  old  rules.  Tl 
want  to  try  out  other  m 
sures,  in  part  to 
investors  additional  inforn 
tion,  in  part  to  stimul; 
their  thinking.  A  bit  of  h 
tory:  In  the  very  early  19£l 
the  Walt  Disney  Co.  was  r 
a  particularly  cheap  stock 
the  standard  measures,  bu 
was  nonetheless  terrifica 
undervalued.  Because  t 
company  was  poorly  ma 
aged,  investors  werei 
giving  much  value  to  its  ri 
and  irreplaceable  franchis 
It  only  took  smarter  ma 
agement  to  milk  that  fra 
chise,  and  for  the  value  to 
recognized  by  the  market 
Had  Disney  be< 
required  to  put  a  price  on  : 
franchise,  investors  might  have  re 
ognized  sooner  than  they  did  tl 
huge  value  locked  up  therein.  Coc 
Cola  was  a  similar  case.  By  the  star 
dard  rules,  neither  Coke  nor  Dism 
was  cheap.  Valued  by  their  franchise 
both  were  steals. 

Does  this  mean  that  "value 
investing  is  dead?  That  you  can  n 
longer  make  money  buying  stocl 
whose  prices  are  cheap  relative  tj 
earnings,  book  value  or  sales?  No 
necessarily.  It's  no  accident  th; 
Warren  Buffett,  disciple  of  Be 
Graham  and  a  student  of  value,  \v; 
among  the  first  to  recognize  th; 
franchises  are  assets  as  much  as  c 
even  more  than  things  accountant 
can  count.  It's  simply  a  question  c 
extending  the  concept  of  value. 

Of  course  such  measurements  ca. 
never  be  as  accurate  as  a  count  c 
widgets  piled  up  in  a  warehouse 
They  get  into  all  kinds  of  fuzz 
things,  and  accountants  hate  fuzzi 
ness.  Yet  the  profession  would  b 
wise  to  remember  what  John  May 
nard  Keynes  once  said:  "I'd  rathe 
be  vaguely  right  than  precisel; 
wrong."  ■ 
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When  you're  in 
the  danger  business 


A  child  is 
about  as  likely 
to  be  seized 
by  evil  spirits 
in  the  doll 
he's  chewing 
as  he  is  to 
absorb  enough 
phthalate  to 
create  health 
problems. 


Every  year  around  Christmas  the  Con- 
sumer Products  Safety  Commission  gets  a 
burst  of  publicity  by  spotlighting  unsafe 
toys.  The  most  recent  list  included  toy 
chests  that  kids  can  get  trapped  in,  spinning 
dolls  with  wings  that  can  fly  off  and  (to 
quote  mothers  everywhere)  put  somebody's 
eye  out  and  toy  vehicles  whose  wheel  hubs 
can  become  "choking  hazards." 

When  it  makes  such  evaluations,  the 
agency  puts  safety  first.  It  doesn't  consider 
other  things  that  matter  to  people,  such  as 
fun,  cost  or  beauty'.  It  imagines  the  worst.  If 
some  kid  somewhere  might  dangerously 
misuse  a  toy  or  if  a  toy  has  been  associated 
with  any  accidents,  however  infrequent,  the 
CPSC  deems  the  toy  a  hazard. 

This  monomania  can  be  infuriating,  but  it 
makes  the  agency  authoritative.  So  the  CPSC 
should  be  the  perfect  agency  to  declare  a 
toy  safe — to  conduct  tests  and  refute  ideo- 
logically based  allegations  that  a  toy  poses 
a  danger. 

The  commission's  credibility  was  tested 
just  this  way  recently,  and  it  failed  miserably. 
Rather  than  trust  its  own  scientific  research, 
the  CPSc:  pandered  to  fears,  furthering  an 
antitechnology  smear  campaign. 

In  December  the  agency  released  a  study 
on  whether  a  plastic  used  in  squeezable  chil- 
dren's toys  could  cause  kidney  and  liver 
damage,  including  cancer.  Greenpeace  is 
waging  an  international  crusade  against  the 
substance — diisononyl  phthalate — as  part  of 
its  overall  war  on  chlorinated  compounds 
and  the  chemical  industry  in  general. 

There's  no  better  way  to  make  a  technol- 
ogy or  an  industry  look  bad  than  to  say  it  is 
secretly  killing  our  children.  High  doses  of 
the  chemical  have  indeed  been  shown  to 
cause  tumors  and  other  organ  damage  in 
rats  and  mice.  Since  kids  often  chew  these 
toys,  the  charge  is  a  serious  one  and  worth 
investigating. 

Which  is  exactly  what  the  CPSC  did.  It 
not  only  reviewed  existing  research  but 
conducted  its  own,  using  adult  volunteers 
to  see  just  how  much  of  the  chemical  some- 
one can  swallow  by  chewing  on  toys.  It 
concluded  that  "few,  if  any,  children  are  at 


risk  from  liver  or  other  organ  toxicity  from 
the  release  of  [the  compound]  from  these 
products.  This  is  because  the  amount  they 
might  ingest  does  not  reach  a  level  that 
would  be  harmful."  In  fact,  it  doesn't  even 
come  close. 

A  child  is  about  as  likely  to  be  seized  by 
evil  spirits  in  the  Teletubby  doll  he's  chew- 
ing as  he  is  to  absorb  enough  diisononyl 
phthalate  to  create  health  problems.  Kids 
simply  can't  get  enough  of  the  chemical 
into  their  systems  to  cause  any  damage. 

That  should  have  ended  the  matter.  But 
you  can't  prove  a  negative — that  a  toy  isn't 
dangerous — and  the  CPSC  appears  culturally 
incapable  of  saying  no  to  Greenpeace.  It  can 
never  say  a  product  is  safe.  It  is  in  the 
danger  business. 

So  even  as  it  released  its  study  vindicating 
the  toys,  the  agency  asked  manufacturers 
and  retailers  to  take  them  off  the  market. 
Several  large  companies  agreed  "voluntari- 
ly." The  commission  also  told  parents  of 
infants  to  throw  the  toys  away.  It  asked  for 
further  study. 

The  message  was  clear:  Scientists  say  the 
toys  are  safe,  but  as  policy  setters  we  dis- 
agree. The  agency  managed  to  avoid  any 
legal  accountability.  Its  official  findings,  per- 
fectly scientific,  didn't  stop  it  from  joining 
Greenpeace's  defamation  campaign. 

As  a  result,  no  company  can  afford  to 
keep  the  toys  on  the  market.  Once  a  gov- 
ernment agency  has  suggested  that  a  prod- 
uct is  dangerous,  the  litigation  risk  is  simply 
too  high  to  keep  selling  it.  (Just  ask  breast 
implant  makers.) 

Every  child  who  has  ever  chewed  a  phtha- 
late-containing  rattle — a  category  that 
includes  most  kids — and  comes  down  with 
kidney  or  liver  disease  now  has  an  innuen- 
do-based case  to  bring  against  the  rattle- 
maker.  There  are  few  more  sympathetic 
plaintiffs  than  sick  children. 

This  is  more  than  a  toy  story.  It  shows 
that  technologies  can  be  destroyed  simply 
by  innuendo,  as  long  as  "disinterested"  fed- 
eral agencies  cooperate.  The  technocracy 
that  promised  neutrality  and  progress  deliv- 
ers reactionary  bias  instead.  «■ 


Virginia  Postrel  is  the  editor  of  Reason  magazine  and  a  columnist  for  Forbes  ASAP.  Her  book,  The  Future  and  its  Enemies,  was 
oublished  in  December  by  the  Free  Press.  E-mail:  vpostrel@reason.com 
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Watch  out.  Five  million  ordinary  investors  are  empowered  with  new  trading  tools, 
and  they  all  seem  to  think  these  tools  are  going  to  make  them  rich. 

Amateur  hour  o 


By  Matthew  Schifrin  with  Om  Malik 

Nancy  Sy  is  a  42-year-old  credit 
specialist  for  Syncor  International, 
a  Woodland  Hills,  Calif,  pharmaceu- 
tical distributor.  Sy  used  to  invest  in 
the  blue  chips  like  Merck,  Philip 
Morris  and  McDonald's.  But  starting 
in  early  1997  she  began  buying  Web 
stocks  through  an  account  at  E- 
Trade,  using  tips  from  the  Motley 
Fool  Web  site.  In  two  years  she  has 
increased  her  portfolio  from  $39,000 
to  $100,000-plus  by  investing  in 
stocks  like  Amazon.com,  America 
Online  and  eBay. 

"This    morning    I    bought    200 
shares  of  aagp  (Active  Apparel 
Group)  at  14  and  sold  it  at 
19%.   Last  month  I  bought 
Books-a-Million  at  16  and  sold 
at  26,"  gloats  Sy,  who 
spends  seven  hours 
a  day  Web  surf- 


ing. "I  used  to  idolize  Warren  Buf- 
fett,  but  now  I  follow  the  message 
boards."  Sy  says  she  will  use  her 
profits  from  eBay  to  pay  off  her 
Honda  Accord. 

Over  the  next  five  years,  she  figures, 
she  can  grow  her  nest  egg  by  at  least 
25%  per  year  and  become  a  millionaire. 

Nicholas  Birbas,  a  25-year-old 
former  waiter  from  Queens,  N.Y., 
has  a  Pro-Star  300-megahertz  Pen- 
tium laptop  patched  into  E-Trade 
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fall  Street 


America  Online.  With  those 
als,  trading  in  and  out  of  stocks 
e  Navarre  and  Netscape,  he 
-ned  $1,100  into  $100,000  in  two 
nths.  "Before,  I  was  investing  for 
long  term  and  I  found  out  that 
it  was  not  smart.  Now  my  goal 
is  a  1,000%  return  by  2000," 
he  says. 

The  stock  market  has  seen 
plenty  of  speculative  bubbles 
before,  but  this  one  is  dif- 
ferent. The  burst  in  stock 
prices  over  the  past  four 
fears    has    coincided 
with   an  explosion   in 
investment  technology. 
People  look  from  the  Pen- 
tiums    in     their     laps     to 
the  fat  balances  in  their  broker 
age    statements    and    naturally 
nake   a  connection.   They  think 
ey're  on  to  something. 
Each  day  a  5-million-strong  mob 
:  on-line  investors  is  proving  that 
hen   it  comes   to   stock   picking, 
ight  makes  right.  In  their  world, 
erything      you      have      learned 
)out  rational  pricing — earnings  or 
ook  values  or  even  revenues — is 
eaningless.  Don't  worry  about  the 
ng.  haul.  Trade  for  the  moment. 
Make  a  killing.  Hey,  everyone  else 
in  the  chat  group  seems  to  be 
doing  so. 

This  feverish  interplay 

^^  of     technology     and 

^L  stock   prices   is   most 

^L  visible  in  tech  stocks, 

^L  but  it  is  not  con- 

A  fined      to      tech 

stocks  and  there  is 

little  reason  the 

mania        cannot 

spread     to     the 

whole  stock 

^T  Fort 


market.  If  you  bought  stocks  utterly 
at  random  last  year — Amazon  or  AMR 
or  American  Home  Products — and 
you  bought  enough  of  them  for  the 
law  of  averages  to  work,  you  made 
26%.  And  if  you  were  new  to  invest- 
ing you  might  think  that  you  could 
repeat  the  exercise.  How  long  does  it 
take  to  double  your  money  at  that 
rate?  Only  3  years.  Keep  it  up  for  15 
years  and  you  have  turned  $50,000 
into  $1.6  million.  Retire  young. 

Hmm.  Will  there  be  enough  cor- 
porate profits  over  the  next  1 5  years 
to  hand  $1.6  million  to 
everyone  with  an  on-line- 
account?  You  can't  ask 
questions  like  that  because 
this  new  world  of  investing 
is  one  where  no  one  looks 
at  profits.  Morgan  Stanley's 
index  of  73  Web  compa- 
nies collectively  lost  $1.5 
billion  last  year,  yet  has  a 
combined  market  value  of 
$115  billion.  Indeed,  this  is 
a  world  where  people  don't 
necessarily  look  at  the  line 
of  business  a  company  is  in. 
When  Barron 's  published  a 
story  suggesting  that  Fed- 
eral Express  was  the  cheapest  Internet 
stock  (because  it  delivers  what  people 
buy  on-line),  the  stock  popped  18% 
the  next  trading  day. 

The  new  era  has  captivated  even 
some  of  the  pros.  "I  am  not  so  sure 
this  is  an  ignorant  mob,"  says  Robert 
Lessin,  former  vice  chairman  of 
Salomon  Smith  Barney  and  now 
chief  executive  of  tiny  on-line  invest- 
ment bank  Wit  Capital.  "These 
Internet  users  may  be  the  most 
knowledgeable  people  around  to 
value  these  franchises." 

Maybe.  The  on-line  masses  already 


Eachdaya5- 
million-strong 
mob  is  proving 
that  might 
makes  right.  In 
their  world  all 
you  learned 
about  rational 
pricing  is 
meaningless. 
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lord  over  the  pricing  of  high-flying 
Internet  issues  like  Amazon.com, 
Excite,  Yahoo  and  K-Tel,  where  they 
control  as  much  as  50%  of  the  trading 
volume  on  any  given  day.  But  they're 
also  gaining  influence  over  larger 
companies  with  real  businesses  and 
profits.  Consider,  for  example,  that  a 
year  ago  the  on-line  crowd  amount- 
ed to  less  than  13%  of  Dell's  average 
trading  volume.  Today  the  number 
has  grown  to  at  least  24%. 

On-line  traders,  who  gravitate  to 
the  volatile  and  technology -flavored 
Nasdaq,  have  pushed  Nasdaq's  aver- 
age daily  volume  to  800  million 
shares,  19%  higher  than  the  New 
York  Stock  Exchange's  674  million. 
But  the  wired  crowd  have  not 
ignored  the  Big  Board. 

Last  year  the  share  of  Big  Board 
trading  accounted  for  by  block  trades 
of  10,000  shares  or  more  fell  to 
under  50%,  from  57%  in  1995.  In 
certain  issues  like  America  Online, 
most  of  the  trades  are  nonblock.  A 
large  fraction  of  the  trades  are  for  200 
shares  and  fewer. 

Like  any  mob,  the  on- 
line traders  get  their  power 
from  sheer  numbers.  Julio 
Gomez  of  Gomez  Advi- 
sors in  Concord,  Mass. 
estimates  that  there  are 
currently  7  million  on-line 
brokerage  accounts,  next 
to  perhaps  40  million 
accounts  at  full-service 
brokers  like  Merrill  Lynch. 
But  the  on-line  account 
total  will  grow  to  17  mil- 
lion by  2001,  he  says. 

"We  are  in  a  point  in 
time  right  now  where  the 
demand  is  so  intense  for  a 
limited  number  of  Internet  stocks,  a 
bubble  has  formed  that  will  continue 
to  expand,"  says  James  Marks,  E- 
commerce  analyst  at  Deutsche  Bank 
Securities  Inc. 

For  one  thing,  on-line  investing  is 
cheap  and  easy.  Fast,  powerful  per- 
sonal computers  cost  little  more  than 
a  television  set  these  days.  There  are 
now  some  100  on-line  brokers  offer- 
ing executions  at  as  low  as  $5  per 
transaction. 

Three  years  ago  getting  real-time 
quotes,  charts  and  news  would 
require    either    a    Quotron    or    a 
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Bloomberg  terminal  at  S800  to 
$1,000  per  month.  Today  most  on- 
line brokers  offer  it  all  free  over 
the  Web. 

"There  is  a  certain  adrenaline  rush 
I  get  every  time  I  hit  that  enter  key 
and  my  buy  order  goes  through," 
says  Nicholas  Birbas,  who  made 
$21,000  in  one  day  recently  when 
Multiple  Zones  ran  from  $10  to  $59 
after  the  company  announced  it 
would  set  up  an  auction  Web  site. 
Birbas  makes  from  two  to  ten  trades 
per  day,  which  qualifies  him  for  E- 
Trade's  premium  Web-based  service 
known  as  the  "Power"  E-Trade  Plat- 
inum account. 

Sit  in  front  of  your  black,  green 
and  red  "Power"  screen  and  at  your 
fingertips  you  have  stock 
charts,  news  feeds,  volume 
reports  and  information  on 
markets  as  far  off  as 
Malaysia.  Everything  is 
instantaneous  and  continu- 
ously updated.  The  service 
even  gives  Birbas  and  thou- 
sands of  others  free  access 
to  Nasdaq  Level  II  quotes, 
which  reveal  all  of  the  vari- 
ous marketmaker  bids  and 
offers  in  a  stock. 

Don't  worry  about  the 
long  haul.  Get  that  real- 
time price  feed.  We're  all 
getting  rich. 

"I  cannot  wait  to  get  up  in  the 
morning  and  trade.  This  is  the  most 
exciting  thing  in  the  world  for  me 
right  now,"  exclaims  51 -year-old  per- 
sonal injury  attorney  Barry  Plotkin. 
Plotkin  spends  several  hours  a  day 
trading  from  his  laptop,  while  sitting 
on  his  front  porch  looking  out  onto 
San  Di^go  Bay.  Last  April  he  took 
out  a  $300,000  home  equity  loan 
and  began  on-line  trading  through 
Waterhouse  Securities.  He  first 
invested  in  stocks  like  Home  Depot 
and  Walgreen,  but  became  bored. 
Then  he  turned  to  stocks  like 
Amazon  and  Yahoo. 

"My  philosophy  is  to  buy  high  and 
sell  higher  and  not  be  afraid  to  take 
risks.  I  use  no  research  tools  or  soft- 
ware, I  just  surf  the  message  boa  Is 
and  look  for  volume,"  Plotkin  sa\s. 
He  predicts  that  with  help  from  his 
computer-sawy  26-year-old  son, 
Robert,  he  can  build  his  nest  egg  to 
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'!  cannot  wait 
to  get  up  in 
the  morning 
and  trade. 
This  is  the 
most  exciting 
thing  in  my 
life,"  says  51- 
year-old  attor- 
ney Plotkin. 


$15  million  by  the  time  he  reaches  60. 
You  cannot  accuse  investors  like 
Barry  Plotkin  and  Nancy  Sy  of  failing 
to  understand  risk.  They  see  volatili- 
ty every  day,  and  when  they  have  a 
bad  trade  they  can  lose  a  tidy  sum  in 
short  order.  No,  the  mass  delusion  at* 
work  here  revolves  around  something 
else:  expected  return.  Investors  these 
days  don't  just  dream  of  getting  rich, 
they  expect  to  get  rich. 

According  to  a  recent  survey  by 
the  Jersey  City,  N.J. -based  Institute 
of  Psychology  &  Markets,  the  aver- 
age investor  expects  an  annual 
18.6%  rate  of  return  on  stock  and 
stock  fund  portfolios.  With  dividend 
yields  where  they  are  now,  that  kind 
of  return  would  put  the  Dow  at 
45,000  in  a  decade  and 
210,000  in  two  decades. 
A  little  historical  context: 
Just  before  the  crash  of 
1929,  investors  expected 
an  annual  return  of  10%. 
And  they  got  something 
close  to  that  over  the 
next  69  years.  But  18.6%? 
That  would  turn 
$100,000  today  into  $13 
billion  in  2068.  Is  it  that 
easy  to  get  rich? 

Keep  your  seat  belt  fas- 
tened, the  mob  is  growing 
fast.  On-line  firms  are 
signing  up  some  15,000 
new  accounts  each  day.  That  should 
quickly  push  the  percentage  of  U.S. 
households  owning  stocks  to  as  much 
as  50%  within  five  years,  up  from  33% 
now  and  only  20%  at  the  end  of 
1990.  New  on-line  investors  tend  to 
trade  twice  as  much  as  before  they 
went  on-line.  And  as  with  the  bubble 
in  Japanese  stocks  during  the  1980s, 
there  is  an  absence  of  short-sellers 
courageous  enough  to  face  the  mob. 
Consider  what  happened  to  one  of 
the  most  successful  short-sellers  of 
the  last  40  years,  Mever  Berman  of 
Boca  Raton,  Fla.  Berman's  world  has 
been  turned  upside  down.  He  short- 
ed Zitel,  a  software  company  that  has 
a  stake  in  a  company  that  makes  soft- 
ware that  fixes  Y2K  problems. 
Berman  checked  the  company  out 
and  figured  it  was  worth  a  dime  a 
share  because  industry  experts  were 
convinced  that  its  automated  system 
didn't  work.  However,  without  any 


significant  news,  the  e-traders  hel 
move  its  6-million-share  float  fi 
$10  to  $145  in  a  matter  of  mon 
squeezing  shorts  like  Berman. 

The  on-line  mob  also  has 
legitimacy  to  a  new  crop  of  V 
opportunists.  Take  Greg  Ma 
Auctions,  a  sleepy  New  Jersey  < 
lectibles  and  stamp  auction  house 
years  the  stock  languished  at  less  tl 
$2.  So  at  the  end  of  October  M 
ning  announced  that  he  would  b 
small  Web  company  and   hire 
public  relations  firm  to  tout  it.  Mi 
ning's  stock  rose  tenfold  to  $20 
share  within  a  few  days.  Now 
shares  trade  frenetically. 

Mob  justice  isn't  always  pretty,  a 
it  doesn't  always  make  stocks  go  il 
Take  the  case  of  Labor  Readv,  a  $5 
million  (revenues)  company  that  c 
patches  temporary  laborers  and  I 
absolutely  nothing  to  do  with  t 
Internet. 

Until  last  summer  it  was  busin 
as  usual  for  the  fast-growing  Tacon| 
Wash. -based  firm.  The  company  v 
meeting  analyst  projections  for  e 
ings  and  its  stock  was  hoveri 
around  $30.  Then  in  mid-Augus 
number  of  on-line  short-sellers  beg] 
posting  messages  on  Yahoo's  messa 
board.  One,  on  Aug.  18  at  11:! 
p.m.,  announced,  falsely,  that  t 
company  would  soon  be  the  subje 
of  a  "labor  board"  investigation  f 
improper  payment  of  taxes  and  hirir 
illegal  aliens.  The  next  morning  Lab 
Ready's  stock  opened  down  and  ke 
dropping  on  heavy  volume.  By  noc 
there  were  more  messages  on  Yaho 
this  time  about  accounting  irregula 
ities  and  massive  insider  selling. 

The  on-line  mob  moved  in.  Ma 
ketmakers  from  firms  like  Knigl 
8ecurities  and  Mayer  8c  Schweitze 
the  main  trading  firms  for  big  on-lir 
brokers  like  Charles  Schwab,  E-trac 
and  Ameritrade,  began  buying  an 
selling  its  stock.  The  company  hel  - 
an  emergency  conference  call  wit 
auditor  Arthur  Andersen  to  deny  th 
rumors,  but  the  stock  continue 
down.  When  the  carnage  was  finall 
over.  Labor  Ready's  stock  had  falle 
to  $12.  It  has  since  recovered  to  S2( 
meaning  that  half  its  market  valu  - 
was  wiped  out. 

For  the  Wall  Street  firms  tha 
advise  companies  like  Labor  Ready  a 
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,  in  which  marketmakers  for 

on-line  bro- 

l  ;rs  recently  traded.  Note  their  growing  influence  in 

big  companies  like  Dell  and  Intel. 

rell  as  compete  with  the  on-line  bro- 
bn  tor  clients,  the  growing  on-line 
nob  presents  a  prickly  dilemma, 
low  can  they  underwrite  these  hot 
jew  issues,  which  fuel  the  on-line 
en/\\  and  still  support  the  old  full- 
prvice  way  of  doing  business? 

Firmly  established  among  retail 
ncstors,  the  on-line  firms  are  using 
leir  technology  to  hit  Wall  Street's 
rofit  centers.  Electronic  daytraders 
ave  already  attacked  Nasdaq's  mar- 
etmaker  spreads  and  driven  much  of 
he  profitability  out  of  the  business 
Forbes,  Apr.  6,  1998).  Compaq  and 
he  founder  of  E-Trade  recently  start- 
d  a  new  electronic  trading  company 
ailed  the  International  Securities 
Exchange,  which  plans  to  fully  auto- 
nate  options  trading,  eliminating  the 
teed  for  floor  brokers. 

This,  not  to  mention  the  growth  of 
ffivate  trading  networks  called  ecns 


(electronic  communications  net- 
works). ECNs,  like  Datek's  Island, 
could  soon  damage  the  remaining 
profitability  of  the  institutional  equity 
business.  Mutual  funds  and  other 
institutions  currently  pay  from  3  to  9 
cents  per  share  for  orders  placed 
through  the  institutional  equity 
departments  of  brokerage  houses. 
ECNs,  destined  to  become  the  equiv- 
alent of  on-line  brokers  for  big  insti- 
tutions, typically  charge  a  fraction  of 
a  penny  per  share.  Goldman,  Sachs; 
Merrill  Lynch;  Bear,  Stearns;  and 
others  have  recently  invested  in  their 
own  ECNs. 

The  caution  flag  is  out.  Bernard 
Madoff  is  head  of  the  marketmaking 
firm  Madoff  &  Co.  and  also  chair- 
man of  the  trading  committee  for  the 
Securities  Industry  Association.  He's 
urging  on-line  brokers  to  tell  their 
clients  that  highly  volatile  stocks  like 


Amazon  and  Yahoo  are 
likely  to  face  a  severe  lack 
of  liquidity  during  a 
downturn  or  a  prick  in  the 
Internet  stock  bubble. 
"The  problem  is,  there  is 
no  buffer  between  the 
customer  and  his  own 
tools  of  self-destruction," 
says  Madoff. 

Merrill  Lynch's  vice 
chairman,  John  (Launny) 
Steffens,  has  gone  as  far  as 
to  order  his  brokers  to 
urge  clients  to  cancel 
unsolicited  market  orders 
to  buy  brand-new  Inter- 
net stocks.  So  far  Merrill 
has  been  able  to  get  its 
clients  to  cancel  hundreds 
of  thousands  of  share 
orders  in  the  hot  new 
issues  of  The  Globe.com, 
Ticketmaster/CitySearch, 
Ubid  and  Xoom.com. 
Merrill  has  yet  to  offer  any 
form  of  on-line  trading 
service. 

In  trying  to  contain  the 
on-line  mania  just  a  little, 
Merrill  is  probably  doing 
its  customers  a  favor.  But, 
given  the  seemingly  easy 
money  being  made  by  the 
wired  crowd,  it  is  fighting 
an  uphill  battle.  Even  its 
older  customers,  who 
might  be  expected  to  remember  the 
crashes  of  1962  or  1973-74  or  1987, 
will  have  trouble  resisting  the  lure. 

Dorine  Essey,  70,  and  her  husband 
Herb,  79,  are  retirees  in  Miami  Lakes, 
Fla.  They  used  to  be  loyal  customers  of 
firms  like  Merrill.  Now  the  pair  spend 
ten  hours  a  day  on-line,  much  of  it 
browsing  the  Silicon  Investor  Web  site. 
He  uses  a  Toshiba  laptop  to  trade  on 
E-Trade.  She  has  a  400-megahertz 
Hewlett-Packard  with  a  12-gigabyte 
hard  drive,  and  trades  via  dlj  Direct. 
In  one  week  in  December  they  made  a 
dozen  trades  in  stocks  like  SkyMall, 
Egghead.com  and  Genesis  Direct. 

"My  philosophy  is,  don't  marry  your 
stocks,  and,  above  all,  take  your  profits 
and  run,"  says  Dorine.  Just  how  high  a 
multiple  of  earnings  is  she  willing  to 
pay  for  a  company?  "I  pay  no  attention 
to  p/es,"  she  says.  "They  don't 
matter."  Not  just  now,  anyway.        H 
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It's  not  as  fun 


Ihere  are  advanced  4x4s.  And  there 
are  advanced  4x4s. 

To  what  do  we  attrihute  this  pro- 
found split  in  the  gene  pool? 

The  1999  Range  Rover  4.6  USE -the 
technological  wunderkind  from,  you 
ed  it,  Britain, 
in  do  anything  it  puts  its 
i  ps  to. 
sses,  calculates,  recalculates. 


adjusts,  and  generally  masterminds 
every  nanosecond  of  every  ride  in 
every  kind  of  condition  on  any  and  all 
terrain. 

Technologically  speaking,  it  makes 
your  PC  look  like  a  chisel. 

The  Range  Rover  is,  in  short,  enor- 
mously gifted. 

With  four-wheel  electronic  traction 
control,  for  instance.  And  four-channel 


all-terrain  ABS,  which  can  make 
corrections  per  second.  15,000  f 
minute.  900,000  per  hour. 

It  also  has  electronic  air  suspi 
with  five  ride  heights,  as  well  as 
made  self-leveling. 

Suffice  it  to  say  that  the  Range 
isn't  among  the  pavement-challei 

Or  the  unpavement-challengec 
that  matter. 


■ 


Ivouthink. 


is  it  unprepared  for  any  other 
iging  scenario. 

i  its  front  and  side  airbags  are 
ed  to  distinguish  between 
road  jolt  and  an  on-road  "Uh-oh, 
o  fully  deploy!" accident. 

what  makes  the  Range  Rover 
nore  impressive,  of  course, 

its  engineering  is  seamlessly 
oven  with  the  highest  level  of 


luxury  and  refinement. 

So  why  not  call  1-800-FINE  4WD  for 


the  nearest  retailer?  Or  visit  us  at 
www.Best4x4.LandRover.com. 

Needless  to  say,  the  Range  Rover  is  a 
considerable  distance  from  the  bottom 
of  the  price  chain.  But  that's  hardly 
surprising  for  the  one  4x4  that  isn't 
dragging  its  knuckles  on  the  ground. 

Will  it  ever  become  advanced 
enough  to  pursue  other  interests? 

Nyet. 


Always  use  your  seatbclts.  SRS/airbags  alone  do  not  provide  sufficient  protection. 


Danger: 


atta 


By  Toni  Mack  and  Mary  Summers 


Harvard  Business  School  Professor 
Clayton  Christensen  stood 
before  a  group  of  Intel  senior 
managers  in  September  1997  to 
tell  them  how  upstarts  capture 
business  from  established  firms. 
Low-cost  steel  minimills,  he 
*-  said,  stole  40%  of  the  business 
from  stalwarts  like  Bethlehem  Steel  and  U.S.  Steel 
by  starting  in  the  junkiest  market  segment,  rein- 
forcing bar,  and  working  their  way  up  from  rebar 
to  sophisticated  sheet  steel.  Christensen  showed  a 
slide  depicting  the  trend. 

Intel  Chairman  Andrew  Grove  listened  intently. 
He'd  already  begun  pointing  Intel  toward  a  PC 
market  segment  it  had  previously  scorned.  "I  was 
looking  at  his  slide,"  recalls  Grove,  "and  I  had  this 
creeping  feeling  that  he  was  really  talking  about  the 
introduction  of  low-cost  computers.  It  is  our  rebar. 
It  made  me  resolve  that  we'd  better  be  very,  very 
serious  about  this  effort  or  else  we  will  be  like  the 
integrated  steel  producers." 

Christensen's  ideas  framed  the  after-dinner  dis- 
cussion among  Grove  and  his  executives.  "Rebar" 
became  Intel's  inside  slogan  for  attacking  the  low- 
cost  PC  market. 

Grove  then  used  the  tale  to  ignite  more  than 
1,000  Intel  salespeople  at  a  Januarv  1998  meeting. 
Grove  told  them:  "This  is  what  happened  to  the 
steel  people,  and  this  is  what  might  happen  to  us 
unless  we  are  very  aggressive  in  pursuing  the  low 
end."  Intel's  low-end  Celeron  chip  has  since  taken 
35%  of  the  low-cost  PC  market. 
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Harvard's  Clayton  Christensen. 
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Graveyards  are  full  of  firms  that  ignored  a  com- 
petitive threat  like  this  one.  Makers  of  sailing  ships 
scoffed  at  steamships.  Western  Union,  once  the 
U.S.'  largest  company,  doubted  that  at&t's  phone 
calls  could  replace  its  telegrams  and  even  spurned 
an  early  chance  to  buy  Alexander  Graham  Bell's 
patents.  Mighty  Sears,  Roebuck  &  Co.  laughed  at 
discounters.  And  let's  not  forget  that  utterance 
from  a  Baldwin  Locomotive  Co.  executive,  just 
before  diesel-electrics  swept  over  the  business: 
"They'll  never  replace  the  steam  locomotive." 

Easy  to  say  that  managers  grew  arrogant  and 
lazy.  Easy  for  managers  today  to  vow:  "I  won't 
make  that  mistake!"  Christensen  brilliantly  shows 
how  they  make  the  mistake  anyway,  in  The  Inno- 
vator's Dilemma:  When  New  Technologies  Cause 
Great  Firms  to  Fail  (Harvard  Business  School  Press; 
$27.50). 

This  book  ought  to  chill  any  executive  who  feels 
bulletproof — and  inspire  entrepreneurs  aiming 
their  guns.  Using  industries  as  chalk-cheese  differ- 
ent as  computers,  motorcycles,  earth  excavators 
and  accounting  software,  Christensen  shows  how 
often  a  fatal  threat  starts  as  a  low-quality,  low- 
margin  product  that  your  customers  can't  use  and 
don't  want.  Naturally,  you  shrug — until  the  new 
product  grows  in  capability  to  meet  your  cus- 
tomers' needs. 

Christensen  terms  a 
new  product  that 
sneaks  into  an  estab- 
lished market  a  dis- 
ruptive technology. 
Grove  dubs  it  "the 
Christensen  effect." 
We'll  call  it  a  stealth 
attack. 

The  Internet  is  the 
Godzilla    of   stealth 

attacks.  Once  a  cum-     I 1 

bersome  tool  wielded 

only  by  academics  and  nerds,  today's  Web  chal- 
lenges not  just  retailers  but  everyone  from  venera- 
ble Merrill  Lynch  and  Aetna  Inc.  to  high-tech  Sony 
Corp.  and  Microsoft  Corp. 

Stealth  attacks  are  all  around  us.  Little  golf  carts 
are  invading  the  electric-auto  market.  On-line 
gossip  journals  are  stealing  readers  away  from 
august  newspapers.  Miniature  generators  are  taking 
electric  power  business  away  from  giant  utilities. 
Doctors  face  a  stealth  attack  from  nurses.  Cost 
pressures  and  changes  in  medical  technology  have 
put  some  of  their  work  in  nurses'  hands. 

Nintendo  threatens  powerful  Eastman  Kodak. 
For  a  mere  toymaker  to  encroach  on  classy 
Kodak's  turf  seems  unthinkable.  But  as  The  Inno- 
vator's Dilemma  shows,  a  disruptive  technology 
alters  the  marketplace  in  such  a  way  that  low-qual- 
ity products  can  migrate  overnight  into  the  top 
drawer. 
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The  Innovator's 
Dilemma  ought  to 
chill  any  executive 
who  feels  bullet- 
proof—and inspire 

entrepreneurs 
aiming  their  guns. 


Michael  Bloomberg 

now  thinks  of 
Christensen  when 
he  looks  over  his 
shoulder  at  the 
Internet  and  other 
potential  threats. 


Kodak's  digital  cameras 
employ  charge  coupled 
devices  and  fetch  $500 
to  $30,000.  Nintendo's 
$50  Game  Boy  cameras  use 
low-tech  sensors  with 
so-called  CMOS  (comple- 
mentary metal  oxide  semi- 
conductor) technology 
borrowed  from  mass- 
market  computers.  Game 

Boy  photos  are  fuzzy.  They     I I 

make  only  postage-stamp- 
size  prints.  But  quality  is  quickly  improving — and  Nin- 
tendo has  already  sold  more  than  1  million  cameras. 

Terrence  Faulkner,  who  retired  last  month  as  a  Kodak 
vice  president,  read  The  Innovator's  Dilemma  shortly 
after  it  appeared  in  June  1997  and  used  it  to  begin  for- 
mulating Kodak's  counterstrike.  He  deployed  Kodak 
kiosks  in  fao  $chwarz  toy  stores;  they  make  Game  Boy- 
type  sticker  photos.  Faulkner  also  hints  that  Kodak  will 
soon  introduce  a  Game  Boy-like  camera,  with  quality 
more  acceptable  to  its  mass  market,  employing  CMOS 
sensors  from  a  Kodak-Intel  joint  venture. 

In  October  Christensen  spent  a 
day  and  a  half  explaining  to  Kodak 
Chairman  George  Fisher,  Faulkner 
and  other  senior  executives  why 
stealth  attacks  are  so  hard  to 
detect  and  counter.  $uccessful 
firms  listen  well  to  their  cus- 
tomers, who  don't  want  the 
stealthy  product — at  first.  Middle 
managers  may  sense  a  looming 
market,  but  won't  bet  their 
careers — and   naturally  stick  to 


Monks  for  hire 

Stealth  attack,  15th-century  style:  The 
printing  press  replaced  thousands  of 
manuscript-copying  monks  and  scribes. 


what  has  worked,  explained  Christensen. 

"His  ideas  have  made  us  think  a  little  differently,"  sajl 
Fisher.  "Even  good  people  get  locked  into  processes  th: 
may  be  totally  inappropriate  to  deal  with  a  new  tec 
nology  attacking  from  underneath." 

"What's  valuable  about  Clayton's  ideas  is  that  the 
give  you  a  framework,"  notes  Andy  Grove.  "They  alio- 
a  business  to  learn  from  the  experience  of  others.  Th 
specifics  are  different,  but  you  can  move  the  generali 
over  to  your  business  and  then  go  down  into  you 
specifics." 

Bloomberg  Financial  Markets  attacked  from  unde 
neath  and  drove  Telerate  into  a  small  corner  of  th 
market    for    on-line     bond-trading    data.    Micha 
Bloomberg  started  by  offering  only  a  smattering  of  th 
pricing  data  the  others  offered  to  financial  services  firm 
but  took  advantage  of  new  developments  in  portfolio 
theory  to  offer  analytical  data  that  the  established  vem   \ 
dors  did  not  offer. 

Bloomberg  now  thinks  of  Christensen  when  he  looks 
over  his  shoulder  at  the  Internet  and  other  potentia 
threats.  "The  easiest  thing  is  to  say,  'It's  so  horrendoui 
to  think  of  going  out  of  business,  I  won't  do  anythingi 
I'll  pray  it  goes  away.'  Christensen  gets  you  to  say 
'Which  risks  do  you  have  tc 
run?'"  Bloomberg  has  sent  copieAput 
of  The  Innovator's  Dilemma  to  5C  ! 
friends. 

What  to  do  if  you're  under  fire 
Christensen     contrasts     Digital 
Equipment    Corp.'s    and    IBM 
forays  into  PCs.  dec  tried  and  failed^  v. 
four  times,  always  from  within  its;  the  r 
mainstream  organization.  It  was  a 
halfhearted  effort  at  first,  reflectingAt; 
the  early  view  of  dec  founder  Ken-  ; 
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Out  of  steam 


th  Olson  that  the  P(  was  just  a  toy. 
Il  put  its  P(  unit  in  Florida,  far  from 
s  New  York  base.  There  the  undis- 
Icted  IBMers  could  fit  their  technolo- 
y  and  costs  to  the  smaller-margin  PC 
.  iarkct.  They  created  a  smash  hit.  IBM's 
nare  of  the  P<  business  later  faded, 
ter  it  linked  the  PC  unit  more  closely 
)  the  rest  of  IBM. 

Microsoft  is  brilliant  at  detecting  new 
■eats,  such  as  the  Internet,  and  react- 
ig  to  them.  Might  it  nevertheless  suc- 
umb  to  a  stealth  attack?   It  might. 

I  They've  overshot  the  market  in  so  many  products," 
ivs  Christensen.  "Microsoft  Excel  2.0  [spreadsheet] 
sed  1.2  megabytes  on  your  hard  drive.  The  latest  ver- 
on  takes  36  megabytes  just  to  load.  How  many  of  its 
nctions  do  users  even  know  exist?" 
The  ascendant  attacker:  Sun  Microsystems'  Java  soft- 
are.  Many  Java  applications  run  slowly.  But  Java  is 
ipidly  improving.  Its  applications — or  even  small  pieces 
f  applications — run  not  only  on  Microsoft-powered 
lachines  but  also  on  Apple's  Macs  and  smaller  appli- 
nces  like  3Com's  PalmPilot.  Users  will  be  able  to  tap 
»nly  the  features  they  want,  via  the  Internet.  Predicts 
hristensen:  "This  will  get  Microsoft  long  before  the 
ustice  Department  does." 

Internet  telephony  is  a  stealth  attack  on  traditional 
elcos  like  AT&T  and  SBC  Corp.  and  equipment  suppliers 
ike  Lucent  Technologies  and  Nortel  Networks.  The 
stablished  players  connect  a  speaker's  voice  to  the  lis- 
ener's  ear  in  50  milliseconds.  Most  people  today  won't 
olerate  annoying  lags  of  300  milliseconds  or  more  on 
nternet  calls.  But  our  ears  can't  tell  the  difference 
between  a  50-millisecond  gap  and  a  150-millisecond 
me.  Christensen  thinks  new  technology  will  shrink  the 
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Source:  Association  of  American  Railroads. 


"They'll  never  replace  the  steam  locomo- 
tive," declared  a  Baldwin  Locomotive 
executive.  Diesel-electrics  did. 


Internet  delay  to  a  "good 
enough"  150  milliseconds  as 
early  as  next  year  . 

Of  course,  not  all  chal- 
engers  find  a  market,  as 
Christensen  learned  first- 
hand. From  1984  to  1989 
he  ran  a  startup  company  in 
very  high  quality  ceramics 
parts.  "Whenever  we  came 
out  with  a  new  product,"  he 
says,  "the  dominant  produc- 
er, Japan's  Kyocera  Corp., 
would  counter  with  its  own  version."  He  spreads  his 
fingers  in  a  circle  over  his  heart  and  concludes  rueful- 
ly: "You  may  land  ahead  of  the  technology  trajectory, 
but  you  land  there  with  a  big  target  on  your  chest." 
The  company  nearly  sank  in  the  early  1990s,  but  final- 
ly found  a  niche  in  cell  phones,  which  didn't  exist  in 
the  mid-1980s. 

The  lesson  for  entrepreneurs:  Doing  better  what  a 
bigger  company  already  does  well  is  risky.  Better  to  start 
in  a  neglected  market.  Honda  did  that.  The  Innovator's 

Dilemma  tells  the  tale. 

Honda  dispatched  three 
executives  to  Los  Angeles 
in  1959  to  sell  a  bigger, 
souped-up  version  of  its 
little  Supercub  urban 
motorcycle.  Few  dealers 
bit.  The  Hondas  sold  were 
so  faulty  at  highway  speeds 
that  warranty  costs  nearly 
sank  the  company. 

The  Honda  execs  vented 
their  frustration  by  dirt- 


Doing  better  what  a 

bigger  company 

already  does  well 

is  risky.  Better 

to  start  in  a 

neglected  market. 

Honda  did  that. 
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biking  on  low-tech  Supercubs  in 
the  hills  east  of  Los  Angeles. 
Neighbors  and  onlookers  clamored 
for  them.  Thus  was  a  new  strategy 
born.  Honda  began  hawking  its 
cycles  through  sporting  goods 
stores.  Just  a  toy?  Maybe  that's 
what  the  big  bike  makers  thought. 
Honda's  sales  zoomed.  By  the 
1970s  the  firm  had  mastered  large - 
bike  engineering  and  was  capturing 
markets  that  once  belonged  to 
mighty  Harley-Davidson,  Inc.  and 

BMW  AG. 

Christensen's  lesson  has  already  had  an  impact.  For 
example,  Arthur  Mannion  of  Danbury,  Conn.'s  Sure 
Power  Corp.  read  an  early  version  of  Christensen's  work 
in  the  Harvard  Business  Review.  He  realized  his  fuel  cell 
power  systems  could  not  compete  on  price  with  juice 
from  the  local  utility.  So  he  sought  a  niche  that  would 
value  the  system's  virtue — reliability — more  than  price. 
Namely,  firms  heavily  reliant  on  computers,  which  can't 
take  even  a  split-second  outage.  "One  Wall  Street 
investment  house  told  us  they'd  lose  $8  million  a 
minute    if    their    system 

went  down,"  smiles  Man-     | 1 

nion.  He  signed  his  first 
deal  in  July,  with  the  First 
National  Bank  of  Omaha. 
If  his  idea  takes  off,  who 
knows?  Maybe  he  can  get 
the  volume  he  needs  to 
compete  on  price. 

Flectric  utilities  are 
already  under  fire  from 
little  turbines  that  allow 
customers  to  produce  their 
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'Millions  of  instructions  per  second.  Sources:  Datequest;  Forces  estimates. 

Some  toy 

Minicomputer-maker  Digital  Equipment 
disdained  the  PC  as  a  toy.  Then  PCs  and 
workstations  took  over  the  industry. 


Might  Microsoft 

succumb  to 
a  stealth  attack? 
"They've  overshot 

the  market  in 

s    nany  products," 

s  /s  Christensen. 


own  juice,  at  savings  of  10%  ol 
more  off  utility  prices  (Forbes| 
Mar.  9,  1998). 

Says  Tony  Prophet,  president  od 
AlliedSignal's  power  systems  sub] 
sidiary:  "We  expect  every  majo 
fast-food,  discount,  grocery  ancl 
department  store  chain  to  order  aif 
least  one  of  our  [75 -kilowatt]  gen] 
erators.  If  it  works  out,  we  think! 
they'll  order  from  dozens  up  tcl 
hundreds." 

Outfits  like  Sonat  and  Unicorr| 
will  install  and  maintain  the  units.  "One  utility  executive] 
told  me  that  his  company  had  22,000  megawatts  onj 
their  grid,  and  the  potential  for  a  little  75 -kilowatt! 
machine  even  to  show  up  on  his  radar  screen  wasl 
unthinkable,"  reports  Unicom  Vice  President  Markl 
Kuntz.  "A  lot  of  utilities  view  it  as  a  hobbyist  kind  oil 
thing."  Hobby?  Sure,  just  like  those  Hondas  and  thosej 
Apple  lis. 

Could  golf  carts  sweep  into  the  automobile  industry? 
Maybe.  Look  at  what  happens  when  big  automakers  try 
to  tackle  the  market  for  electric  vehicles.  A  typically 
laughable  result:  A  Chrysler  minivan  bearing  at  least | 
1,600  pounds  of  batteries  and  a  $120,000  price  tag. 
Christensen  says  that  Textron,  Yamaha,  Bombardier  andl 
other  golf-cart  manufacturers  have  already  sold  a  report- 
ed 400,000  electric  carts  to  people  who  use  them  on 
ordinary  cit\'  streets.  "You  can  market  it  as  something  to 
drive  around  the  community.  Simple,  quiet,  convenient, 
stylish." 

Christensen  chuckles.  "The  automakers  are  slaving 
away  in  the  lab,  spending  hundreds  of  millions  of  dol- 
lars to  improve  battery  technology.  Meanwhile,  the 
problems  will  get  sorted  out  by  these  other  folks." 
Detroit,  watch  out  from  below.  ■■ 
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ientle  giant 

IIlayton  Christensen,  46,  is  hotter 
lan  cafe  latte  among  the 
|echnoscenti.  Intel,  Compaq, 
tewlett-Packard,  Eastman  Kodak 
id  Lucent  are  among  his  consulting 
lients.  He's  booked  for  a  year  for  the 
me  day  a  week  when  Harvard  Busi- 
ness School,  where  he  teaches,  lets 

jet  off  for  consulting.  He  gets  fan 
lail  from  the  likes  of  American 
Express  Vice  Chairman  Richard  Karl 
joeltz,  Houghton  Mifflin  Chairman 
leader  Darehshori  and  PalmPilot 
poinventor  Donna  Dubinsky 

Yet  Christensen,  at  6  foot  8,  is 
Improbably  gentle,  with  a  soft  voice 
id  self-deprecating  manner.  Strange 


to  find  a  former  Rhodes  Scholar  (in 
economics),  White  House  Fellow 
and  Harvard  Doctor  of  Business 
Administration  so  modest. 

Without  that  virtue,  he'd  never 
have  written  The  Innovator's  Dilem- 
ma: When  New  Technologies  Cause 
Great  Firms  to  Fail. 

"You  hear  academics  ridicule  pro- 
fessional managers — 'Gee,  didn't 
they  do  a  dumb  thing!'"  says  Chris- 
tensen. "I  thought,  These  people 
are  at  least  as  smart  as  I  am.  There 
must  be  a  reason  why  such  smart 
people  make  bad  decisions.'" 

Nesded  in  Christensen's  book- 
shelves, near  the  basketball  shoes  he 
dons  in  the  adjacent  Harvard  gym  to 
shoot  hoops  with  students,  are  all 
seven  generations  of  computer  disk 


drives.  The  first  14-inch  drive,  used 
in  mainframes,  dwarfs  the  latest  1.3- 
inch  model.  For  his  book,  he  studied 
intensively  who  won  and  who  lost  at 
each  stage.  The  lessons  he  drew  are 
why  Intel  and  the  rest  hire  him. 

Christensen  grew  up  bright  and 
thoughtful,  the  second  of  eight  chil- 
dren in  a  Mormon  family  living  on 
Salt  Lake  City's  working-class  West 
Side.  His  father  ran  a  department 
store  section  and  once  brought 
home  some  college  pennants.  His 
mother,  Verda  Mae  Christensen, 
remembers  Clayton,  at  age  3,  learn- 
ing to  read  from  those  pennants.  At 
9,  he  started  reading  the  World  Book 
Encyclopedia  from  cover  to  cover.  It 
took  three  years. 

He  won  Harvard  and  Yale  schol- 
arships but  yielded  when  his  tearful 
mother  begged  him  to  stay  at 
Brigham  Young  University.  Two 
years  as  a  missionary  in  Korea  gave 
him  a  lifelong  yearning  to  help 
others.  On  his  return  he  was  axed 
from  Brigham  Young's  basketball 
team  for  not  being  mean  enough. 
(His  son  Matthew  plays  on  Duke 
University's  team.) 

"Most  people  in  his  position 
assume  you're  an  idiot  unless 
proven  otherwise,"  says  Hewlett- 
Packard  general  manager  James 
Davis,  who  has  known  Christensen 
since  1997.  "Clayton  says,  'Explain 
this.  How  does  that  work?'  Many 
times,  I've  thought  I  was  teaching 
him,  and  I  just  run  a  little  [chip 
design]  business  for  HP." 

Christensen  remains  the  inquisi- 
tive, steadfast  youth  who  courted 
the  girl  he  met  in  a  freshman  reli- 
gion class  for  six  years  before  she 
agreed  to  marry  him.  They  now 
have  five  kids.  Still  a  devout 
Mormon,  he  keeps  in  touch  with 
the  Korean  community  in  Boston 
and  has  helped  some  immigrant 
families  there. 

The  corporate  consulting  business 
is  known  for  its  sharp  elbows  and 
big  egos.  But  the  meek  sometimes 
inherit  a  nice  piece  of  business,  too. 
Christensen  gets  close  to  $10,000  a 
day  for  his  moonlighting.         -T.M. 
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Digital  tools 


By  Stephen  Manes 


Home  network  shopping 


Ah,  the  joys  of  the  multicom- 
puter family!  The  kids  monopo- 
lize the  modem  line;  Dad  lugs  his 
floppy  disks  up  to  Junior's  room 
and  begs  to  use  the  printer.  And 
Mom's  PowerPoint  presentations 
are  getting  too  big  to  fit  on  those 
floppies. 

The  solution?  If  the  computer 
industry  has  anything  to  say 
about  it,  it's  the  networked 
home.  All  the  machines  will  be 
connected  happily  to  one  anoth- 
er, blissfully  sharing  a  modem,  a 
printer  and  lots  of  files.  Multi- 
player  search-and-destroy  games 
from  one  end  of  the  house  to  the 
other?  No  problem! 

Nerds,  of  course,  already  have 
such  homes.  Macintoshes  have 
long  come  with  networking 
hardware  and  software.  Windows 
includes  the  software;  network  cards  are  cheap  optional 
extras.  But  nerds  are  willing  to  do  two  things  most  of 
the  rest  of  us  are  not:  pull  cable  through  the  walls  and 
fiddle  with  network  software  until  it  works. 

The  promoters  of  home  networking  do  their  best  to 
paper  over  the  software  problems,  but  their  big  effort 
is  in  solving  the  wiring  problems.  The  new  home  net- 
works either  piggyback  on  existing  house  wiring  or  put 
radio  transmitters  on  your  computers. 

The  catch  is  that  the  wireless  connections  and  the 
piggybacking  schemes  are  rather  slow.  Standard  wired 
networks  run  at  nominal  speeds  of  10  to  100  megabits 
per  second  or  faster;  most  of  the  home  network 
options  can't  do  better  than  a  single  sorry  megabit.  In 
theory,  that's  20  times  better  than  a  modem;  in  prac- 
tice, it's  nowhere  near  that  good. 


Slowest  of  the  options  is  the  Intelogis  PassPort 
system,  which  sends  its  signals  across  an  existing  net- 
work of  wires — your  house's  AC  electrical  circuits — at ; 
nominal  rate  of  350  kilobits  per  second.  Members  of 
the  Home  Phoneline  Networking  Alliance 
(www.homepna.org)  propose  to  use  a  different  extant 
network — the  house's  phone  wiring — without  disturb 
ing  your  voice  connections.  Phone-line  systems  rated 
at  1  megabit  per  second  should  be  available  later  this 
month  at  prices  as  low  as  $50  per  machine;  a  10- 
megabit  scheme  developed  by  Epigram  may  be  on  the 
market  by  midyear. 

But  why  be  tethered  to  cables  when  you  can  do 
without  them?  I  tested  two  recent  wireless  arrivals: 
HomeFree  from  Diamond  Multimedia  Systems  and 
Symphony  from  Proxim.  For  about  $200  ( HomeFree)) 
or  $300  (Symphony),  you  get  two  wireless  network 
cards  that  promise  to  let  you  share  printers,  files  and  a 
single  modem  within  a  radius  of  150  feet.  With  more 
cards,  you  can  network  up  to  10  machines  (Symphony 
or  16  (HomeFree).  Both  systems  use  spread-spectrum 
radio  in  the  2.4-gigahertz  band,  which  can  go  throughBV 
walls  but  is  unlikely  to  interfere  with  anything  but 
some  rare  cordless  phones.  Both  use  special  techniques 
to  ensure  that  nosy  neighbors  can't  pluck  your  data  ofll 
the  airwaves  and  Internet  hackers  can't  raid  your  files 
HomeFree 's  raw  data  rate  is  1  megabit  per  second; 
Symphony  claims  1.6. 

I  tried  the  simplest  possible  configuration:  one 
laptop  unit  radio-linked  to  one  desktop  machine  whoseJ 
modem  could  dial  the  Internet.  Symphony  worked  sig- 
nificantly better  than  HomeFree,  but  both  systems 
made  me  understand  why  there's  a  job  classification  of: 
"network  administrator." 

The  hardest  step  in  setting  things  up  may  be 
wrestling  open  a  desktop  computer  to  install  a  plug 
and-play  ISA  card.  HomeFree's  antenna  is  a  stub  of 
plastic  that  sticks  out  the  back  of  the  machine;  Sym 
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Not  so  fast! 


A  SPECIAL  NOTE  on  termi- 
nology: In  the  digital 
world  the  term  "up  to" — 
as  in  the  phrase  "up  to 
1  megabit  per  second" — 
generally  means  "not 
close  to." 

In  the  real  world  "56K" 
modems  never  communi- 
cate at  the  56-kilobit  data 
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rate  you  might  expect  (let 
alone  the  S6-Yl\obyte  rate 
novices  often  mistakenly 
assume).  One  reason  is  an 
FCC-mandated  power 
restriction;  another  is  that 


phone  lines  clean  enough 
to  deliver  top  speeds  exist 
mainly  in  test  labs. 

From  the  user's  point  of 
view  other  network  num- 
bers are  even  more  inflat- 


ed. That's  because  they 
specify  a  raw  data  rate  that 
includes  overhead  bits — 
and  there  can  be  plenty — 
inserted  to  ensure  that 
data  get  to  the  right  place 
and  arrive  intact.  The 
throughput  of  computer 
files  is  significantly  lower. 
How  much  lower?  Pop- 
ular "10-megabit"  Ether- 
net networks  rarely  achieve 
more  than  8  megabits  per 
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hony's  offers  more  flexibility  (and,  alas,  visibility)  as  a 
sparatc  little  tower  whose  wire  plugs  into  the  card, 
"he  cards  worked  fine  on  my  machine,  but  if  your 
omputer's  16  scarce  IRQ  lines  are  already  spoken  for, 
ou  may  have  to  disable  some  other  device,  pci  ver- 
ions  will  make  more  sense  in  such  cases,  but  they 
refrt  yet  available.  The  PC  cards  for  laptops  have  black 
•lastic  antenna  stubs  that  stick  out  the  side. 

Despite  some  glitches  in  installation,  both  of  these 
adio  networks  let  you  share  printers,  files  and  a  single 
nodem,  largely  through  plumbing  built  into  Windows 
•5  or  98.  But  unlike  Symphony,  HomeFree  doesn't 


econd  of  throughput  and 
)ften  plod  along  at  much 
ower  speeds.  My  test  "1- 
negabit"  HomeFree 
vireless  network  achieved 
)nly  about  350  kilobits 
)er  second  when  copying 
iles  from  one  machine  to 
mother,  and  then  only 
vhen  the  two  computers 
vere  near  each  other. 
Jnder  the  same  condi- 
dons  the  "1.6-megabit" 


Symphony  pushed  450 
kilobits  across  the  ether 
each  second. 

Share  bandwidth,  as 
you  do  over  a  cable 
modem,  a  companywide 
high-speed  phone  line  or 
the  Internet,  and  your 
personal  throughput 
drops  even  further. 
Moral:  Take  bandwidth 
claims  with  a  shaker 
of  salt.  -S.M.    wm 


set  itself  up  to  allow  access  to  files  on  remote  com- 
puters or  even  tell  you  how  to  do  it.  A  Diamond 
product  manager  said  manuals  were  being  rewritten 
to  remedy  that  omission. 

Even  when  laptop  and  desktop  machines  were 
in  close  proximity,  Symphony  was  about 
30%  faster  than  HomeFree;  as  distance 
increased,  HomeFree's  connections 
deteriorated  much  more  severely  than  its 
competitor's.  Symphony  let  me  use  my  home 
office  machine's  Internet  connection  from 
my  laptop  as  I  lounged  in  a  living  room 
recliner  one  floor,  two  walls  and  50  feet 
away;  Web  pages  didn't  appear  as  quickly  as 
on  the  desktop  machine,  but  speed  was 
acceptable.  HomeFree's  badly  degraded  per- 
formance at  that  distance  meant  waits  that 
made  me  long  for  my  old  14.4-kilobit  modem. 

With  Symphony,  the  remote  machine 
worked  reasonably  well,  even  when  someone 
was  using  the  main  one;  HomeFree  often  had 
trouble  transferring  files,  leaving  my  desktop 
machine  littered  with  zero-length  documents 
that  refused  to  be  deleted.  Though  both  sys- 
tems can  order  a  remote  modem  to  dial  the 
,  i    Internet,  only  Symphony  lets  you  disconnect  it 
from  afar;  it  also  lets  you  switch  a  laptop 
machine  between  home  and  office  network 
setups  with  a  single  click. 

By  sharing  an  Internet  connection  (to  which 
more  than  one  computer  can  be  hooked  up  at  once), 
family  members  can  use  a  network  to  save  on  Internet 
and  telephone  bills.  Alas,  Proxim  says  its  system  won't 
work  for  cable  and  DSL  modems  without  a  $400 
attachment.  It  plans  a  software  solution,  too. 

Power  management  must  be  configured  with  care: 
If  one  computer  goes  to  "sleep,"  links  can  drop  unex- 
pectedly, and  error  messages  won't  explain  why.  Com- 
munication's no  better  when  it  comes  to  printing;  if 
you're  downstairs  trying  to  use  a  printer  that's  turned 
off  or  out  of  paper  upstairs,  it'll  probably  take  a  climb 
to  figure  out  what's  going  on.  Proxim's  diagnostics 
confirm  that  connection  quality  can  suddenly  plummet 
from  "excellent"  to  "poor"  for  no  apparent  reason. 
Networking  can  be  handy,  but  before  you  try  it, 
consider  other  solutions.  If  contention  over  a  printer  is 
the  issue,  you're  probably  better  off  buying  yourself  a 
new  one  and  giving  the  old  one  to  the  kids.  If  phone 
lines  are  scarce,  adding  new  ones  may  give  you  more 
flexibility  than  installing  a  network.  Need  to  share 
files?  Swap  them  as  e-mail  attachments. 

Well-funded  startup  ShareWave  is  promoting  forth- 
coming wireless  solutions  rated  at  4  megabits.  An 
outfit  called  Enikia  promises  10-megabit  speeds  over 
AC  wires  for  the  year  2000.  A  variety  of  cheap  phone 
line  solutions  are  just  gearing  up.  In  short,  this  market 
is  moving  so  fast  it  can't  hurt  to  wait.  !■ 
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Biotech 


Traditional  protein  design  relies  on  trial  and  error. 
Stephen  Mayo  wants  to  reduce  it  to  a  system. 

Better  than 
Mother  Nature 


By  Dolly  Setton 

Proteins  do  most  of  the  body's 
work:  Hemoglobin  carries  oxygen, 
insulin  gets  cells  to  process  sugar, 
endorphins  produce  the  runner's 
rush.  A  protein's  function  depends 
on  its  shape,  and  its  shape  depends 
on  how  its  chain  of  amino  acids  folds 
up.  It's  a  fiendishly  difficult  puzzle, 
one  that  drug  companies  would 
dearly  love  to  solve  because  it  would 
let  them  design  proteins  with  entire- 
ly new  attributes. 

Why  is  protein-folding  hard?  Even 
in  a  small  protein,  with  100  amino 
acids,  the  20  different  kinds  of  amino 
acids  can  line  up  in  nearly  20-to-the- 
lOOth-power  different  ways.  That's 
more  combinations  than  the  number 
of  atoms  in  the  universe. 

Scientists  design  proteins  now,  but 
not  from  scratch.  Eli  Lilly,  for 
instance,  improved  the  absorption  of 
injected  insulin  by  changing  a  mole- 
cular feature  in  part  through  trial  and 
error.  Another  approach  to  protein 
design  depends  on  the  mass  screen- 
ing of  thousands  of  slightly  different 
versions  of  a  given  protein.  This 
approach  is  efficient  when  you  are 
changing  only  a  handful  of  amino 
acids.  Go  above  about  five  such 
changes,  though,  and  the  combina- 
torial explosion  will  kill  you. 

Stephen  Mayo,  37,  a  structural 
biologist  at  the  California  Institute  of 
Technology,  Vi  .  about  the  problem 
hi  an  entirely  different  way.  He  start- 
with  the  protei;.  |  structure  and 
men  worked  backv._-.-d  to  find  the 
best  sequence  that  would  give  rise  to 
that  structure. 

Mayo  is  commercializing  his  dis- 
coveries. In  October  1997,  with  help 
from  Bassil  Dahiy.it,  his  former  grad- 
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Xencor's  version  of  white-cell  booster 
Neupogen,  redesigned  to  add  shelf  life. 


uate  student,  and  $5  million  in  ven- 
ture capital,  he  founded  Xencor,  in 
Pasadena,  Calif.  The  company's  first 
goal  is  to  improve  existing  proteins, 
including  those  that  have  nonmedical 
applications  and  thus  need  not  wait 
for  lengthy  fda  approval. 

An  example  is  the  enzymes  that 
commercial  paper  factories  use  to 
release  the  lignin  in  wood  pulp,  leav- 
ing only  cellulose  behind.  Because 
available  enzymes  break  down  at  high 
temperatures,  processing  plants  run 
cooler  than  they  should,  taking  more 
time  and  requiring  harsh  chemicals 
that  may  soon  be  banned  for  envi- 
ronmental reasons.  Xencor  aims  to 
1  the  enzymes  to  withstand  heat. 


Heat  resistance  matters  in  me 
cine  as  well.  For  instance,  insulin 
human  growth  hormone  must  n 
be  refrigerated.   Throw  in   a 
changes  that  cause  the  protein 
remain  stable  when  warm  and 
cost  of  keeping  such  drugs  on  p 
macy  shelves  will  drop. 

Mayo's  protein-design  softw 
uses  a  bagful  of  mathematical  tri 
to  reduce  the  number  of  combi 
tions  the  computer  must  test.  So 
of  the  tricks  resemble  those  progra 
mers  use  to  get  computers  to  p 
chess.  The  idea  is  to  prune  unpi 
ductive  branches  from  the  enormc 
tree  of  possibilities  that  arise  whe 
computer  looks  several  moves  ahea 

"Input  the  structure  of  a  prote 
into  the  computer  program,"  ss 
Dahiyat,  "and  the  program  te| 
which  amino  acids  to  change,  give 
list  of  candidates  and  ranks  them 
terms  of  stability." 

Mayo's  approach  faces  seve 
obstacles.  To  improve  on  an  existi 
protein,  Xencor  must  have  detail,] 
knowledge  of  the  protein's  structu 
and  that  requires  a  lot  of  X-ray  crj 
tallography  and  other  modeling  tec 
niques.  Then  there's  a  big  proble 
with  drug  proteins  in  general:  T 
stomach  digests  and  thus  destro 
them.  Proteins  must  therefore  1 
injected. 

To  get  around  that  probler] 
Xencor  might  be  able  to  develc 
ways  to  discover  the  active  site  of 
protein — the  warhead,  as  it  were- 
and  reproduce  it  in  a  small  molecul 
that  wouldn't  be  digested.  "I  have 
intuitive  feeling  the  same  methodo 
ogy  would  work  for  small  mol< 
cules,"  Mayo  says,  "but  we  have  n< 
proved  this  yet." 

Xencor  is  in  talks  with  five  larg 
biopharmaceutical  companies  aboi 
forming  partnerships  and  recent) 
closed  a  research  deal  with  an  unider 
tified  protein  producer.  Xencor  plar 
to  make  money  both  licensing  proc 
ucts  and  selling  research  to  well 
heeled  corporate  clients. 

This  isn't  Mayo's  first  business  ven 
ture.  Thirteen  years  ago  he  cofound 
ed  another  chemical  modeling  con 
cern,  Molecular  Simulations  Inc. 
with  a  $500  investment.  It  wa 
recently  acquired  for  $150  million  ii 
stock  by  Pharmacopeia.  ■ 
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give  the 

performance 

of  a  lifetime 

very  single  day? 


When  running  a  department,  there  are  no  dress 
rehearsals.Which  is  why  you  need  a  server 
that  delivers  an  unforgettable  performance 
daily.  Designed  with  our  Highly  Parallel 
Systems  Architecture  and  dual  Pentium  II 
lessors,  the  new  Compaq  ProLiant  3000  has  all  the  power  you 
ed.  And  the  unmatched  availability  to  handle  today's  demanding 
partmental  applications.  To  see  how  it  outperforms 
competition  and  performs  under  budget,  contact 

pentiunri'Jl 

Arw.compaq.com/servers/performance  or  1-800-AT-COMPAQ. 

COMPAQ.  Better  answers: 


ImiiiMI 

By  Joseph  R.  Garber 


software  horizon 


Child's  play 


Check  out  the 
NASA-spon- 
sored Web  site. 
It  teaches  kids 
aeronautical 
engineering 
and  lets  them 
use  a  virtual 
wind  tunnel. 


There's  no  shortage  of  good  kids'  soft- 
ware. Every  year  entrepreneurs  create  plen- 
ty of  ingenious  educational  programs. 
However,  getting  them  in  your  moppets' 
hands  is  another  story. 

Because  educational  software  doesn't  sell 
as  well  as  bloodthirsty  games,  retailers  don't 
stock  much.  Cause  and  effect,  venture  capi- 
talists aren't  terribly  fond  of  the  genre.  The 
result:  Most  developers  are  shoestring  shops 
that  can't  afford  to  promote  their  wares, 
much  less  push  them  into  the  schools. 

For  this  reason,  I  am  thankful  for  trade 
shows  like  San  Francisco's  annual  mid- 
October  Children's  Interactive  Expo. 
Where  else  can  parents  and  teachers  go  to 
find  suitable  kiddie -ware? 

A  bumper  crop  of  delightful  programs 
was  on  display  at  last  year's  Expo.  The  star 
of  the  show  was  Stagecast's  Creator,  devel- 
oped by  Apple's  legendary  former  chief  sci- 
entist, Larry  Tesler.  Written  in  Java  so  that 
it  runs  on  most  computers,  Creator  lets 
children  of  virtually  any  age  build  astonish- 
ingly intricate  graphical  simulations  of 
everything  from  chemical  reactions  to  full- 
scale  ecological  environments — and  does  so 
using  easy  point-and-click  logic  that  will 
painlessly  teach  them  a  bit  about  computer 
programming,  too. 

Equally  eyepopping,  although  much  sim- 
pler, is  Familiar  Blocks  from  Out  of  the 
Blue  Design.  This  uses  gorgeous  3-D 
graphics  to  teach  toddlers  the  alphabet  and 
phonemes.  I  think  it  beats  the  far  more 
popular  Dr.  Seuss's  ABC  from  Random 
House  hands  down. 

For  sheer  amusement,  I'd  recommend 
You-Betcha,  Interactive's  Home  Gene 
Splicing  Kit,  a  wacky  program  that  lets  kids 
blend  human  and  animal  photographs,  with 
hilarious  results.  If  you  think  Aunt  Martha 
is  acting  catty,  here's  your  chance  to  make 
your  point. 

On  the  serious  side,  Videodiscovery  has  a 
four-CD  tutorial  on  science  careers  called 
Real  Science.  It's  hip,  informative  and  fasci- 
nating— rather  like  a  PBS  show  for  teens,  on 
which,  in  point  of  fact,  it's  based.  More 
playfully  interactive,  Red  Hill  Studio's 
InventorLabs  series  takes  you  on  virtual- 
reality  tours  of  great  scientists'  workshops 


(Edison,* Bell,  the  Wright  Brothers,  Daimler!] 
and  others),  letting  you  collaborate  with 
simulated  geniuses  to  build  and  run  your 
own  contraptions. 

Want  to  play  around  with  modern  sci- 
ence? Cameo  Multimedia's  Caring  for 
Planet  Earth  is  preachy  but  thoroughly 
informative.  Or,  if  you'd  like  your  child  to 
grow  up  to  be  a  Boeing  engineer  rather 
than  an  ecologist,  log  on  to  NASA-spon- 
sored www.planemath.com,  a  site  that 
teaches  aeronautical  engineering  and  math 
by  letting  kids  design  and,  in  a  virtual  wind 
tunnel,  test  their  own  aircraft. 

Another  good  children's  Web  site: 
www.ajkids.com — Ask  Jeeves  for  Kids.  It's  a 
search  engine  specially  designed  for  tots,  so 
you  don't  have  to  worry  about  their  acci- 
dentally connecting  to  Danish  porn  ped- 
dlers. Or,  for  real-time  multiplayer  learning 
games,  try  www.spiderdance.com. 

For  teaching  youngsters  about  other  cul- 
tures, Pentewa  Interactive  has  half-a-dozen 
titles  offering  visually  striking  software  on 
everything  from  potlatches  to  petroglyphs. 
Check  out  Hungry  Frog  Inc.  for  math,  for- 
eign languages  and  chemistry  drills  that  use 
omnivorous  amphibians  and  gross  bugs  to 
keep  kids  interested.  If  you're  worried 
about  your  offspring's  basic  listening  and 
auditory  skills,  try  Earobics  from  Cognitive 
Concepts.  Or,  for  reading  and  puzzle  solv- 
ing, get  your  youngsters  Gizmo  Gypsies' 
The  Little  Wizard,  a  game  packed  with  the 
kind  of  interactive  storybook  graphics  chil- 
dren 10  or  younger  adore. 

For  an  outside  opinion,  I  asked  two 
expert  consultants  (Teddy  Fischer,  9,  and 
Leah  Rappaport,  8)  for  their  recommenda- 
tions. " Inventor  Labs  is  awesome,"  says 
Teddy.  "You  get  to  help  them  make  things 
instead  of  just  watching."  Leah  opines,  "I 
liked  Pentewa's  software  best  because  you 
can  do  more  stuff  with  it  than  the  science 
programs." 

A  final  note:  Good  luck  finding  most  of 
this  stuff  in  a  store.  Instead,  aim  your 
browser  at  www.brainplay.com,  an  on-line 
retailer  specializing  in  children's  technolo- 
gy. Or  check  out  Forbes'  Web  site  for 
hotlinks  to  all  the  outfits  mentioned  in 
this  column.  ■ 


Joseph  R.  Garber's  e-mail  address  is  garber@well.com 
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markets 


By  Marilyn  Cohen 


Bond  trading  goes  on-line 


This  is  the 
best  deal  for 
bond  investors 
I  have  seen  in 
my  22  years  in 
the  business. 


It's  almost  impossible  for  individual 
investors  to  get  a  square  deal  in  the  bond 
market.  Unlike  institutional  investors  with 
their  expensive,  real-time  databases,  individ- 
uals don't  have  transparency — they  can't 
instantaneously  see  prices  across  the  market. 
So  they  put  themselves  in  the  hands  of  bro- 
kers, who  pad  their  trading  desks'  markups. 

sec  Chairman  Arthur  Levitt  occasionally 
gripes  about  the  bond  market's  unfairness. 
He  hasn't  done  much  about  it,  but  the  mar- 
ketplace finally  has.  For  the  first  time,  indi- 
viduals can  buy  bonds  at  competitive  prices. 
It's  happening  on  the  Internet  (no  sur- 
prise), and  it  is  the  best  deal  I  have  seen  in 
my  22  years  in  the  business. 

Behind  this  revolution  are  former  retail 
bond  broker  Charles  Almond  and  software 
consultant  Joe  Nirta,  who  created  an  elec- 
tronic platform  that  securities  firms  can 
license  to  sell  bonds  on  the  Net.  Their  com- 
pany, Bond  Exchange,  has  a  demo  version 
at  www.bond-exchange.com. 

This  is  the  future  of  bond  trading,  folks. 
You  can  search  for  bonds  by  type  (Treasury, 
corporate,  muni,  high-yield)  and  by  rating, 
coupon,  maturity,  industry  and  CUSIP 
number.  Or  you  can  just  peruse  lists  of 
offerings.  And  that's  not  all.  The  electronic 
genie  will  do  tedious  calculations,  spelling 
out  call  schedules  and  figuring  the  yield-to- 
worst-call  for  bonds  with  multiple  call  dates. 
Hooray!  It  will  also  help  you  build  a  bond 
ladder — a  portfolio  of  bonds  with  successive 
maturities — showing  all  the  data  you  could 
want,  from  average  weighted  yield  to  matu- 
rity to  a  monthly  income  grid. 

Last  month  the  on-line  brokerage 
E-Trade  rolled  out  bond  trading  using  this 
platform.  Next  up  will  be  Vanguard  Broker- 
age Services,  and  then  the  discount  arm  of  a 
national  securities  firm. 

To  test  the  system,  I  logged  onto 
E-Trade  looking  to  buy  an  investment-grade 
corporate,  a  high-yield  bond  and  an  AAA- 
rated,  insured  municipal.  Most  bonds  were 
attractively  priced.  Prices  on  thinly  traded 
issues  were  not  very  good,  but  the  system 
lets  you  place  a  limit  order  to  buy  at  or 
below  your  target  price.  There's  a  $40  fee 
when  you  trade  a  face  value  below  $10,000 
for  a  corporate  o    $20,000  for  a  Treasury 


bond.  Your  only  other  expense  is  the 
markup,  the  profit  tacked  on  by  E-Trade. 

The  markups  I  checked  were  small.  Wh 
I  searched  for  an  investment- grade  indusi 
al  bond,  maturing  in  seven  to  ten  years 
a  coupon  between  6%  and  9%,  E-Trade 
offered  46  choices.  I  picked  the  Anheuser- 
Busch  7.1%  bond  due  June  15,  2007,  rate 
A+  by  Standard  &  Poor's.  For  a  trade  of  ai 
least  ten  bonds,  the  offer  was  at  a  price  of 
105.89  with  a  yield-to-worst  call  of  5.83%. 
Was  this  a  good  deal?  Checking  with  my 
network  of  brokers,  I  found  that  this  bond 
typical  retail  price  would  be  108.50,  for  a 
5.3%  yield-to-worst  call.  That  price  is  2.5% 
higher  than  E-Trade's.  No  contest.  A  dis- 
count brokerage  might  come  closer  to 
E-Trade's  price,  but  would  be  unlikely  to 
offer  as  many  choices. 

Some  Internet  prices  were  less  com- 
pelling. The  noncallable  Lockheed  Martin 
7.25%  bond  due  Mav  15,  2006  was  offeree 
by  E-Trade  at  109.48,  yielding  5.67%  to 
maturity.  At  regular  retail,  you'd  probably 
pay  about  110,  for  a  5.6%  yield. 

And  E-Trade  fell  down  on  junk  bond 
pricing,  probably  because  it  is  not  yet  well 
connected  to  dealers.  A  Musicland  9%  bone 
due  June  15,  2003,  for  example,  was 
offered  at  98;  you'd  pay  about  97  at  retail. 

On-line  muni  prices  were  sensational, 
though.  I  searched  for  issues  from  Califor- 
nia and  New  York  with  coupons  from  4.5% 
to  6%,  due  in  seven  to  ten  years.  From  25 
choices,  I  picked  the  California  Statewide 
Community  Development  5.25%  revenue 
bond  due  Apr.  1,  2006,  rated  AAA  and  MBIA 
insured.  It  was  priced  at  108.46  for  a  3.929! 
yield  to  maturity.  Institutional  buyers  were 
paying  just  a  tad  less,  107.85,  for  a  yield  of 
4%;  that  was  a  good  deal. 

Am  I  worried  that  an  on-line  computer 
program  will  replace  bond  managers  like 
me?  Not  at  all.  The  hardest  part  of  bond 
investing — deciding  which  bonds  to  buy 
and  sell  among  the  hundreds  of  thousands 
available — hasn't  changed.  The  transparcne 
of  Internet  trading  will  force  better  prices 
throughout  the  industry,  and  more 
investors  will  want  to  buy  bonds.  Some  will 
do  it  on  their  own.  For  them,  I  have  seen 
the  future,  and  it's  terrific.  ■ 


Marilyn  Cohen  is  president  of  Envision  Capital  Management  Inc.,  a  Los  Angeles  fixed-income  money  manager,  envision@ix.netcom.com 
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strategy 

|  Kenneth  L.  Fisher 


sport  card  1998 


'This  year's  is 
not  a  record 
'to  boast 
about,  but 
it's  not  one 
to  be  ashamed 
i  of,  either. 


If  you  had  bought  every  one  of  this  col- 
umn's recommendations  last  year,  you 
would  have  done  just  as  well  as  if  you  put 
your  money,  on  the  same  dates,  into  the 
s&P  500  index — no  better,  no  worse. 
That's  after  docking  all  my  recommenda- 
tions, but  not  your  hypothetical  index 
investment,  for  a  1%  commission  cost. 

This  is  not  a  record  to  boast  about,  but  it 
is  not  one  to  be  ashamed  of,  either.  My 
material  exposure  to  big  foreign  stocks 
reduces  portfolio  risk  below  that  of  an  all- 
U.S.  portfolio. 

I  started  1998  by  recommending  100% 
equity — 55%  of  that  in  America's  35  largest 
stocks,  37%  in  "huge  foreign  stocks  that 
dominate  their  businesses"  and  8%  in 
"beat-up  tax-depressed  gold  stocks — pick 
any  ten."  Being  100%  equities  was  great. 
And  gold  stocks  were  up  20% — but  not  for 
long.  By  spring  gold  sagged.  By  Sept.  7 
I  told  you  to  bail  out.  I  hit  gold's  bottom 
almost  perfectly.  Ugh! 

My  foreign  stocks  reduced  risk,  but  they 
sure  didn't  boost  return.  You  measure  for- 
eign stocks  against  the  Morgan  Stanley 
EAFE  Index.  My  foreign  picks  beat  EAFE  on 
average  bv  2%.  Fine.  But  at  20%,  eafe 
lagged  the  S&P  500's  1998  return  by  8.5%. 
So  the  international  diversification  and  risk 
reduction  came  at  a  price. 

Let  me  restate  what  I  said  a  year  ago. 
After  the  long  string  of  years  in  which  U.S. 
stocks  have  been  beating  foreign  ones,  the 
time  will  come  when  hafe  beats  the  s&p 
500.  I  don't  know  when  it  will  come,  but  I 
know  it  will  come.  So,  keep  up  that  diversi- 
fication. For  1999  I  think  your  stock  port- 
folio should  be  33%  invested  abroad. 

Among  my  early  foreign  picks,  Nissan 
and  Rio  Tinto  did  very  badly,  dropping 
37%  and  14%,  from  recommendation  to 
year-end.  I  think  these  are  just  pricing  and 
timing  issues.  With  patience,  they  should  be 
okay.  If  Nissan  doesn't  get  its  act  together, 
it  will  get  taken  over  for  its  brand  names 
and  distribution  channels. 

Much  like  a  gold  stock,  Rio  Tinto  suf- 
fered from  the  disinflation  trend  that 
clocked  all  the  other  commodity  metals 
producers.  Still,  I'd  keep  a  little  inflation 
hedge  in  my  portfolio,  and  this  is  one  I'd 


pick.  By  2004  it  should  hit  130,  which  is 
25%  per  year. 

In  July  I  picked  Fiat  and  Volvo.  They 
sank.  These  autos  are  driving  me  crazy,  but 
I'm  keeping  my  seat  belt  on.  Norsk  Hydro, 
recommended  in  April,  fell  31%,  simply 
reacting  to  falling  energy  prices.  I  would 
hold  on  for  now. 

I  had  foreign  winners,  too.  From  last 
January,  my  pick  of  Telefonica  de  Espana 
was  up  52%.  Nokia  rose  56%  after  I  said  in 
the  Sept.  7  column  that  it  could  rise  at  30% 
per  year  for  several  years.  Still,  I  would 
hang  on  to  both  of  these. 

I  got  lucky  in  the  June  1  column  when  I 
told  you  to  sell  my  prior  successful  recom- 
mendations of  Banco  Santander  and 
Montedison.  They  fell  fast,  44%  and  35%, 
respectively.  On  Nov.  2  I  said  buy  them 
back,  and  they're  up  14%  and  29%  already. 

Overall  my  country  allocations  were  fine, 
aimed  at  continental  Europe  and  Japan. 
Happily  I  avoided  all  the  lesser-developed 
countries.  Many  investors  got  caught  trying 
to  call  the  bottom  in  these  very  volatile 
markets,  seeming  not  to  know  that  they 
take  much  longer  to  make  bottoms  than 
the  developed  Western  markets. 

My  initial  55%  weight  to  the  U.S.  was 
too  light.  But  my  call  to  stick  with  only  the 
35  largest  U.S.  stocks  was  again,  as  in 
1997,  a  good  call.  All  year  I  caught  flak 
from  cynical  readers  who  thought  this  was 
really  dumb,  leading  up  to  my  Aug.  10, 
dig-in-my-heels  column  titled  "Dumb  is 
beautiful."  Those  35  largest  stocks,  equal- 
weighted,  returned  40%  in  1998,  nicely 
beating  the  S&P  500  by  11.5%.  During  the 
year  I  boosted  my  U.S.  weight  to  67%, 
which  also  helped  a  lot. 

The  summer's  correction  jolted  millions 
and  caused  many,  maybe  most,  columnists 
nationally  to  bolt  bearish.  I  didn't  and  was 
vindicated  by  December's  new  highs  on 
the  s&P  500.  I  am  very  proud  of  that 
string  of  columns,  and  particularly  my 
Sept.  21,  "Stay  cool"  column.  Check  it 
out  at  the  Forbes  Digital  Tool  archives, 
www.forbes.com/fisher.  You  can  see  all  my 
1998  columns  there.  While  there,  visit  my 
"Forum"  site,  and,  as  I  said  on  Sept.  7, 
complain  all  you  want.  M 


wweth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager.  His  third  book  is  100  Minds  that  Made  the  Market.  E-mail:  kenfisher@fi.com 
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trends 


By  Laszlo  Birinyi  Jr. 


I  am  still  a  bull 


Let  your  win- 
ners go  and 
cut  the  losers. 
Stay  with 
AOL,  IBM, 
Texas  Instru- 
ments, Pfizer, 
Bristol-Myers, 
Wal-Mart  and 
the  telephones. 


A  time  for  reflection:  Every  January 
Forbes  asks  its  columnists  to  review  their 
past  year's  recommendations — winners  and 
losers — and  to  tell  readers  which  positions 
to  hold  and  which  to  fold. 

I  had  a  fortunate  year.  If  you  had  bought 
every  one  of  the  86  recommendations  made 
here  (some  stocks  were  recommended  more 
than  once),  you  would  be  12%  ahead  of 
someone  who  had  made  identical  invest- 
ments in  the  s&P  500  on  the  same  dates. 
On  this  scorecard,  moreover,  my  picks  are 
docked  1%  for  commission  costs  but  the 
hypothetical  index  holdings  are  not. 

I  erred  with  two  major  groups,  banks  and 
airlines.  The  banks  were  sideswiped  first  by 
Russia  and  then  by  Long-Term  Capital.  But 
from  the  year's  beginning,  I  noted  the  accu- 
mulation in  the  bank  stocks.  In  January  I 
suggested  that  Citicorp  (now  Citigroup) 
and  Chase  were  worthy  of  your  considera- 
tion and  in  February  added  J. P.  Morgan 
and  Wells  Fargo  to  the  list.  While  these  have 
shown  renewed  life  in  the  last  several  weeks, 
they  were  neither  the  best  nor  the  brightest 
performers  of  the  year.  I  continue  to  recom- 
mend buying  both  Chase  Manhattan  and 
J. P.  Morgan,  while  Citigroup  is  a  hold. 

Airlines,  which  showed  up  in  my  Apr.  6 
column  in  the  form  of  AMR  Corp.  (parent  of 
American  Airlines)  and  Delta,  continue  to 
perplex  me.  With  the  exception  of  some 
very  late  flights,  such  as  one  from  Greens- 
boro to  Atlanta,  every  one  of  the  dozen  or 
so  trips  I've  taken  recently  has  been  packed. 
And  one  of  the  major  expenses  of  airlines, 
fuel,  is  at  a  level  that  would  have  been  a 
mirage  a  few  years  back.  Yet  the  stocks  con- 
tinue to  ignore  the  apparent  fundamentals, 
to  my  disappointment  and  chagrin.  At  a  cer- 
tain point  you  have  to  stop  fighting  the 
tape.  If  you  haven't  already  done  so,  close 
out  your  AMR  and  Delta  positions. 

In  early  February,  when  it  was  at  $104, 
I  brought  IBM  to  your  attention.  I  did 
so  again  in  April,  June,  July,  August,  Sep- 
tember and  November.  In  each  case,  not 
only  would  you  have  made  money,  but  you 
also  would  have  outperformed  the  market. 
Even  better  than  that  was  my  recommenda- 
tion of  America  Online.  In  my  Aug.  10 
column,  the  stock  was  at  a  split-adjusted 


$56;  it  ended  the  year  at  $160. 

Two  other  technology  names  were  like- 
wise big  winners.  Texas  Instruments  was 
highlighted  five  times,  beginning  with  the 
Feb.  9  column,  when  it  was  at  $45.  It  has 
since  almost  doubled.  In  the  Jan.  12  issue 
recommended  Compaq  the  first  of  three 
times;  the  stock  was  up  50%  for  the  year. 

Another  good  call  was  SBC,  the  old 
Southwest  Bell,  which  has  outperformed 
the  market  by  12%  in  the  eight  months 
since  my  Apr.  6  column.  A  number  of  oth< 
telephone  stocks  I  cited,  such  as  US  West 
and  BellSouth,  beat  the  averages  at  low  ris 

The  editors  focused  on  my — and  other 
columnists' — stock  picks.  I  would,  howeve 
also  note  my  market  calls.  I  began  the  yearj 
bullish  and,  even  in  the  depths  of  despair, 
stayed  that  way.  I  wrote  in  October  that  th 
market  had  seen  its  lows  and  urged 
investors  to  stay  the  course.  And  I  am  still 
under  the  impression  that  the  market  has 
seen  its  lows. 

After  technology,  I  also  scored  with  con-' 
sumer  issues.  Drugs  (Pfizer,  Bristol-Myers 
Squibb)  and  several  retailers  (Home  Depol 
Wal-Mart  and  Gap)  would  be  what  I  call 
winners. 

I  think  I  did  readers  a  service  with  my 
noncalls.  I  stayed  away  from  (and  continue 
to  avoid)  small  stocks,  and  would  be  espe- 
cially selective  in  foreign  markets.  Experts 
counsel  that  you  should  park  some  money 
overseas,  but  if  you  do,  pick  a  mutual  fund 
with  a  good  record.  Picking  individual 
names  for  most  investors  is  too  hard  and 
fraught  with  even  more  risk  than  buying 
stocks  here. 

Now  what?  As  always,  a  good  piece  of 
advice  is  to  let  your  winners  go  and  cut  the 
other  names  from  your  roster.  So  stay  with 
aol,  IBM  and  Texas  Instruments  in  the  tech 
nology  area;  hold  (and  consider  buying 
more)  Pfizer,  Bristol-Myers,  Wal-Mart  and 
the  telephone  companies. 

The  stock  market  has  had  an  extraordi- 
nary year  and  an  extraordinary  decade.  But 
I  am  not  of  the  opinion  that  the  bull  marke 
is  ending.  I  continue  to  believe  that  the  sur 
prises  will  be  on  the  upside  and  that  the 
names  that  did  well  in  1998  will  reward  yoi 
again  in  1999.  ■ 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Greenwich,  Conn.-based  financial  consulting  firm. 
102 


Forbes  ■  January  25,  19' 


SMART        .  „   .        CHOICE 


A  Fund  That's  Overcome 
Peer  Pressure 


AMERICAN    CENTURY    INCOME    &    GROWTH 


***** 

Overall 


MORNINGSTAR  RATINGS 

***** 

3  Years 


***** 

5  Years 


Fund  rated  as  of  September  30,  1998,  for  the  overall  and  3-year  period  among  2,678  domestic  stock  funds 
and  for  the  5-year  period  among  I  £84  domestic  stock  funds. 


American  Century's  Income  &  Growth  Fund  performance.  While  past  performance  doesn't 

has  consistently  beaten  its  peers,  year  after  guarantee  future  results,  this  fund  has  ranked 

year.  It's  earned  Morningstar's  highest  near  the  top  of  its  class.  To  find  out  more, 

rating,  ranking  in  the  top  ten  percent  of  call  American  Century  at  1-800-345-2021 

domestic  stock  funds  for  risk-adjusted  and  ask  for  a  free  prospectus. 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefxdly  before  you  invest. 
Mornmgstar  proprietary  ratings  reflect  risk-adjusted  performance  for  Investor  Class  Shares  as  of  9/30/98.  These  ratings  may  change  monthly, 
and  are  calculated  from  the  fund's  three-,  five-  and  ten-year  {when  available)  average  annual  total  returns  in  excess  of  90-day  Treasury  bill 
returns,  with  appropriate  fee  adjustments  and  a  risk  factor  reflecting  fund  performance  below  90-day  Treasury  bill  returns.  The  top  ten  percent 
of  the  funds  in  an  investment  category  receive  five  stars.  Funds  Distributor,  Inc.  ©1998  American  Century  Services  Corporation        fbs348-iic 


American 
Century 


www.americancentury.com 


1-800-345-2021 


By  A.  Gary  Shilling 


strategy 


The  acquire-and-fire  economy 


Synergy? 
Most  of  the 
$1  billion 
benefit  from 
the  Citigroup 
merger  will 
come  from 
cutting 
10,400  jobs. 


Were  you  wondering  why  it  is  that  so 
many  big  companies  are  magically  finding 
strategic  fits  with  other  big  companies?  We 
have  WorldCom  and  MCI,  Exxon  and 
Mobil,  Hoechst  and  Rhone-Poulenc,  Citi- 
corp and  Travelers — and  lots  more. 

Stop  wondering  about  strategy.  What  you 
are  witnessing  is  just  one  big  downsizing. 
The  world's  producers  need  to  shrink,  and 
there  is  no  better  time  to  announce  a  round 
of  layoffs  and  writeoffs  than  when  a  merger  is 
announced.  The  merger  partners  may  talk 
about  overlapping  staffs,  but  the  truth  is  that 
each  half  of  the  combination  would  have  had 
to  shrink  on  its  own  anyway. 

If  you  want  to  understand  the  merger 
pressures  in  the  oil  industry,  start  by  reading 
Peter  Huber's  essay  in  the  Nov.  16,  1998 
issue  of  Forbes  (p.  235)  about  energy  tech- 
nology. Larger  tankers,  3-D  seismic  imag- 
ing, horizontal  drilling  and  immense  off- 
shore platforms  have  raised  the  productivity 
of  the  global  oil  industry.  Absent  a  com- 
mensurate increase  in  demand,  this  produc- 
tivity growth  gives  you  an  excess  supply  of 
labor.  Hence  the  merger  of  Exxon  and 
Mobil  and  the  plan  to  save  $2.5  billion  in 
annual  costs  by  laying  off  duplicate  staff 
when  they  merge.  But  they  would  each  have 
been  cutting  costs  on  their  own.  Texaco, 
Chevron,  Conoco  and  Atlantic  Richfield  are 
doing  just  that,  even  without  mergers. 

Banks  and  insurers  are  especially  vulnera- 
ble to  the  winds  of  technology.  Loan 
automation  software,  teller  machines,  on- 
line trading  and  insurance  on  the  Internet 
will  make  workers  redundant.  Hence,  Citi- 
corp and  Travelers  combining  to  make  Citi- 
group. Sure,  there  might  be  some  cross-sell- 
ing of  financial  products.  When  the  deal  was 
announced  last  spring,  the  partners  talked 
about  increased  revenues  as  the  bulk  of  the 
$1  billion  expected  fruits  from  the  deal. 
Now  it  seems  that  most  of  the  $1  billion  will 
come  from  cutting  10,400  jobs.  The  redun- 
dancies reach  all  the  way  up  to  the  top. 

Does  synergy  explain  the  Daimler- 
Chrysler  merger?  You  might  argue  that 
soon  there  will  be  Neon  salesmen  pushing 
Mercedes  models  in  their  spare  time.  But  I 
think  the  motive  for  the  merger  is  better 


Nomine 


captured  in  the  worldwide  excess  capacity  ofi 
the  automobile  industry — a  staggering  18 
million  units  of  annual  production.  To  put 
that  number  in  perspective,  it  is  more  than 
annual  U.S.  sales  of  15  million  vehicles. 
There  will  be  more  mergers,  and  there  will 
be  layoffs  with  or  without  mergers.  Volvo's 
planned  layoff  of  4,000  of  its  27,000  white 
collar  employees  is  no  surprise. 

Some  mergers  are  designed  to  cut  fat. 
WorldCom  is  wasting  no  time  in  slashing  the  |  |IA' 
overhead  at  newly  acquired  MCI,  an  extraor- 
dinarily high  30%  of  revenues,  and  may  drop 
3,750  jobs.  Conseco  has  a  habit  of  taking 
over  other  insurance  companies,  firing  the 
employees  and  keeping  the  policies.  Aetna 
recently  announced  its  third  large  acquisition 
in  health  care  in  three  years  as  cost  pressures 
consolidate  that  industry. 

As  Western  economies  slow  and  deflation 
unfolds,  excess  capacity  and  excruciating 
competition  will  continue.  Indeed,  some 
firms  are  now  anticipating  disappointing  prof- 
its with  job  cuts.  Raytheon  has  announced 
terminations  totaling  14,000,  even  though  its 
earnings  prospects  appear  solid. 

Where  can  future  layoffs  be  expected,  with 
or  without  mergers?  Any  industry  with  excess 
capacity  and  weak  pricing  power  is  a  candi- 
date, even  if  restructuring  has  been  going  on 
for  years.  My  prospects  include  motor  vehi- 
cles; paper,  chemicals,  petroleum  and  other 
commodity  producers;  steel  and  nonferrous 
metals;  farm  and  construction  equipment; 
aircraft  and  defense  contractors;  telecommu- 
nications and  utilities;  drugs;  many  retailers; 
medical  equipment;  household  appliances; 
textiles  and  apparel;  overbuilt  hotels  and 
motels;  and  industrial  and  electrical  equip- 
ment. Brokers  and  the  business-news  media 
wall  see  more  and  bigger  layoffs  when  the 
16-year  bull  market  ends. 

The  merger- and-restructuring  movement 
that  has  swept  across  the  U.S.  in  the  past 
two  decades  is  still  in  its  infancy  in  Europe. 
Hence  the  proposed  combinations  of 
Britain's  Zeneca  Group  with  Sweden's 
Astra;  Germany's  Hoechst  with  France's 
Rhone-Poulenc;  and  French  firms  Sanofi 
and  Synthelabo.  And  in  U.S.  downsizing, 
you  ain't  seen  nothing  yet.  ■ 
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A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  eco  omic  consultants  and  investment  advisers.  His  firm  publishes  Insight,  a  monthly  newsletter  covering 
the  business  outlook  and  investment  strategy.  His  latest  book,  Deflation,  is  published  by  Lakeview  Publishing  (1998).  E-mail:  shil@ix.netcom.com 
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riEW  POINT 


Commerzbank's  focus  on  German 

and  European  economic  issues        1/99 


999:  German 
economy  still  on 
;rowth  path 


1999,  the  German  economy  will  feel  more  of  the 
pact  of  the  crisis  in  many  emerging  markets  and  the 
ep  recession  in  Japan.  We  put  the  resulting  loss  in 
tput  at  roughly  three-quarters  of  a  percentage  point, 
le  to  good  overall  conditions  for  growth  in  Germany 
d  in  Euroland,  however,  there  is  only  a  slight  risk  of 
tright  recession.  But  growth  of  around  2%  in  1999  - 
ther  less  than  for  Euroland  as  a  whole  -  will  hardly 
a  sufficient  to  bring  unemployment  down  significantly, 
a  far,  the  new  government  has  failed  to  take  the  ap- 
opriate  measures  to  ensure  a  lasting  improvement, 
te  intensification  of  competition  brought  by  monetary 
lion  will  increase  the  need  for  structural  reforms. 


As  predicted  a  year  ago,  the 
German  economy  grew  by  T/flr  in 
1998.  With  the  exception  of  con- 
struction, even  the  structure  of 
demand  was  correctly  forecast: 
domestic  demand  picked  up,  with 
exports  continuing  to  expand  at  a 
disproportionately  high  rate.  All 
in  all,  stronger  growth,  due  in 
part  to  an  increase  in  business 
investment,  caused  an  even  more 
pronounced  improvement  in 
unemployment  than  we  had 
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expected. 

However,  in  the  course  of  1998, 
exports  in  particular  lost  momen- 
tum, reflecting  a  sharp  downturn 
at  the  global  level.  Above  all, 
those  regions  which  contributed 


most  to  export  growth  in  recent 
years  are  showing  signs  of  weak- 
ness, if  not  outright  decline. 

As  A  RESULT,  the  outlook  for 
world  economic  growth  is  crucial 
for  an  assessment  of  the  pros- 
pects for  the  German  economy  in 
1999.  The  situation  in  Japan  and 
emerging  Asia  should  stabilize 
this  year,  but  the  worst  is  yet  to 
come  in  Russia  and  Latin  Ameri- 
ca. While  these  two  markets  do 
not  absorb  a  particularly  large 
share  of  German  exports,  Latin 
America  takes  roughly  a  fifth  of 


exemptions  that  have  supported 
growth  are  to  be  abolished. 
Increases  in  energy  taxes  will 
reduce  the  net  tax  relief  for  pri- 
vate households  to  a  few  tenths 
of  a  percentage  point  of  dispos- 
able income  and  employment 
growth  will  slow,  making  a  rise 
in  private  consumption  sufficient 
to  offset  the  loss  in  export 
demand  fairly  unlikely. 

Fortunately,  though,  the  infla- 
tion outlook  continues  to  be  good. 
Even  with  unit  labour  costs  ris- 
ing moderately  -  after  three 


Economic  outlook  for  Germany  and  Euroland 

at  constant  prices;  percentage  change  on  year 


Indicator 

Germany 
1998*)        1999 

Euroland 
1998       1999 

Private  consumption 

1.5 

2.5 

2.5 

2.8 
1.8 

Government  consumption 

-0.3 

1.3 

1.3 

Machinery  and  equipment 

8.8 

6.5 

6.5 

5.3 

Construction 

-4.5 
2.5 

1.8 

- 

Domestic  demand 

1.8 

3.3 

2.5 

Exports 

6.8 

3.3 
3.3 

- 

- 

Imports 

5.9 

Gross  Domestic  Product 

2.8 

2.0 

2.8 

2.3 

Consumer  prices 

1.0 
33.98 

1.3 

1.2 

1.5 

Employed" 

34.19 

113.60 

115.00 

Unemployed" 

4.27 

4.03 

14.10 

13.30 

')  GDP  and  components;  1st  to  3rd  quarter;  1)  in  millions. 


US  deliveries  abroad.  Thus  the 
key  question  is  whether  the 
United  States  can  be  relied  upon 
to  show  continuous  growth  again 
this  year.  A  positive  surprise  as 
in  the  past  two  years  is  unlikely, 
given  the  record  low  households' 
savings  rate,  a  very  tight  labour 
market  and  a  burgeoning  cur- 
rent-account deficit. 

While  the  growth  rate  for 

German  exports  will  decline  fur- 
ther, there  appears  to  be  little 
scope  for  a  rise  in  domestic 
demand.  Business  investment 
will  be  hit  not  only  by  lower 
sales  expectations  but  also  by 
the  new  government's  lack  of 
clear  direction  in  economic  poli- 
cy. All  the  same,  construction 
investment  might  show  a  modest 
rise  for  the  first  time  since  1995. 
The  corporate  sector  as  a  whole, 
however,  will  have  to  shoulder  a 
larger  tax  burden  and  some  tax 


years  of  decline  -  and  oil  and  raw 
material  prices  no  longer  falling, 
inflation  should  be  only  around 
VA%,  giving  no  ground  for  fears 
of  deflation. 

On  balance,  the  current  cycli- 
cal recovery  will  not  do  much  to 
alleviate  Germany's  most  serious 
economic  problem  -  unemploy- 
ment, which  will  probably  aver- 
age 4  million  in  1999.  But  even  a 
more  pronounced  upturn  would 
not  be  enough  to  reverse  the  long- 
term  trend.  The  government's 
commitment  to  tackling  the  prob- 
lem will  have  to  translate  into 
far-reaching  structural  reforms. 

For  more  information  about 
Commerzbank's  broad  scope  of 
research  capabilities  and  finan- 
cial services,  just  contact  the 
bank's  head  office  in  Frankfurt. 
Fax +4969 136-29805 
www.commerzbank.com 
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Edited  by  Matthew  Schifrin 

Surviving  a  heat  wave 

^^  Landry's  Seafood  Restaurants  (Nasdaq:  ldry)  is  a  Houston- 
"^^^  based  chain  that  serves  margaritas  and  shrimp  quesadillas  on  out- 
door patios.  Last  summer's  El  Nino  drove  temperatures  into  three-digit 
territory  for  weeks  on  end.  Earnings  of  this  $385  million  (1998  projected 
revenues)  outfit  slumped  to  an  estimated  $29  million,  or  96  cents  a  share, 
last  year,  down  from  $1.03  in  1997.  The  stock  has  stumbled  to  $7.25. 

At  that  price,  Bruce  Geller,  a  portfolio  manager  at  Dalton,  Greiner, 
Hartman,  Maher  in  New  York,  is  willing  to  bet  on  a  rebound.  Landry 
Chief  Executive  Tilman  Fertitta  owns  11%  of  the  company's  stock 
and  has  lost  $75  million  in  seven  months.  Says  Geller:  "Trust  me,  he 
wants  it  back  up." 

Fertitta  may  get  it  there  by  cutting  expansion  plans,  lowering  menu 
prices  and  boosting  ad  spending.  Geller  thinks  Landry's  stock  is  worth  at 
least  $10  in  a  liquidation  (it  owns  waterfront  real  estate)  but  will  climb 
higher  than  that  before  the  end  of  the  year.  -Stephane  Fitch 


Stretched 

^j^m      WOLFORD  AG,  the  small  but 
^      very  hot  Austrian  producer 
of  high-end  hosiery,  is  seen  on  fancy 
displays  and  legs  all  over  Europe. 


thing  akin  to  a  ballet  leotard.  The 
company  also  offers  pantyhose  for 
men  and  novel  items  like  "Star(c)k- 
Naked,"  a  one-piece  combination, 
including  stockings,  that  can  be  worn 
as  a  dress  or  skirt. 

Faddish,  says  one 
money  manager  dismis- 
sively.  He  also  worries 
about  a  company  that 
had  but  $135  million  in 
volume  last  year  planning 
grandiose  capital  spend- 
ing: $34  million,  much 
of  it  for  a  fancy,  expand- 
ed headquarters. 

-Caroline  Waxler 


Report  card 


Wolford  AG's  new  tights  for  men 
What's  next,  tutus? 


Now  this  fashionable  outfit  is  making 
a  big  push  in  the  U.S.,  and  its  adrs 
(o-t-c:  WLFDY)  are  getting  attention. 
More  attention  than  they  deserve, 
we  think.  These  $1 1 .50  shares  are 
worth  more  like  $6.50. 

With  its  classic  pantyhose  market 
stagnating  in  Europe,  Wolford  has 
been  moving  into  things  like  $400 
bodysuits,  a  bodysuit  being  some- 
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Last  year  was  a  bad  one 
for  investors  who,  like 
Streetwalker,  lean  toward 
value  stocks.  In  a  market 
that  was  up  26%,  our  63 
buy  recommendations 
were  off  an  average  7%. 
That's  after  we  docked 
ourselves  1%  for  commissions  on 
each  position. 

Bear  in  mind,  though,  that  our 
recommendations  were  spread  across 
the  year.  The  average  relative-to- 
market  performance  was  80%.  What 
this  means  is  that  someone  who 
bought  every  one  of  the  stocks 
would  have  ended  the  year  with  20% 
less  money  than  someone  who 
bought  shares  in  a  no-load  index 
fund  on  the  same  dates. 

On  the  short  side?  The  21  we 


wanted  you  to  sell  averaged  a  gain  <| 
8%.  Again,  the  relative-to-market 
performance  was  85% — or  15  point! 
behind  the  market.  Not  bad.  But  it] 
would  have  been  better  to  have 
shorts  that  went  down  in  absolute 
dollars. 

Momentum  stocks  were  the  plao 
to  make  money  last  year,  especially 
those  relating  in  any  way  to  the 
Internet.  We  recommended  only  oi 
Internet-flavored  stock — Macrome- 
dia, up  111%. 

Our  big  losers  included  Patriot 
American  Hospitality,  Inc.,  down 
51%  because  its  got  into  trouble 
paying  back  its  high  rate  debts; 
Harnischfeger  Industries,  off  70% 
on  weak  paper  prices;  and  PhvCor 
an  operator  of  medical  clinics,  off 
72%  because  the  company  had 
trouble  integrating  smaller  physi- 
cian practices  into  larger  groups. 
We  urged  cml  Group  on  you  aftei 
the  Bass  brothers  took  a  big  stake 
but  these  illustrious  speculators 
didn't  stop  cml  subsidiary  Nordic 
Track  from  drifting  into  bankrupt- 
cy in  December. 

Last  year,  as  he  did  in  1996,  Jam< 
Marks  gave  us  our  best  Streetwalkei 
Marks,  an  analyst  now  at  Deutsche 
Bank,  recommended  Sykes  Enter- 
prises in  November.  In  just  two 
months  shares  of  this  misunderstood 
computer  help  desk  company  shot 
up  1 12%. 

Another  top  pick  came  from 
Andrew  Cummins  of  hedge  fund 
Explorador  Capital.  He  said  Chile's 
third-largest  supermarket  chain, 
Supermercados  Unimarc  S.A.,  had 
been  oversold  in  the  global  markets 
meltdown.  Unimarc  finished  the  vea 
at  $4.19,  up  44%. 

Our  three  best  shorts  were  medic; 
devices  vendor  PLC  Medical  Systems. 
Viasoft,  which  makes  software  to 
fight  Y2K  computer  bugs;  and  pri- 
vate mortgage  insurer  MGIC  Invest- 
ment Corp.,  which  fell  victim  to 
falling  mortgage  rates.  These  three 
averaged  a  decline  of  70%. 

Worst  short  of  the  year:  Nokia,  at 
split- adjusted  $36.  Today  the  stock  i 
around  $120. 

For  continuous  updates  of  Street- 
walker recommendations,  go  to 
forbes.com/streetwalker/picks.htm. 
-S.F.  and  Samantfia  Lee    ■ 
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The  Scudder  Retirement  Plus  Account55 


Freedom. 

If  you  want  it  tomorrow, 
consider  our  IRA 


A 

today.  i 


Introducing  the  Scudder  Retirement  Plus  Account. 

Be  free  to  make  the  most  of  your  retirement  assets.  At  Scudder  you  can. 

We  make  sure  you  keep  more  of  your  money.  Be  completely  free  of  annual 
fees.  Pay  no  transaction  fees  on  over  2,000  no-load  mutual  funds.1 


Transaction  Fees  For  No-load  Funds 
at  Scudder,  Fidelity,  and  Schwab* 


Invest: 


Scudder 
Retirement 
Plus  Account 


Fidelity  Brokerage     Schwab 
Retirement  IRA 

Account 


$  10,000 

$0 

$45 

$70 

$  25,000 

$0 

$75 

$125 

$  50,000 

so 

$125 

$175 

$100,000 

$0 

$150 

$275 

*Based  on  a  July  1998  survey  of  Fidelity  and  Charles  Schwab  for 
purchases  placed  through  a  representative  for  no-load  funds  such 
as  Vanguard  or  T.  Rowe  Price.  Savings  may  vary  based  on  the  size 
and  nature  of  trades.  Fees  and  commissions  subject  to  change. 
A  complete  fee  schedule  is  available  upon  request. 


We  give  you  plenty  of  mutual  fund  options. 

Get  freedom  of  choice  with  over  8,000  funds.  But 
more  than  quantity,  we  provide  you  with  well- 
known  choices.  Starting  with  Scudder,  and  including 
the  likes  of  Fidelity,  T.  Rowe  Price,  and  so  on.2 

We  give  you  more  investment  options  than 
you'll  ever  need.  Be  free  to  trade  stocks.  At 
reduced  trading  costs.  Buy  bonds.  Maximize  unin- 
vested cash  in  money  market  funds.3 

We  give  you  more  confidence.  We  give  you 
decision-making  power.  Access  to  Wall  Street  On 
Demand®  research!.  Trained  retirement  specialists. 
Registered  representatives. 

For  total  freedom,  consider  moving  your  IRA  to  Scudder.  Our  Retirement 
Plus  Account.  Call  us  or  visit  our  Web  site  today. 


1  800  SCUDDER  ext.  ?.sn* 


www.scudder.com  AOL  keyword:  Scudder 


SCUDDER 


The  place  to  plan  your  retirement. 


There  is  typically  o  $25,000  minimum  for  the  Retirement  Plus  Account.  This  minimum  is  reduced  to  $10,000  if  you  hove  more  than  $100,000  in  any  combinotion  of  mutual  funds  and  individual  securities 
at  Scudder,  excluding  certain  qualified  retirement  plans  such  as  401  (k)  and  403(b)  plans.  'Funds  held  less  than  6  months  may  be  charged  a  transaction  fee.  Available  funds  moy  charge  redemption  or  12W 
fees.  'For  more  complete  information  obout  any  mutual  fund  available  through  Scudder,  including  management  fees  ond  other  expenses,  contact  Scudder  Brokerage  for  a  prospectus.  Please  review  the 
prospectus  carefully  before  investing.  'Unlike  bonk  products,  an  investment  in  a  money  market  fund  is  neither  insured  nor  guaranteed  by  the  Federal  Deposit  Insurance  Corporation  or  any  other 
government  entity  ond  there  con  be  no  ossuronce  that  the  fund  will  be  able  to  maintain  a  stable  net  asset  volue  of  $1.00  per  share.  Scuddei  Retirement  Plus  Account  is  o  service  of  Scudder  Brokerage 
Services,  Inc.,  42  Longwatei  Drive,  Norwell,  MA  02061.  Membei  NASD/SIPC.  The  place  to  plan  your  retirement  is  a  service  mark  of  Scudder  Brokerage  Services,  Inc.,  and  its  affiliates. 
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The  overall 


hn  E.  Lennox,  comanager  of 
ston-based  Colonial  Fund  ($1.7 
lion  assets),  searches  for  relatively 
dervalued  technology  stocks.  Since 
gust  the  fund  found  enough  tech- 
>logy  stocks  with  sufficiently  low 
E  multiples  that  it  increased  its  stake 
the  sector  from  6.7%  to  11.4%. 
Two  suppliers  of  equipment  for 
anufacturing  semiconductors,  Ap- 
ed Materials  (AMAT,  S43)  and  Tera- 
Tie  (TER,  S42),  top  Lennon's  recent 
IV  list.  He  thinks  both  firms  will  ex- 
ed  their  consensus  1999  earnings 
recasts  as  demand  increases  from 
bounding  Asian  markets.  Lennon 
pects  Teradyne  to  earn  $1.95  a  share 
is  year,  versus  a  Street  consensus  esti- 
ate  of  $1.42.  And  he  thinks  that 
jplied  Materials  could  earn  as  much 
$2.07  a  share,  rather  than  analysts' 
ean  forecast  of  $0.63. 


Special  focus 


The  new  year  could  be  a  prosperous  one 
for  apparel  manufacturers,  thanks  to  the 
strong  dollar  and  low-cost  labor  in  Asia 
and  Mexico.  For  the  companies  below 
analysts  expect  1999  profits  to  grow  an 
average  of  22%  over  1998.  These  stocks 
sell  for  an  average  12  times  estimated 
1999  profits,  versus  28  for  the  S&P  500. 


Markdown  prices 

Company 

Recent 
price 

EPS  growth 
'99  vs  98 

Authentic  Fitness 

$18.25 

18% 

Intimate  Brands 

29.88 

16 

Jones  Apparel  Group 

22.06 

25 

ftautica  Enterprises 

15.00 

14 

North  Face 

Pacific  Sunwear  of  Calif 

13.00 
16.38 

38 
28 

Tommy  Hilfiger 

60.00 

20 

Warnaco  Group 

25.25 

17 

Sources:  Market  Guide  via  OneSource  Information 
Services;  IBES  Express. 


6500 
5500 

4500 

The  Barra  All-US 

Market  value:  $13. 
PIE.  26.8 
P/E  minus  negative 
Price/book:  3.9 
Yield:  1.2% 

price  index  as  of  12/31/98 

,.nn  12-month  closeup 

.  trillion 
EPS:  24.6 

3500 

5500  /  /Ki 

2500 

5100J/     if 

1500  i 

'88      '89     '90 

f*       Performance 
'           Last  4  weeks 

Since  12/31/97 

•91     '92      '93     '94 

Price    Total  return 

7.3%            7.4% 
19.8             21.5 

'95     '96      '97      '98 

|    /■  Barra  index     J  II 

/  ■200-day        f  V 

/        moving  average  |    1 

4700DJ    F  M  A  M  J    J    A  S  ON  D 
'97                     '98 

Closeup  on  the  markets 

Index  or  investment 
Barra  All-US  index 
SIP/Barra  Growth  index 
S&P/Barra  Value  index 
Dow  tones  industrials 

%  chan 

ge  from 
5-year  high 

0.0% 

5.3% 
5.2 

1 

19.8% 

1 

40.6 

-1.3 

2.9 

3.4 

Z3 

12.5 
16.1 

-2.5 
-2.1 

1 

SIP  500 
NYSE 

4.2 
4.5 

ZJ 

26.7 

-1.0 

16.6 

-0.8 

Nasdaq 

7.3 

|               39.6 

0.0 

PSE  Tech  100 

7.8 

|            54.6 

0.0 

EAFE* 

3.5 

1 

18.2 
-16.5 

-3.2 
-27.0 
-30.6 

CRB  futures  index 

0.2 

] 

Gold  (Comex  spot) 

-1.1 

■ 

-0.4 

Yen'  (per  $US) 

-2.4 

-13.1 

-23.0 

Oil   (W  Texas  Intermediate) 

9.2 

~|-32.2 

-54.7 

Buying 

Recent 
price 

Market 
value 
($mil) 

1999 
EPS' 

Selling 

Recent 
price 

Market 
value 
($mil) 

1999 
EPS8 

Allegiance  Telecom 
Casella  Waste  Systems 

$12.13 
37.13 

$610 

$-3.87 

ContiFinancial 
Imperial  Credit 
Inland  Steel  Inds 

$7.13 

$333 

$2.39 

516 

0.95 

8.38 
16.88 

309 

1.46 

Copart 

32.38 

431 

1.36 

367 

1.109 
0.44 
0.10 

Meta  Group 

Xomed  Surgical  Products 

29.75 

345 

0.94 

Premisys  Communications 
WMS  Inds 

9.19 
7.38 

221 
207 

32.00 

388 

0.97 

The  best  and  worst  performing  industry  factors11 


Best 
Trucking 
Water  transport 
Cosmetics 
Containers 
Savings  &  loans 


2-week 
change 

Change 

since 

12/31/97 

Worst 

12.6% 

-3.7% 

Real  estate 

12.4 

10.6 

Precious  metals 

11.8 
10.0 

10.3 
-10.3 

Photographic,  optical 
Life  insurance 

9.6 

-7.0 

Pollution  control 

week 
lange 

Change 

since 

12/31/97 

-1.9% 

7.0% 

-1.9 

10.4 

-1.0 

3.6 

-0.9 

32.1 

0.8 

14.3 

lata  for  period  ending  12/31/98.  The  Barra  All-US  pnce  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stxks  traded  on  U.S.  markets.  ADRs,  REITs  and  closed-end  funds 
ire  excluded.  -Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to- 
xx*  ratios,  high  yields  and  low  pnce-to-earnings  ratios.  3A  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  *A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks. 
Source:  Morgan  Stanley  Capital  International.  'Index  of  21  commodity  futures.  6Source:  Bridge-Commodity  Research  Bureau.  'Buys  and  sells  are  tabulated  by  fastcheck.com,  a  proprietary  model  from  the  Mutual  Discovery  Network.  For  an  update  on  the 
Krformance  of  these  stocks  see  our  Web  site  at  www.forbes.com/wallstreet.  Consensus  estimate.  'Flash  estimate  is  the  average  of  a  firm's  estimates  received  over  the  last  four  weeks.  Flash  estimate  is  printed  when  it  differs  from  the  consensus  by  at  least 
15%.  "Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  sources:  Barra,  Inc.;  IBES  Express. 
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315 
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225 


Raw  industrials' 


305 


265 


225 


1994 


1995 


1996 


1997 


1998 


1994 


1995 


1996 


1997 


1998 


Metals,  grains  and  energy  prices  collapsed  in  1998.  The 
Bridge/Commodity  Research  Bureau  Index — comprising 
23  commodities — declined  19%  last  year.  The  Journal  of 
Commerce  and  Goldman,  Sachs  spot  indexes  of  commodi- 
ties prices  also  fell  sharply.  Katherine  Jones,  director  of 
futures  research  at  Prudential  Securities,  cites  excess  capac- 
ity and  weakened  Asian  demand  as  the  root  causes  of  the 
price  declines. 

Not  all  futures  are  depressed,  and  there's  still  plenty  of 
money  to  be  made.  "Most  of  the  activity  is  in  financial  prod- 
ucts like  Treasury  bond  contracts,  foreign  currencies  and 
stock  market  indexes,"  says  Prudential's  Jones. 


Deflation  in  prices  of  hard  assets  is  excellent  news  for  I 
American  consumer.  American  Skandia  Life  Assurance  chie 
economist  Lawrence  Kudlow  doesn't  expect  things  like  wag 
inflation  or  health  care  costs  to  have  much  overall  impact  < 
the  cost  of  living  in  1999.  "The  absence  of  inflation  is  th<| 
single  biggest  pro-growth  factor  in  the  U.S.  economy,'1 
Kudlow  says.  He  even  thinks  the  consumer  price  index! 
which  was  up  a  minuscule  1.5%  between  November  199' 
and  November  1998,  actually  overstates 'the  rise  in  the  cost  < 
living  since  it  includes  some  items  (e.g.,  tobacco  and  h 
care)  whose  prices  are  regulated  by  the  government.  Kudlov 
expects  inflation  to  stay  at  an  extremely  low  level  in  1999,  anc 
he's  bucking  the  pessimistic  consensus  forecast  for 
growth  in  1999  (seep.  48)  by  calling  for  growth  of  3%. 


ommodity  spotlight 


J    F  M    A    M     J     J 
1998 


Bridge/CRB  cash  and  futures  prices 

Spot  indexes 

Futures  indexes 

Index5 

Value 

3-mo  change 

Index5 

Value 

3-mo  change 

All  commodities 

235.22 

-8% 
-6 

CRB  index 

191.22 

-6% 
-2 

Raw  industrials 
Foodstuffs 
Metals 
Textiles 

265.32 

Precious  metals 

234.27 

197.52 

218.51 

237.47 

-12 

-11 

-3 

Grains 
Industrials 
Livestock  &  meats 

172.84 
185.30 

186.70 

2 

-13 

-2 

Petroleum  is  now  selling  on  the  spot 
market  for  $12.05  a  barrel,  and  those 
who  invest  in  the  futures  market  don't 
expect  any  rebound  in  prices  in  the 
first  quarter  of  this  year.  The  March 
1999  crude  oil  futures  contract  lost 
one-third  of  its  value  last  year,  declin- 
ing from  $18.58  per  barrel  at  the  start 
ofl998to$12.19onDec.  31. 


Spot  prices  Futures  prices 

Commodity                        Price     3-mo  change      Commodity  Price  3-mo  change 

Copper  scrap  (pound)        $0.53        -14%           Mar  Chi  wheat  (bushel)  $2.76  -3% 

Corn  (bushel)                    2.13            7              Mar  copper  (pound)  0.67  -10 

Print  cloth  (square  yard)     0.91            0              Mar  cotton  (pound)  0.60  -17 

Soybean  oil  (pound)            0.23          -8              Mar  crude  oil  (barrel)  12.19  -26 

Steel  scrap  (short  ton)      84.00        -22              Apr  platinum  (troy  oz)  367.20  3 

Note:  All  prices  as  of  12/31/98.  'Composed  of  13  raw  industry  commodities.  Composed  of  the  13  raw  industrial  commodities  plus  10  foodstuffs.  3Gold,  platinum  and  silver. 
Composed  of  17  commodities.  bBase  for  spot  and  futures  indexes  (1967=100).  Source:  Bridge  Commodity  Research  Bureau. 
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[understand  icons.  That's  why' 
when  we  were  searching  for  a, 
publishing  partner  to  help 
raft  a  book  celebrating 
Firestone's  centennial,  we  chose 
Forbes  —  a  publishing  partner 
whose  impeccable  reputation 
and  character  complimented 
our  client's.  Who  better  than  • 


American  icon  to  entrust 


an  American  icon? 


0k 


Chuck  Creasy      i 


ramici  aim  ^itrau^e  i_vireuiur 
Dye,  Van  Mol  &.  Liawrence  Adve 
Public  Relations 


\    / 


ling  is  a  full-service  pu 


;e  your  book  project  from  concept  to  completion. 


Call  us  today  at  1.800.242.8786,  e-mail  us  at  fcpinf<ir?5;forfees,cofti ■, 


The  Forbes/Hulbert 


All- weather  portfolios 

Have  your  stocks  kept  up  in  this  bull  market?  And  did  they  survive  last  summer's 
correction?  If  you  are  disappointed,  consider  taking  advice  from  an  expert. 


itingt 


By  Mark  Hulbert 


No  QUESTION  WHAT  KIND  of  money 
manager  you  want  to  be  with  in  a 
bull  market — a  big  risk  taker  like 
Jim  Collins,  publisher  of  ore 
Insight.  Over  the  past  1 1  years  this 
investment  letter  has  chalked  up  a 
23%  average  annual  return,  putting 
it  at  the  top  of  the  investment  letter 
business  for  raw  performance.  The 
letter  landed  there  on  the  strength 
of  stunning  results  in  good  months 
that  earn  it  an  A+  for  up  market 
performance. 

But  when  the  bear  strikes,  you 
don't  want  to  be  anywhere  near  the 
kind  of  stocks  Collins 
favors — stocks  like  Dell 
Computer  and  MindSpring 
Enterprises.  On  average, 
otc's  portfolio  slid  at  the 
heart-stopping  annualized 
rate  of  75%  during  bear 
markets  since  1987.  We 
give  it  a  down  market 
grade  of  D. 

Being  ultraconservative, 
like  money  man  Charles 
Allmon  has  been,  probably 
won't    beat    the    market 
either.   His   Growth  Stock      ^^^M 
Outlook  picks  terrific  stocks, 
but  has  been  so  heavily  in  cash  over 
the  past  decade  that  it  has  largely 
missed  the  bull  market. 

There  is,  however,  a  middle 
ground.  The  Honor  Roll  above 
shows  the  investment  letters  that  land 
in  the  top  half  of  the  pack  in  both 
bull  and  bear  markets.  This  is  no 
mean  feat  since  the  strategies  that  do 
well  in  one  kind  of  market  usually  do 
the  worst  in  the  other.  One  of  these 
all-weather  performers  is  the  Value 
Line  Investment  Survey,  which  has 
compiled  an  extraordinary  market 
beating  record  over  the  past  33  years 
(see  story,  p.  114). 

Last  summer's  stock  market  cor- 
rection is  good  news  for  this  year's 
Forbes/Hulbert  Investment  Letter 


Survey,  our  annual  rating  of  newslet- 
ters that  recommend  U.S.  stocks  and 
funds.  Before  that  correction,  the 
broad,  sustained  bull  market  had 
made  it  difficult  to  tell  advisers  with 
genuine  ability  from  those  living  on 
mere  luck. 

Now  the  correction  gives  us  a  load 
of  information  about  which  advisers 
truly  earn  their  pay.  To  mine  this 
information,  we  reviewed  the  Hul- 
bert Financial  Digesfs  newsletter  per- 
formance database,  starting  at  the 
peak  of  the  market  in  1987.  We 
divided  the  ensuing  1 1  years  into  up 

Honor  Roll 


,■ 


Performance 
UP   DOWN 

market 

Newsletter 

Editor 

Sain  since 
8/31/87 

B       B 

Chartist 

Dan  Sullivan 

15.0% 

A       B 

Fundline 

David  Menashe 

14.8 

B       B 

Investment  Quality  Trends 

Gregory  Weiss 

13.6 

B       B 

No-Load  Fund  Investor 

Sheldon  Jacobs 

10.0 

B       A 

Systems  &  Forecasts 

Gerald  Appel 

12.2 

B       B 

Value  Line  Investment  Survey 

Value  Line  Publishing 

12.2 

All  data  through  11/30/98.  Gains  are  annualized. 

t 


duce  handsome  long-term  returr 
So  why  not  just  forget  the  ups  ai; 
downs  and  focus  on  the  23%  ave* 
age  gain  of  a  letter  like  ore  Insigi 
Two  reasons.  One  is  that  it's  a  ra 
investor  who  can  tolerate  exaggen 
ed  declines,  and  if  you  ditch 
newsletter's  strategy  during  decline 
you  aren't  likely  to  be  following 
during  its  subsequent  recoverie 
Your  actual  return  will  be  far  I 
than  our  official  tally.  The  oth 
reason  is  that  the  past  1 1  years  ha 
been  abnormally  bullish,  with 
14.1%  average  annual  total  retui 
on  the  Wilshire  500< 
The  next  decade  is  like 
to  have  longer  or  deep* 
corrections. 

Consider  another  lett< 
that  does  make  this  year 
Honor  Roll,  Systems 
Forecasts,  edited  by  Geral. 
Appel.  It  hasn't  done  ; 
well  in  up  markets,  earnin 
12%    annualized    and 


An  exclusive  club:  Only  these  six  newsletters  have  earned 
grades  of  B  or  better  in  up  markets  and  down  markets. 


markets  and  down  markets.  Up  mar- 
kets, of  course,  include  most  of  the 
time  during  those  years.  There  have 
been  only  three  significant  market 
declines:  a  30%  decline  (as  measured 
by  the  broad  Wilshire  5000  index) 
for  the  three  months  ended  Nov.  30, 
1987,  and  two  17%  declines,  during 
the  five  months  to  Oct.  31,  1990  and 
the  two  months  to  Aug.  31,  1998. 
We  graded  newsletters  separately  for 
up  and  down  market  performance. 

Fair-weather  advisers  don't  make 
the  cut.  We're  referring  to  the  many 
letters  that  perform  wonderfully  in 
big  market  rallies  but  then  suffer 
huge  losses  during  declines.  To  be 
sure,  a  few  of  these  stopped-clock 
bulls  gain  enough  in  rallies  to  pro- 


' 


I 
I 
grade  of  B.  Yet  Appel  h: 
really  delivered  in  dow 
markets,  losing  an  annua 
ized  average  of  just  9%  an 
earning  an  A. 
We  know  that  many  investors  wi 
find  it  difficult  to  choose  any  advist 
who  has  gained  12%  per  year  ovt 
one  who  gained  23%.  But  keep  i 
mind  how  strongly  bullish  the  las 
decade  has  been.  If  the  next  decade  ; 
less  so,  then  services  such  as  Systen. 
&  Forecasts  are  more  likely  to  give  th 
kind  pf.advice  you  can  live  with. 

In  calculating  newsletters'  perfor 
mance,  the  Hulbert  Financial  Dijjes 
simulates  the  real-world  experience  1 1 
of  subscribers.  Thus,  mail  delays  ami: 
trading  costs  are  accounted  for.  Taxc  I ' 
on  capital  gains,  however,  are  not;  s<  I 
if  you  become  enamored  of  a  quick  I 
trading  newsletter,  you  should  follov  I . 
it  in  a  tax-deferred  trading  accoun  I 
like  a  self-directed  IRA.  ■ 
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Returns  through  Nov.  30. 1998  for  newsletters  with  a  predominant  U.S.  equity  focus.  *Babson-United  Advisors  has  disputed  the  HFD's  calculations;  see  www.hulbertdigest.com/ub.  tA  number 
above  1.0  means  the  portfolio  beat  the  Wilshire.  risk-adjusted. 

Source:  Hulbert  Financial  Digest. 
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The  momentum  formula 

Samuel  Eisenstadt  has  some  doubts  about  highfliers  like  Yahoo,  but  his  system 
says  you  should  own  them.  And  his  system  has  performed  brilliantly  for  33  years. 


By  John  Gorham 

You'd  think  that  after  three  decades 
as  a  successful  stock  picker,  Samuel 
Eisenstadt  would  have  complete  faith 
in  his  own  system.  Not  quite.  At  age 
76,  the  research  chairman  for  Value 
Line,  Inc. — and  the  coinventor  of  what 
may  be  the  most  famous  stock-picking 
system  in  the  world,  the  Value  Line 
timeliness  ranking — still  has  doubts. 

These  days  Eisenstadt  is  skeptical  of 
the  high  ratings  the  system  gives  to 
Internet-related  stocks  like  Yahoo  and 
America  Online.  AOL  was  up  about  sev- 
enfold last  year  and  trades  at  270  times 
trailing  earnings.  "I  wouldn't  buy  it," 
Eisenstadt  admits.  But  the  Value  Line 
rating  system  doesn't  have  any  gut 
instincts,  and  it  doesn't  care  that  a 
stock's  price/earnings  ratio  is  higher 
than  the  market's.  Rather,  the  system 
picks  up  on  aol's  accelerating  net 
income  and  share  price,  and  the  fact 
that  the  stock's  p/e,  however  high,  is 
not  out  of  line  with  its  growth  rate. 

Do  you  trust  the  man  or  his 
machine?  Go  with  the  machine,  urges 
Eisenstadt.  "I'm  right  once  in  a  while. 
But  over  time  the  system  will  beat 
me,"  he  says. 

Subscribers  to  the  Value  Line  Invest- 
ment Survey,  one  of  six  newsletters  on 
the  1999  Forbes/Hulbert  Investment 
Letter  Honor  Roll  (see  story,  p.  112), 
know  Eisenstadt's  work.  Since  1980 
Value  Line's  suggested  portfolio  has 
gained  an  average  of  17.9%  per  year 
after  trading  costs,  compared  with 
16.4%  for  the  Wilshire  5000  index, 
according  to  the  Hulbcrt  Financial 
Digest.  We  don't  have  an  independent 
evaluation  of  the  Value  Line  system 
prior  to  1980,  but  Value  Line  says  that 
someone  who  hypothetically  owned 
just  the  top-rated  stocks  for  32  years  to 
1997  would  have  made  20.8%  annual 
ly  before  allowing  for  trading  costs. 

Eisenstadt,  the  son  of  an  immigrant 
Brooklyn  cabinetmaker,  had  little  in  his 
background  to  recommend  a  financial 
career.  His  only  formal  training  was  a 
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statistics  program  at  the  City  Universi- 
ty of  New  York,  where  he  earned  a 
degree  in  1943.  After  Army  service  as 
an  artilleryman  in  France  in  World  War 
II,  he  returned  home  and  found  a 
$2,000-a-year  part-time  job  as  a  proof- 
reader for  Value  Line. 

Value  Line's  founder,  Arnold  Bern- 
hard,  had  been  searching  for  a  scientif- 
ic approach  to  picking  stocks.  With 
Eisenstadt's  help,  Bernhard  tried,  with 
only  some  success,  to  come  up  with 
formulas  to  explain  the  price  move- 
ments of  individual  stocks.  In  1965 
Eisenstadt  proposed  a  different 
approach:  Compare  stocks  to  each 
other,  in  an  effort  to  predict  which 
ones  are  most  likely  to  outperform  over 
the  next  6  to  12  months.  It  was  a 
breakthrough. 

While  the  exact  formulas  are  a  secret, 
Value  Line  has  told  its  subscribers  a  lot 
about  what  factors  will  put  a  stock  high 
on  the  timeliness  scale.  The  Eisenstadt 
formula  relies  heavily  on  momentum. 
The  theory  is  that  companies  whose 
earnings  and  stock  prices  have  risen  the 
most  lately  will  continue  to  do  best  for 
l  while  longer.  Accelerating  earnings 
and  volatility  also  figure  in,  as  do 
p  sitive  earnings  surprises  (reported 
ea  lings  above  analyst  expectations). 


Momentum  is  an  old  game  on  Wa 
Street,  but  Eisenstadt  is  rare  if  n 
unique  in  reducing  the  approach 
rigid  formula.  "Our  objective  was  t 
squeeze  as  much  science  into  investin 
as  we  could,  even  if  it's  a  small  adv; 
tage,"  recalls  Eisenstadt. 

That  small  advantage  compound 
over  time,  and  it  has  helped  punctur 
the  theories  of  a  generation  c 
"random  walk"  fans  who  said  that  th 
stock  market  is  too  efficient  to  b 
beaten.  The  small  statistical  advantag 
also  translates  into  a  large  advantage  fo 
Value  Line  in  selling  its  data-packe« 
weekly  stock  reports.  Value  Line  get 
$570  a  year  for  its  serxice,  which  cover 
1,700  companies. 

The  statistical  advantage  has  no 
translated  into  any  great  wealth  fo 
Eisenstadt,  who  owns  no  shares  in  th< 
company  he  helped  build  and  was  paic 
a  modest  $215,000  last  year.  (He  live 
with  his  wife  in  a  condo  in  Little  Neck 
NY.)  But  the  statistics  have  made  a  lo 
of  money  for  Value  Line's  subscriber 
oxer  the  years,  and  they  made  Bern 
hard  wealthy. 

At  his  death  in  1987,  control  of  th< 
company  passed  to  his  daughter,  Jear 
Bernhard  Buttner.  She  holds  a  stak< 
noxv  xxorth  $320  million.  ■ 
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Playing  the  Latin  rebounc 

The  economies  of  Latin  American  countries  have  been  hit  hard,  the  stocks  harde 
and  the  closed-end  funds  harder  still.  Good  buys  are  buried  in  the  rubble. 


By  Kerry  A.  Dolan 

Latin  American  markets  can  tempt 
you  and  then  break  your  heart.  Valu- 
ations are  cheap,  courtesy  of  last 
summer's  upheavals;  many  govern- 
ments and  companies  are  finally  insti- 
tuting positive  reform.  But  then, 
along  comes  another  Carlos  Andres 
Perez.  The  former  Venezuelan  presi- 
dent (1974-79,  1988-93)  headed  an 
administration  that  was  unusually 
corrupt,  even  by  Venezuelan  stan- 
dards, and  was  impeached  and  con- 
victed of  misusing  public  funds.  In 
November  he  sprang  himself  from 
house  arrest  by  winning  election  to 
the  senate  and  thereby  getting  con- 
gressional immunity. 

Richard  Watt,  40,  who  manages 
four  Latin  closed-end  funds  with 
$350  million  in  total  assets  for  Credit 
Suisse  Asset  Management  (formerly 
bea  Associates),  can  only  sigh  when 
the  Perez  story  comes  up.  Last  year 
was  a  rough  one.  Russia's  default 
freaked  investors.  Asia's  depression 
undermined  prices  for  commodities, 
including  copper,  grains  and  oil,  all 
crucial  Latin  American  exports.  The 
net  asset  value  for  Watt's  funds  each 
declined  between  25%  and  41%.  As 
market  discounts  from  asset  value 
widened,  Watt's  shareholders  fared 
even  worse  than  that. 

Their  loss  is  your  opportunity. 
Since  bottoming  in  mid-September, 
Latin  American  bourses  have  rallied 
by  38%.  Despite  that  rebound,  equi- 
ties are  reasonably  priced.  In  Watt's 
Latin  America  Equity  fund,  for  exam- 
ple, you  are  getting  shares  of  YPF,  an 
integrated  oil  company  in  Argentina 
that  trades  at  6.5  times  estimated  cash 
flow  (in  the  sense  of  expected  1998 
earnings  plus  depreciation).  The  com 
parable  ratio  for  Exxon  is  about  twice 
that.  Buy  the  fund  and  you  are  buying 
YPF  even  cheaper  since  the  fund  trade; 
on  the  New  York  Stock  Exchange  at  a 
29%  discount  to  net  asset  value. 
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Credit  Suisse  fund  manager  Richard  Watt 
Choose  well — you'll  find  bargains. 


Venezuela  may  be  on  the  wrong 
track,  but  across  the  region  condi- 
tions are  improving.  Inflation  has 
been  chopped  to  single  digits;  pro- 
ductivity has  increased  as  a  host  of 
formerly  state -run  companies  have 
been  privatized;  fiscal  deficits  are 
small  enough  to  qualify  many  Latin 
American  countries  (notably  except- 
ing Brazil)  to  join  Europe's  Maas- 
tricht Treaty. 

Watt  expects  GDP  for  the  region, 

Latin  America  at  a  discount 


Fund 

12-month   Discount    Annual 

total        to  NAV    expenses 

return  (est)                per  $100 

■■■■■■ 

Argentina  -19.5%  -26.0%  $1.71 

Brazil  -28.3  -26.8  1.46 

Chile  -24.5  -28.0  1.50 

Latin  America  Equity  -40  9  -28.5  1.65 

Latin  America  Inv  -33.4  -27.6  1.68 

Figures  through  12/31/98.  Sources:  Upper  Inc.;  Morningstar.  Inc. 
Regional  turmoil  last  year  brought 
terrible  returns  for  these  funds; 
now  the  discounts  are  enticing. 
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on  average,  to  expand  by  0.5%  tl  "s  ! 
year,  less  than  the  2%  or  so  grow,  tors 
expected  from  the  U.S.  econonj 
With  a  well -diversified  portfolio,  y 
can  withstand  disasters  afflicti;' 
single  stocks  or  even  whole  countri 
And  you  do  get  disasters.  One  oft 
worst  performers,  Venezuelan  pa] 
company  Venepal,  was  down  91% 
dollar  terms  last  year 

A  handful  of  companies  south 
the   border   show  strong   profi 
growth  and  balance  sheets — esp 
cially    compared    with    emergi 
Asia — and  have  adopted  the  tou 
U.S.  standards  for  accounting  ar 
disclosure.  Telecomunicacdes  de  Si' 
Paulo  serves  a  market  of  34  millk 
people  in  the  state  of  Sao  Paul 
which,  if  it  were  a  nation,  would  1 
the  richest  in  Latin  America  in  terr 
of  GDP  per  capita.  Yet  only  37% 
homes  and  68%  of  businesses  the 
have  phones.  Watt  estimates  tl 
company  could  easily  double  in  si 
in  five  years.  Yet  it  is  genuine 
cheap.  Its  enterprise  valuation  (del  Id 
plus  market  value  of  common) 
only  3.8  times  operating  incorr 
(defined  as  earnings  before  deprec 
ation,  interest  and  taxes).  The  con  ! 
parable  ratio  for  BellSouth  is  9.4. 

Chile's  Chilectra,  the  electric  util 
ty,  has  its  Chilean  tariffs  set  for  rw 
more  years  and  is  improving  efficiei 
cy  at  its  Peruvian,  Argentineai 
Colombian  and  Brazilian  subsidiarie 
Mexico's  largest  retailer,  Cifra,  cor 
trolled  by  Wal-Mart  since  Septemb< 
1997,  is  debt-free  and  has  $600  mi 
lion  in  cash.  The  stock  slipped  nearl 
50%  last  year  in  dollar  terms. 

All  things  being  equal,  you  want  t  | 
buy  a  closed-end  fund  that  trades  at 
wide  discount  and  operates  with  lo^ 
overhead.  The  table  of  Latin  fund 
highlights  these  two  virtues  by  listin 
several  trading  at  discounts  at  least  1 
times  their  expense  ratios 
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Ice  better  control  of  your  investment  decisions  with 

I  The  FORBES  Stock 
Market  Course 


investor  should  own  The  Forbes  Stock 

let  Course,  the  practical  handbook  that 

the    goals    of    today's    smartest 

itors  —  and  the  strategies  they  use  to 

them. 


partial  list  of  topics 


to  choose  a  broker — Broker  commissions — How  to  place 
rder  —  Sources  of  information  —  Market  patterns  (how  to 
i  stock  market  movement)  —  Dollar-cost  averaging  — 
ig  on  margin  —  How  to  read  the  tape  —  The  Dow  theory 
tdexes:  the  Dow,  the  Russell  2000,  the  Wilshire  5000  — 
is  and  preferred  stocks  —  Derivatives  including  options  — 
to  read  a  company's  financial  statement — Mutual  funds. 


SPECIAL  BONUS  GIFTS 


Order  The  Course  today,  and  you'll  also  receive  two  special 
bonus  gifts:  The  Forbes  83-Year  Wall  Chart  of  Business  and 
Security  Trends,  plus  an  invaluable  Glossary  of  Investment  Terms. 

The  Course  describes  the  risk  level  of  various  investments  and 
helps  you  find  your  own  "comfort  level"  of  risk  and  reward.  Two 
sample  portfolios,  one  for  a  retirement  fund  and  one  for  the 
funding  of  a  child's  education,  show  these  risk/reward  factors  at  work. 

How  much  time  do  you  want  to  spend  on  your  investments?  The  Course 
describes  how  the  active  investor  attempts  to  beat  the  market  by  buying  low 
and  selling  high  —  a  method  requiring  close  attention.  It  also  outlines  how 
the  passive  investor  buys  and  holds  stocks  to  allow  dividends  and  appreci- 
ation to  produce  a  return.  Each  technique  is  fully  explained  in  this  time- 
tested  manual. 

The  Course  will  give  you  an  understanding  of  the  forces  that  drive  the 
market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the 
factors  affecting  the  prices  of  individual  stocks.  You  even  get  an  entire 
section  on  to  how  to  make  money  in  a  down  market. 

Written  in  simple,  concise  language,  The  Course  can  help  you  take  better 
control  of  your  investment  decisions.  You  can  enjoy  it  as  a  straight  "read- 
through"  or  refer  to  the  individual  topics  as  you  need  them.  It  comes  in  a 
handsome,  sturdy  binder,  with  sections  that  are  clearly  marked  and  more 
than  enough  space  for  making  your  own  notes. 


ORDER  THE  COURSE  NOW 


You  can  own  The  Forbes  Stock  Market  Course  for  just  $89-50  —  far  less 
than  investment  courses  at  local  colleges,  which  cost  as  much  as  $400 
or  more.  Order  yours  now.  Your  satisfaction  is  guaranteed:  If  you're  not 
completely  satisfied,  we'll  refund  your  money,  no  questions  asked. 
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That's  why  they 
call  it  junk 

The  default  rate  on  high-yield  bonds  could  double 
this  year.  In  some  sectors— steel,  energy,  paper, 
telecom— things  could  get  very  ugly. 


By  John  Gorham 

JUNK  IS  calling,  and 
plenty  of  folks  are  answer- 
ing. Investors  put  $4.7 
billion  into  junk  bond 
funds  in  November, 
drawn  by  yields  twice  as 
high  as  those  of  compara- 
ble-maturity Treasurys. 
The  money  is  still  coming 
in.  TrimTabs.com  Invest- 
ment Research  says  an 
additional  $1.1  billion 
flowed  into  junk  bond 
funds  in  December. 

Is  it  possible  some  of 
these  investors  have  for- 
gotten that  there  is  a 
reason  for  the  yield  pre- 
mium on  junk  bonds? 
That  in  time  of  trouble 
they  could  suffer  principal 
losses?  "Yields  are  tempt- 
ing, but  some  sectors  are 
just  risky,"  says  Mark 
Vaselkiv,  40,  manager  of 
the  T.  Rowe  Price  High 
Yield  Fund.  "Defaults  are 
coming." 

The  weakness  isn't  hard  to  spot. 
Look  first  at  cyclical  sectors  like  steel, 
energy  and  paper  goods.  Even  before 
any  recession  arrives,  crashing  com- 
modity prices  have  hurt  a  slew  of 
companies.  Gulf  States  Steel's  13/4% 
bonds  yield  65%  to  maturity,  marking 
the  company  as  a  better-than-even- 
odds  default  candidate. 

Oil's  collapse  is  straining  some 
second-tier  firms,  such  as  Benton  Oil 
&  Gas  Co.,  whose  9%%  senior  notes 
yield  about  23%,  and  TransAmerican 
Refining  Corp.,  whose  13%  zero 
coupon  bonds  yield  up  to  60%. 
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T.  Rowe  Price's  high-yield  manager,  Mark  Vaselkiv 
"Defaults  are  coming,"  so  he's  pulled  in  his  horns. 


Investors  also  lose  when  the  value 
of  a  bond  erodes,  even  if  the  issuer 
can  stave  off  default.  Consider  Gay- 
lord  Container,  which  makes  the 
cardboard  for  cardboard  boxes.  Gaj 
lord  issued  a  senior  note  last  Febru- 
ary with  a  9%%  coupon.  The  note  has 
sunk  to  a  price  of  86  cents  on  the 
dollar,  yielding  12.1%  to  maturity.  It 
could  go  lower.  With  the  price  of 
cardboard  down  30%  over  the  last 
three  years,  Gaylord's  operating 
income  (earnings  before  depreciation, 
interest  and  taxes)  hasn't  covered  its 
interest  expense  for  two  years.  To 


avoid  default,  Gaylord  has  been  di 
ping  into  bank  lines.  In  short,  t 
extra  7.5  points  of  yield  above  Trt 
surys  scarcely  compensates  vou 
the  added  risk. 

It's  not  just  commodity  product 
that  deserve  skepticism.  Telecommi 
nications  has  attracted  a  flood  of  c& 
ital  and  seems  destined  for  price  wa 
Last  year  dozens  of  startups,  froi 
tiny  Covad  Communications  to  gjaj 
Qwest  Communications,  raised  $? 
billion  in  proceeds  by  selling  zeij 
coupon  bonds,  which  in  most  cas; 
defer  interest  for  five  years  to  be  pa)  l.Affl< 
upon  final  maturity.  "These  are  cap 
tal  hogs  going  again 
established  competitors 
says  Vaselkiv 

As  recently  as  Septeif 
ber  junk  was  a  bargain 
yielding  an  average  i 
eight  points  over  Treri 
surys.  But  that  spread  h. 
fallen  even  as  default  rir 
is  expected  to  ris< 
According  to  Donaldsoi 
Lufkin  &  Jenrette,  th 
default  rate  for  jura 
bonds  in  1999  is  expecte 
to  be  2.5%,  about  twici 
what  it  was  in  1998. 

A  surge  of  new  issuanc- 

last  year  means  the  defau 

rate  will  only  be  slight! 

above  the  2.3%  averag 

since  1977.  But  with  s 

much     defaulted     papt 

expected,  it's  time  to  b 

very  selective.  Steven  Rug 

giero,  head  of  high-yiel 

research  at  Chase  Manhai 

tan's  brokerage  unit,  sa> 

most  investors  should  hav 

a  junk  portfolio  invested  i 

least  80%  in  bonds  rated  B  or  highe: 

The  Vanguard  High-Yield  Corporat 

Bond  hind,  yielding  8.5%,  qualifie; 

Dreyfus  High-Yield  Securities,  yield 

ing  17.8%,  doesn't.  It  has  about  50' 

in  issues  rated  lower  than  B. 

T  Rowe's  Vaselkiv  started  playing  i 
safe  in  July,  cutting  B  and  lower-rata 
bonds  down  to  half  of  assets.  Now  h 
has  88%  of  his  portfolio  in  bonds  rate< 
B  or  better,  and  cyclical  industrie 
make  up  just  10%.  Proof  of  pudding 
Vaselkiv's  fund  returned  4.4%  in  1998 
compared  with  a  slight  loss  for  th 
average  junk  fund.  ■ 
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If  you  are  inspired  to  catch 
your  own  dinner,  perhaps 
you  can  build  the  boat,  too. 

The 

Noah 

fantasy 

By  Jessica  Maxwell 

Abuzz  saw  whines  sharply 
in  the  corner  where  three 
woodworkers  are  cutting 
a  plywood  prow  Sawdust 
rooster  tails  shower  the 
resident  springer  spaniel  and  perfume 
the  air  of  Gregory  Tatman's  workshop 
with  the  aroma  of  yellow  cedar.  Above 
the  din  of  the  machinery  rise  the 
somber  notes  of  "Amazing  Grace," 
played  on  a  trumpet.  Then — for  the 
fifth  time  that  morning — the  phone 
interrupts  Tatman's  music  lesson. 

"Tatman  Wooden  Boats,"  Tatman 
answers  patiently.  "Oh,  a  couple  of 
months,  if  you're  working  alone  on 
weekends.  Three  days  if  you  drink  a  lot 
of  espresso." 

Between  trumpet-playing  sessions 
Tatman  builds  and  sells  boat  kits.  Fin- 
ished boats,  too,  but  mostly  kits, 
designed  to  satisfy  the  common  male 
fantasy  of  building  one's  own  boat. 
Not  just  any  boat.  Tatmans  are  gen- 
uine McKenzie  River  driftboats,  hand- 
some high-prowed  vessels  whose  parts 
are  cut  by  hand  in  a  three-room  shop 
a  quarter-mile  from  their  nan  esake 
river  in  the  rural  mill  town  of  St 
field,  Ore.  This  is  the  best  place  u 
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world  to  build  a  fishing  boat — the 
trout  are  right  there,  and  so  are  the  fir 
and  cedar  forests  that  will  feed  your 
boat  shop. 

"The  development  of  the  driftboat 
is  unique  in  wooden-boat  history," 
Tatman  explains.  Traditionally,  he  says, 
a  new  boat  design  comes  from  the 
drawing  board  of  a  boat  designer.  The 
curved  surfaces  of,  say,  a  sailboat,  need 
to  be  drawn  in  three  views  around  a 
baseline,  much  like  a  house  plan.  The 
boat  can  then  be  reproduced  in  three 
dimensions  off  this  baseline,  called  a 
"strong  back."  The  ribs  and  keel  are 
then  precisely  positioned  on  the  strong 


back,  a  tedious  and  time-consumin 
process. 

Enter  a  local  mill  worker,  circ 
1948 — the  mythical  inventor  of  th 
McKenzie  River  driftboat.  He's  n- 
boat  designer,  but  he's  hand}'  with 
crosscut  saw  and  needs  a  boat  to  floj 
the  McKenzie  because  all  the  goo« 
trout  spots  on  the  banks  are  taken. 

The  boat  must  be  sturdy,  with  a  rial 
wide  bottom  to  handle  rocks  am 
rapids,  and  it  must  be  easy  to  build 
Out  of  these  requirements,  the  m\thi 
cal  mill  worker  fashions  the  firs 
McKenzie  driftboat,  pretty  mucl 
designing  it  as  he  goes  along,  cuttinj 
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anels  out  of  plywood. 
Tatman  simply  followed  in  that 
nan's  footsteps.  To  this  day,  the  most 
lopular  driftboat  is  a  16-footer,  made 
rom  double-length  sheets  of  plywood. 
Your  local  lumberyard  stocks  only  4- 
3y-8-foot  plywood,  but  if  you  lived  in 
he  Pacific  Northwest,  near  the  mills, 
/ou  could  get  your  hands  on  1 6-foot  - 
ong  plywood.)  The  boat  is  only  4  feet 
wide  because  that  is  how  wide  ply- 
vvood  is. 

''Plywood  bends  evenly,"  Tatman 
adds.  "So  our  fisherman  could  design 
and  build  his  boat  at  the  same  time." 
If  he  wanted  to  make  more  than 


one  boat,  he  just  transferred  critical 
dimensions  to  another  sheet  of  ply- 
wood, which  served  as  a  pattern  to 
build  the  frames.  Over  the  years  these 
driftboat  "pattern  jigs"  accumulated  in 
the  attics  and  garages  of  local  fisher- 
men, never  making  it  to  paper  and 
never  needing  to. 

No  one  really  knows  who  invented 
the  first  McKenzie  driftboat,  though  a 
number  of  locals  have  laid  claim  to  it. 
Generally  the  credit  goes  to  a  Spring- 
field fly  fisherman  named  Woodie 
Hindman,  who  reigned  in  the  1940s. 
It  was  the  heyday  of  the  McKenzie,  a 
great,  even-flowing,  year-round  river. 


Serious  anglers  came  from  all  over  to 
fish  for  its  famed  redside  rainbow  trout 
and  steelhead,  an  oceangoing  rainbow 
that  can  weigh  up  to  20  pounds. 

Herbert  Hoover  used  to  fish  the 
McKenzie  out  of  driftboats  in  Hind- 
man's  day.  Several  decades  later 
Nixon's  former  attorney  general,  Elliot 
Richardson,  fished  it  with  a  guide. 
"The  boat  sank  in  Martin's  Rapids," 
Tatman  recalls.  "But  it  wasn't  one  of 
mine." 

A  few  years  later,  in  1983,  Tatman 
opened  his  driftboat-kit  business.  The 
company  now  offers  a  dozen  of 
Tatman's  designs:  rowboats,  prams 
especially  suited  for  small  lakes  and 
ponds),  Jon  boats  (long  and  narrow, 
great  for  waterfowl  hunting  and  bass 
fishing)  and  five  driftboat  designs. 

Tatman's  driftboats  are  configured 
to  take  a  small  outboard  motor,  allow- 
ing them  to  serve  as  a  river  and  lake 
boat  in  one.  So  far,  more  than  1,300 
kits  have  been  shipped  all  over  the 
world — as  far  as  New  Zealand  and 
South  America,  including  4  to  the 
Paloma  Lodge,  the  famous  Patagonia 
fly-fishing  retreat. 

Customers  receive  an  intimidating 
shipment  of  parts.  For  a  17-foot  drift- 
boat,  it  includes  9  ribs  made  of  Port 
Orford,  Ore.  cedar,  2  sides  and  a 
bottom  made  from  quarter-  and  half- 
inch  marine  plywood,  4  hand  rails  and 
2  chines  (lower  framing  pieces)  made 
of  white  oak  from  Michigan,  a  fly-cast- 
ing deck,  front  and  rear  seats,  a  10- 
piece  Douglas  fir  floorboard  set,  a  tran- 
som (the  square  stern)  and  stem  (the 
pointed  front  end),  1,100  zinc-plated 
wood  screws  and  a  50-page  instruction 
manual — weighing  500  pounds  in  all, 
including  packaging.  You  order  the 
epoxy  glue,  the  varnish  ($84  a  gallon) 
and  various  paraphernalia  like  anchors 
and  seat  cushions  separately. 

Do  you  have  the  stamina?  "The 
boats  take  about  120  hours  to  build," 
says  Tatman,  "so  if  you  work  straight 
through,  it  is  possible  to  have  a  boat 
in  about  a  week.  Just  don't  ask  me  to 
ride  in  it." 

Including  all  the  fixings  and  typical 
shipping  costs,  a  boat  kit  costs  from 
$1,200  to  $2,000;  a  trailer  adds 
around  $1,300.  Phone  orders  include 
free  trumpet  solo.  Contact:  Tatman 
Wooden  Boats,  541-746-5287, 
www.gregboats.com.  IB 
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■  In  the  1920s  the  male  fashion  capital  was  not  Milan, 
H  it  was  Princeton. 
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Boola,  boola! 


By  G.  Bruce  Boyer 

In  1934  Esquire  magazine  listed 
the  ten  most  prominent  "birth- 
places of  style"  for  men.  Milan 
didn't  make  the  list,  but  both  Yale 
and  Princeton  did. 

From  the  1930s  through  the  1960s, 
men's  magazines  regularly  scouted 
campuses  for  the  latest  styles  that 
would  find  their  way  to  the  country 
club  and  the  chic  resort.  After  years  of 
aping  their  English  betters,  American 
men  finally  had  a  look  of  their  own — 


the  "Ivy  League  look,"  it  was  called. 

Guess  what?  The  Ivy  League  look  is 
back — reintroduced  by  Europeans  who 
have  warmed  to  the  American  instincts 
this  extremely  wearable  style  reflects.  In 
France  they  call  it  le  style  preppy.  In 
Italy,  it's  lo  stile  college.  After  years  of 
selling  us  one  fashion  trend  after  anoth- 
er— from  Milanese  power  looks  to  car- 
icatured versions  of  British  lords — the 
Europeans  are  giving  us  back  our 
homegrown  classic  wardrobe. 

It's  no  coincidence  that  Brooks 
Brothers,  the  name  traditionally  linked 
with  the  Ivy  League  look,  has  freshened 
itself  up  after  a  decade  and  more  of 
stagnation  and  confusion.  N<.     that 
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Italian  manufacturers  like  Kiton  and  St. 
Andrews  have  been  deserting  over- 
sized sleekness  and  sludge-colored 
crepey  fabrics  for  lightweight  flannels, 
cashmeres  and  tweeds.  The  French 
mimic  preppy  with  a  vengeance — the 
Ivy-covered  Faconnable  store  in  Paris 
looks  indistinguishable  from  the  Polo 
Ralph  Lauren  shop  across  the  street. 

Everything     about     the     look     is 

unstarchy,  which  is  probably  why  it's 

enjoying     a     comeback     now     after 

menswear    has    gone 

through  several  decades 

of  overengineering. 

Three-button  sack 
suits  are  cut  purpose- 
fully nonchalant,  with- 
out darts  and  with  little 
padding  and  interlin- 
ings.  The  jacket  has  a 
smaller,  shirtsleeve 
shoulder,  straight  lines 
and  soft  chest  con- 
struction. The  trousers 
are  narrower  and  pre- 
sent a  trimmer,  unclut- 
tered look. 

This  understated 
ensemble  is  enlivened 
by  bright  colors  and 
more  tactile  fabrics: 
Pink  and  yellow 
oxford  cloth  shirts, 
Shetland  tweeds  in  plaids  and  win- 
dowpanes,  pastel  cashmere  socks, 
brightly  striped  ties. 

The  movement  toward  this  peculiar- 
ly American  genre  has  been  building 
for  some  time.  If  the  1980s  were  the 
age  of  the  big-shouldered  power  look 
in  tailored  clothing,  the  1990s  have 
moved  men  toward  a  more  casual, 
sophisticated  elegance.  It  has  been  in 
fact  a  casual  revolution  that  emphasizes 
comfort,  color  and  texture  over  the 
muscular  silhouettes  and  earth-toned 
fabrics  that  Italian  designers  like 
Armani  brought  us  15  years  ago.  It's 
nice  that  in  this  fashion  revolution, 
America  fired  the  first  shot.  wm 


Great  moments 
in  Ivy  fashion  history 

+  1896:  John  Brooks  (president 
of  Brooks  Brothers),  vacationing 
in  England,  discovers  button- 
down  shirt  worn  by  polo  players 
to  keep  collar  points  from  flap- 
ping in  their  faces.  Brooks  still 
refers  to  button-down  as  "polo" 
collar. 

1914:  Suit  manufacturers  begin 
to  advertise  "natural,  easy" 
styling.  Suits  become  youth-ori- 
ented and  slim,  with  natural 
shoulders,  soft  chest,  patch 
pockets  and  center  vent. 
Trousers  are  slim  and  unpleated. 

^  1924:  Ivy  Leaguers  vacationing 
in  England  discover  Oxford  stu- 
dents wearing  striped  neckwear, 
argyle  socks,  tweed  jackets, 
flannel  trousers  and  Fair  Isle 
sweaters. 

1928:  National  survey  shows 
Harris  Tweed  most  popular 
fabric  on  campus.  Blue  blazers 
with  brass  buttons  seen  on  club 
men  at  Princeton. 

4  1934:  White  buckskin  shoes 
with  red  rubber  soles  and  heels 
are  seen  on  campuses,  fol- 
lowed the  next  year  by  Norwe- 
gian-style slip-ons  (called 
Weejuns). 

1949:  Walking  shorts  first 
seen  in  significant  numbers; 
Bermuda-length  madras  shorts 
follow  soon  after. 

4  1955:  Publication  of  Sloan 
Wilson's  The  Man  in  The  Gray 
Flannel  Suit  immortalizes  colle- 
giate Madison  Avenue  uniform. 

1998:  Vogue  magazine 
declares  in  fashion  editorial 
that  khakis,  traditional  Ivy 
League  trousers  for  half  a  cen- 
tury and  more,  are  poised  to 
"swing,  rock,  and  groove  the 
world."  -G.B.B. 
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EjL  2903  Dept.  616WJ25  Amencan  Express.  MasterCard,  Visa  or  Discover 

1 24  hours  a  day,  7  days  a  week,  it  you  are  not  completely  satislied  return  all  materials 

in  good  condition  within  30  days  from  the  start  of  your  trial  subscription  for  a  fi " 

refund  of  your  fee  Allow  4  weeks  for  delivery  Foreign  rates  upon  request 

www. valueline.com 

The  Value  Line  Investment  Survey* 

PO  Box  3988.  New  York 
NY  10008-3988 
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SSET  PROTECTION 

& 
FFSHORE  BANKING 


Ye  show  you  "How  To" 
ate  a  financial  fortress  that 
111  protect  your  wealth  with 
jimplete.  tested  and  secure 
I     privacy,  including: 
I  Confidential  Banking. 
|ffshore  Centers.  Debit  and 
Credit  Cards,  access  to 
temational  and  US  Funds, 
Overseas  and  Domestic 
Brokerage  Services 


II  us  today:  800-266-8211 
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j     www.merrillscott.com 


#1  on  the  Internet 
Available  Worldwide 

Download  Free 

software  today  at 

www.  dbc .  com/sm 

888.200.1011  xl80< 


franchising 


ARE  YOU  SITTING  ON  A  GOLD  MINE? 


JlFranihUeTtn 


CALL   1-I0037J-6544 

Talk  to  us  first.  Because  nobody  has  franchised 


more  businesses  than  Francorp 

The  leader  in  franchise  development 

and  consulting  Worldwide. 

Francorp  fb 


books/authors/publishers 


NEW  AUTHORS 

PUBLISH  YOUR  WORK 

ALL  SUBJECTS  CONSIDERED 

Fiction,  Biography, 

Religious,  Poetry,  Children's. 

AUTHORS  WORLDWIDE  INVITED. 

WVITE  OB  SfcNO  VOUB  MANUSCHIPT  TO 

MINERVA  PRESS 


2  OLD  BROMPTO 


GLAND  SW7  3  DO 


hred-it 


To  Success 


•  Shredding  for  over  40,000 
companies  in  8  countries. 

'  World  leader  in  mobile  document 
shredding  and  recycling. 

•  Offering  a  unique,  proven 
franchise  system  successful  in 
over  60  markets. 

•  Business  to  business  service; 
national  account  program; 
training;  exclusive  territories. 

•  Excellent  opportunities  nation 
wide. 

•  Featured  in  Forbes,  March  1997. 

Caii:  Doug  Warren 
(905)  855-2856  E*t.  237 

E-mail:  d0ug@3hredit.com 
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♦  Credit  Cards  f»r»;i£ 

♦  Privacy  cS*'"0 

(800)551-2141^™^ 

Visa/M  C/Amex       www.ucservlces.com 


S  OVER  TWO  BILLIONS 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 

MAJOR  MANUFACTURING  TO  SMALL  RETAIL  SHOPS 

CONVENIENCE  STORES  •  RESTAURANTS  ■  MOTELS 

Save  Thousands  ol  Doiars  •  No  Brokerage  Fees 

CALL  US  TOLL  FREE  1  -800-999- SALE 
NATIONWIDE 'To  Buy  or  Sell 
MANY  OFFER  OWNER  FINANCING 
GREAT  WESTERN  BUSINESS  SERVICES,  INC. 


OFFSHORE  &  NEVADA 

CORPORATIONS 


'  Asset  Protection,  Privacy,  Tax  Free 
'  Licensed  Offices:  Las  Vegas  -  Nassau 
'  Flat  Rate  Fees,  Nevada  Corps.  $95 


ORDER  BY  PHONE  FREE  INFO 

1-800-997-2550 

wwvv.legal.onevegas.com 


Forbes 

CAPITALIST    TOOL* 


TICKETS 

SPORTS  *  CONCERT  *  THEATRE 


•  Superbowl  •  Kentucky  Derby* 

•  Final  Four  •  Indy  500  •  Masters' 

•  Broadway  Theatre  •  Vegas  Shows' 

•  Ryder  Cup  •  US  Open  •  NASCAR- 
ALL  NHL,  NFL,  NBA,  MLB,  GAMES 


1  -800-281-0753 

www.nwtix.com 


gemstones 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  1967! 

Member:  Jewelers  Board  of 

Trade  &  Chamber  of  Commerce 

HOUSE  OF  ONYX 

120  N.  Main  St.,  Greenville,  KY  42345 

1-800-844-3100  or  FAX  502-338-9605 


executive  gifts 


'iM'A'JiMM 


There  is 
an  answer! 

Send  for  FREE  information 
on  a  NEW,  guaranteed 
seat  and  back  support 
designed  by  a  leading 

pain  specialist. 

Write  to: 
TruComfort 

15  Parkway,  #248G 
Katonah  NY  10536 


Call  TOLL  FREE  1-800-392-0363 


Send  for  a 

FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government! 

Write  to: 

Free  Business  Catalog 
U.S.  Government  Printing  Office 

Office  of  Marketing— 
SM  Washington,  DC  20401 


FORBES  MARKET  CLASSIFIED 

To  spotlight  your  specialty  product  or  service  to  an  affluent  executive  audience: 
Call  Linda  Loren  (212)  260-0620  or  Fax  (212)  260-8183  or 


Noughts  on  the  business  of  life 


Those  jumping  on  (President)  Carter  for  recognizing  that  China  is  China  have  to  be 
emotionally  or  politically  motivated,  because  there  is  no  sound  ground  on  which  to 
base  their  assault.  It  took  us  25  years  after  the  Czar's  overthrow  to  establish  formal 
relations  with  the  U.S.S.R.,  and  it  has  taken  almost  30  years  to  face  up  to  the  fact  that 
Taiwan  is  not  China  and  that  China  and  its  900  million  citizens— a  quarter,  of  the  world's 
people — won't  go  away  if  we  continue  to  pretend  they  don't  exist.    -Malcolm  Forbes 


The  easiest  kind  of 
relationship  for  me 
is  with  ten  thousand 
people.  The  hardest 
lis  with  one. 
1 1  Joan  Baez 


1 1  Life  is  something 
that  happens  to  you 
while  you're  making 
other  plans. 

1 1  Margaret  Millar 


Is  The  United  States 
is  like  a  gigantic  boiler. 
Once  the  fire  is  lit 

|?  under  it,  there  is  no 
limit  to  the  power 

I;  it  can  generate. 
"  Winston  Churchill 


An  actor  can  remember 
his  briefest  notice 
well  into  senescence 
and  long  after  he 
has  forgotten  his 
phone  number  and 
where  he  lives. 
Jean  Kerr 


Love  is  a  gift; 
friendship  is 
an  exchange. 
Wilma  Askinas 


The  human  heart 
is  like  a  ship  on 
a  stormy  sea  driven 
about  by  winds 
blowing  from  all  four 
corners  of  heaven. 
Martin  Luther 


A  child  should  never 
have  to  wonder  if 
his  parents  love  him. 

Dave  Weinbaum 


The  healthy  stomach 
is  nothing  if 
not  conservative. 
Few  radicals  have 
good  digestion. 
Samuel  Butler 


There  are  three 

things  I  always  forget: 

names,  faces, 

and  the  third 

I  can't  remember. 

Italo  Svevo 


It  is  the  function 
of  art  to  renew  our 
perception.  What  we 
are  familiar  with 
we  cease  to  see. 
The  writer  shakes  up 
a  familiar  scene, 
and,  as  if  by  magic, 
we  see  a  new 
meaning  in  it. 
Anais  Nin 


Our  duty  is  to  be 
useful,  not  according 
to  our  desires 
but  according  to 
our  powers. 
Henri  F.  Amiel 


The  burning  convic- 
tion that  we  have  a 
holy  dutv  toward 
others  is  often  a  way 
of  attaching  our 
drowning  selves 
to  a  passing  raft. 
Eric  Hoefer 


The  emotions  may 
be  endless.  The  more 
we  express  them, 
the  more  we  may 
have  to  express. 
G.K.  Chesterton 


The  main  dangers 
in  this  life  are  the 
people  who  want  to 
change  everything — 
or  nothing. 
Lady  Nancy  Astor 


It's  so  beautifully 
arranged  on  a  plate — 
you  know  someone's 
fingers  have  been 
all  over  it. 
Julia  Child 


Ideas  are  like 
children;  your  own 
are  always  wonderful. 
Anonymous 


A  Text .  .  . 

Wisdom  is  better 
than  rubies;  and 
all  the  things  that 
may  be  desired 
are  not  to  be 
compared  to  it. 
-Proverbs  8:11 

Sent  in  by  John  J.  Giba, 
Jupiter,  Fla.  What's  your 
favorite  text?  Forbes  Book  of 
Quotations:  Thoughts  on  the 
Business  of  Life  is  given  to 
senders  of  Bible  texts  used. 


More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subject, 
are  available  in  a  900-page 
one-volume  deluxe  edition, 
Forbes  Book  of  Quotations: 
Thoughts  on  the  Business  of  Life. 
The  price  is  $40  plus  $3.50  ship- 
ping and  $1  per  item  for  handling 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free, 
1-80&S7&6556. 
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That  low- cost  religion  hauls  in 

a.       \ 

$1  billion  a  week.  Should  you  join? 


Jack  Brennan, 
chief  executive  officer 
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We're  willing  to  bet  you  don't  think  of  yourself  that  way. 


Probably  you  don't  think  of  anyone  at  your  company  as  a  node  either.  They're  users.  People.  Individuals. 

Your  network  should  recognize  individuals  too.  And  it  can,  right  now,  with  Novell  Directory  Services®  (NDS"). 

With  NDS  software,  everyone  on  your  network  has  a  unique  profile. 
They  can  access  the  network  online  to  get  all  the  necessary  business  tools  even  when  they're  away  from  the  office.  With  one  password,  I 
network  identifies  which  files  and  applications  they  may  use,  while  restricting  access  to  secure  or  sensitive  documents. 

NDS-enabled  applications  monitor  the  system  to  correct  problems  like  Y2K  before  they  turn  into  downtime.  NDS  is 
designed  to  work  on  a  variety  of  platforms  like  NetWare®,  NT  and  UNIX®,  because  different  people  and  departments  have  different  needs 

You  need  a  network  of  people,  not  nodes.  You  need  a  networking  specialist.  You  need  Not 
www.novell.com/node  or  1-800-509-1800 
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Named   the   #1    insurance   company   by   Forbes* 
Named   the   #1    insurance  company  to  work  for  by  Fortune' 


dFDC 


Without   it,   no   insurance   is   complete. 
www.aflac.  com 
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Luxury  and  performance  come  together  like  never  before. 
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PERFORMAN(  | 

3.2-Liter,  225-Horsepower  VTEC  V-6  Eng,  4 

4-Speed  Automatic  With  SportShift  Transmissi  -m 

4-Wheel  Double-Wishbone  Suspensi  ;% 

Speed-Sensitive  Power  Steen  I 

Anti-Lock  Braking  System  (At  M 

Traction  Control  Syst* 


Introducing  the  AcuraTL 


y  * 


informatiorfai the »99 Acura  Ti  caUl-SOQ-TO-ACVRA or visit wwvr.acursxom 


I  land-Selected,  Leather-Appointed  Interior 
I  Custom-Engineered  Bose"-  CD  Audio  System 
t  Peering  Wheel-Mounted  Audio  Controls 
tower  Moonroof  With  Tilt  Feature 

vailable  Acura  Satellite-Linked  Navigation  System'" 

The  1999  TL,  starting  at  $27,950 
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1 14  Vanguard's  gospel 

With  a  religion  built  on  low 
costs  and  efficient',  investors 
flock  to  its  mutual  funds. 

By  Thomas  Easton 

ALSO  ON  THE  COVER 

121  Fund  shopping 

Some  simple  rules  to  follow. 

By  Eric  S.  Hardy 

124  Best  Buys 

130  Stock  funds 

152  Foreign  stock  funds 

MANAGEMENT, 

STRATEGIES, 

TRENDS 

50  The  cell  sell 

Vodafone  bets  on  a  Golden 
Age  of  Wireless.  But  will  the 
masses  ever  sign  up? 

By  Carleen  Hawn 

52  Slam  dunk  deal 

In  the  world  of  NBA  owners, 
the  rich  just  get  richer. 

By  Kurt  Badenhausen 

52  Audits  forever! 

One  taxpayer  beats  the  IRS 
statute  of  limitations  game. 
By  Janet  Novack 

53  Set-top  boxers 

Scientific -Atlanta  dukes  it  out 
with  General  Instrument. 

By  Bruce  Upbin 

54  Killer  beef 

How  Sara  Lee  could  have 
prevented  death-by-hot-dog. 

By  Michelle  Conlin 

55  Crime  101 

Making  a  buck  on  the  dark 
side  of  self-improvement. 

By  Scott  McCormack 

56  The  Utah  hustle 

Olympics  and  bribery?  No 
surprise  in  the  land  of  fraud. 

By  William  P.  Barrett 


60  Latin  fling 

Franchises  are  nice,  but,  for 
airlines,  hubs  work  well,  too. 

By  Daniel  Fisher 

62  Bio-unprofitable 

Trying  to  be  green  put  these 
companies  in  the  red. 

By  Seth  Lubove 

64  Middleman's  revenge 

Realtors  give  the  Web  a  les- 
son in  the  art  of  home  sales. 

By  Kelly  Barron 

88  Publish  and  perish 

Harte-Hanks  ditches  news- 
papers for  direct  marketing. 
By  Daniel  Fisher 

108  Love  those  loafers 

After  some  fancy  footwork, 
Gucci  finds  itself  in  play. 

By  Richard  Heller 

111  Spinning  R&D 

Drug  companies  hide  the 
costs,  but  is  anyone  fooled? 

By  Zina  Moukheiber 

ENTREPRENEURS 

76  Up  &  Comers 
Going  postal 

American  Locker  is  as  inde- 
structible as  its  mailboxes. 

By  William  P.  Barrett 

77  Up  &  Comers 
Stock(ing)  up  on  advice 

Netcentives  uses  the  currencv 
of  the  Valley  to  win  mentors. 

By  Amy  Doan 

78  Up  &  Comers 
Garbage  in,  gases  out 

With  the  plasma-torch 
vaporizer,  waste  goes  poof. 

By  Doug  Donovan 

80  Starting  Your 
Own  Business 
Tropical  delight 

Psst!  Wanna  little  taste 
of  old  Havana  in  a  bottle? 
By  Scot  McCormack 


114  Mail  call 

"We  haven't  begun 
to  exploit  our 
opportunities  yet." 


INTERNATIONAL 

82  Tokyo's  goodfellas 

Gangsters  are  keeping  Japan's 
economy  in  cement  shoes. 

By  Benjamin  Fulford 

LAW  &  ISSUES 

70  Creative  Giving 
Helping  kids  grow 

Out  of  Miracle -Gro,  Horace 
Hagedorn  fertilizes  lives. 

By  Thomas  Jaffe 

90  On  the  Docket 
The  job-bias  game 

Plaintiff  attorneys  set  up  new 
strategies  to  get  you. 

By  Dan  Seligman 

TECHNOLOGY 

96  Titan  no  more 

Is  SAP  fallible  after  all? 
By  Stephan  Herrera 


98  Stopping  a  killer 

New  drugs  in  the  battle 
against  pancreatic  cancer. 
By  Alexandra  Alger 

102  Counting  mad  cows 

Can  a  British  shepherd's  sih 
con  ID.  tag  help  protect  us 

By  Carleen  Hawn 

104  Webcasting 

Worldstrcam  hopes  to  turn 
cheap  talk  into  big  profits. 
By  Nikhil  Hutheesing 

106  Bytes  and  books 

As  they  say,  you  can't  judge 
an  E-book  by  its  cover. 
By  Stephen  Manes 
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90  Bias  blues 

Getting  you  one  way  or  another. 


I 


80  Beer  here 

"I  couldn't  believe  no  one  tried 
to  re-create  La  Tropical  here." 


DEPARTMENTS 

16  Side  Lines 

18  Follow-Through 
18  Flashbacks 

12  On  My  Mind 
28  Readers  Say 

U  Fact  and  Comment 
36  Other  Comments 
tl  Commentary 

13  Digital  Rules 

17  Transparent  Eyeball 
48  Economic  Forecast 
48  Forbes  Index 

174  Thoughts 

10  Editorial  Index 

COLUMNISTS 

84  Observations 

■Thomas  Sowell 
110  Backseat  driver 

I  Jerry  Flint 
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MONEY  & 
INVESTMENTS 

162  Streetwalker 

3 DO  Co.;  convertible  bonds, 

I '  s   Plastic  Lumber  Corp. 

165  The  Forbes/Barra 
Wall  Street  Review 

166  New  Issues  Review 

INVESTMENT  COLUMNISTS 

156  Dump  that  fund 

Peter  Huber 

158  The  contrarian 

David  Dreman 

160  Stock  trends 
Robert  S.  Salomon  Jr. 

161  Fixed  income  strategy 
David  P.  Goldman 


70  Reading,  writing  and  Miracle-Gro 

"I  was  a  city  kid  myself.  I  had  no  idea 
where  strawberries  grew." 


169  Jetiquette 

At  35,000  feet,  our  manners  seem  to  vanish.  Can't  we 
have  a  little  civility,  please! 

By  Rudy  Maxa 

170  Buggy  man 

John  Traina  just  can't  resist  a  surrey  with  a  fringe  on  top 
By  Robert  Goff 

172  Hail,  Caesar 

Far  more  than  lettuce,  this  salad  is  a  thriving  industry. 

By  Clark  Wolf 


170  Circling  his  wagons 

"This  place  looked  like  it  needed  one." 


It's  housecleaning  at  Howard's. 
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"I'm  cutting  my  losses  and  I'm  cutting  my  taxes." 

"Since  I  talked  to  you  last,  the  market  has  bounced  back  nicely  from  an 
adjustment  And  that  Cisco  stock  I  bought  on  schwab.com  has  done  nicely 
as  well.  If  1  only  knew  then  what  I  know  now 

Now  I'm  into  my  year-end  strategy.  Which  means.  I'm  doing  what  I  can 


TRADING 


Stocks 
Mutual  Fupds 


il  Fund? 


Options 
Treasuries 
Corporate  Bonds 
Statu;/ChanqeCan 
Custom  E-mail  Alert 


to  minimize  my  tax  hit  I'm  selling  off  my  losers  to  put  against  the  capital  gains  on  my  winners 
"I'm  also  online  at  schwab.com,  selling  mutual  funds  with  capital  gains  and  dividend  dis 
tributions,  so  I  can  minimize  my  tax  exposure.  There  are  no-loads  and  no  fees  on  my  Schwab  OneSource 

-r--|     funds  With  that  cash  I'll  be  looking  to  take  advantage  of  any  temporary  price  drops 

on  some  good  companies  1  already  own    I've  got 


Se 


alerts  on  schwab.com  for  Applied  Materials,  Intel  and  Home  Depot   And. 
when  any  of  those  stocks  hiccups,  it'll  notify  me.  I'll  be  ready"  Howard 


www.schwab.com 
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Security  prices  shown  are  as  ol  12/BMK  Individual  hwab  customeis  and  were  paid  The  experiences  depicted  are  those  of  the  individual^  appearing  and  nuynotb 
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The  vindication  of  John  Bogle 

With  the  benefit  of  hindsight,  we  shouldn't  have  publishe. 
that  snide  article  about  Vanguard  Group. 

It  appeared  in  the  May  1,  1975  Forbes,  not  long  after  John 
Bogle  had  created  Vanguard  by  splitting  a  fund  administrative 
arm  off  from  a  money  management  companv.  What's  in  it  for  | 
investors?  we  wanted  to  know.  We  pooh-poohed  Bogle's  claim 
that  by  reorganizing  his  fund  business  he  could  save  investors  ■ 
money — all  of  $431,000  a  year. 

Days  later  Forbes  got  a  six-page  letter 
from  Bogle,  critiquing  every  word  in  the 
story  and  every  point  of  logic.  Then  we 
got  another  letter  critiquing  the  way  we 
had  shortened  the  first  letter  for  our 
Readers  Say  page. 

Don't  tangle  with  John  Bogle  unless 
you  are  prepared  for  a  fight.  With  mes- 
sianic zeal  he  takes  on  regulators,  jour- 
nalists, competitors,  other  funds'  suppos- 
edly independent  directors  that 
aren't — anybody  who  doesn't  see  the 
mutual  fund  business  his  way.  The  rest  of 
the  industry  is  put  off  by  his  lecturing, 
but  they  cannot  dismiss  him,  not 
when  he  takes  away  their 
assets. 


The  Funds 

"^oBoth  Houses  < 


in  1975 


Tim  Ferguson,  our  West  *  piaou* 

Coast  editor,  came  up  with 
the  idea  for  the  cover  story 
after  noticing  that  Vanguard, 
while  smaller  than  Fidelity, 
was  outselling  it.  In  Tom 
Easton's  story,  which  begins  on  page 
1 14,  you  will  get  some  new  insights  about  what  makes  Vangua 
successful.  You  will  also  get  an  update  on  that  cost  number  we 
pooh-poohed.  Vanguard  is  saving  investors  $4  billion  a  year  no 

The  end  of  print? 

The  other  night  I  was  worrying,  at  3  a.m.,  about  whether 
some  new  digital  medium  would  put  magazine  editors  out  of  a 
job.  And  then  I  read  Stephen  Manes'  essay  about  electronic 
books.  Now  Manes  likes  gadgets  as  much  as  anybody,  but  he  h 
a  way  of  seeing  the  practical  obstacles  to  their  use.  I'm  not  as 
worried  as  I  was.  The  Manes  column  begins  on  page  106. 


I^UjU^  A*AiA*^ 


Editor 
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Bad  REITs 

Our  Aug.  10  story  on  mortgage  REITs 
warned  that  this  brand  of  real  estate 
investment  trust  was  ripe  for  a  crash. 
Mortgage  REITs  buy  the  riskiest  types  of 
debt,  use  leverage  to  do  it,  and  are  often 
rife  with  conflicts  of  interest. 

Our  timing  proved  spot-on.  Over  the 
next  month  the  bond  market  convulsed 
and  investors  fled  risky  paper  of  the  sort 
most  mortgage  reits  hold.  As  prices 
plummeted,  margin  calls  went  out  to 
many  highly  leveraged  REITs,  and  one, 
Criimi  Mae,  went  bankrupt.  The  rest  saw 
their  stocks  fall  an  average  of  21%  over 
August,  and  a  total  of  27%  by  year- end. 

Is  there  a  buying  opportunity  now? 
Bottom-fishers  such  as  GE  Capital  have 
entered  the  market  for  high-risk  mort- 
gage debt.  But  smaller  investors,  who 
got  hit  badly  last  year,  should  be  cau- 
tious of  the  REITs.  "The  structural  prob- 
lems are  still  just  as  severe.  Anybody 
buying  into  these  stocks  is  just  doubling 
down,"  says  Michael  Kirby  of  Green 
Street  Advisors,  a  REIT  research  firm  that 
sounded  an  early  alarm. 

-Scott  Woolley 

Slaughtered 

Making  the  cover  of  our  Forbes  400 
issue  in  1997  may  have  jinxed  Wendell 
Murphy,  then  number  148  on  our  list 
and  owner  of  the  nation's  biggest  hog 
producer.  We  estimated  Murphy  was 
worth  $1  billion  then — mostly  from  his 
two-thirds  stake  in  privately  held  Murphy 
Family  Farms  of  Rose  Hill,  N.C. 

Last  year  overcapacity  at  the  abattoir 
sent  hog  prices  plummeting.  Even  with 
low  feed-costs,  Murphv's  company  lost 
some  $110  million  to  $150  million  in 
1998.  Moans  Murphy:  "It's  made  us 
realize  we're  mortal." 


Sixty  years  ago  in  Fort 

February  1,  1 

Although  this  writer  urged  calm  ovei 

European  situation  when  American  new 

jcJ  pers  were  playing  up  war  scares,  he  could 

but  conclude  that  Hitler's  scheme  to  im 

Czechoslovakia  contained  dire  peril  to 

peace  of  Europe.  Yet  one  American  finar 

authority,  just  back  from  Europe,  assures 

"No  war  in  Europe  impends.  Nei 

Germany  nor  Italy  is  in  a  position,  financi 

to  wage  major  warfare.  Chamberlain's  pop 

reception  in  Germany  on  his  peace  mis: 

provided  an  index  to  the  real  feelings 

German  population.  He  added  that  Jap 

being  bled  white  by  her  far-flung  mili 

operations  and  that  Russia's  rulers  have  t 

hands  full  with  domestic  troubli 

B.C.  Foi 


People  might  as  well  realize  that 

$4,000  house  has  passed  into  history,  j 

industry  spokesmen.  About  the  clos 

modern  version  is  this  $8,9 

factory-built  pre-fab.  It's  FHA-approvi 

takes  about  two  hours  to  ere 

These  days  they  call  it  "manufactured  housinA 

and  a  fancy  one  will  cost  you  $100,000  and 

Twenty  years  ago  in  Forb* 

February  19,  19. 

Last  year  over  a  million  couples  callec 

quits.  Should  present  trends  contini 

by  1990  the  number  of  divorces  may  w 

reach  1.6  million.  All  this  divorce  activity  I 

left  family  courts  clogged  with  cast 

Estimates  are  that  over  50%  of  the  ci 

cases  heard  in  New  York  City  are  family  I. 

cases — divorce,  separation  and  annulment 

and  this  figure  does  not  include  the  cas 

that  come  into  the  family  courts  1 

custody  or  support  modificatio 

once  couples  are  divorce 

In  1990,  1.2  million  couples  divorced,  and  U 

.  year  the  number  dropped  to  1  millk 

-Edited  by  Dolores  Lataniol 
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Linda  begged  Steve  to  log  off  the  Internet  for  a  day. 


"How  about  we  see  the  world  in  person  this  afternoon?"  she  challenged. 


And  before  you.could  say  "download,"  their  Ford  Expedition 


took  them  to  places  so  unreal  and  so  far  out  there,  Steve  thought, 


"Hey,  the  information  superhighway  is  for  wimps." 


New  1999  Ford  Expedition 

Ranked  "Best  Full-Size  Sport  Utility  Vehicle  in  Initial  Quality"  byJ.D.  Power  and  Associates' 

Industry  Exclusive:  New  available  power  adjustable  pedals  for  improved  driving  comfort" 

Available  removable  fold-flat  third-row  seat  with  new  roller  system.    Available  5.4L  Triton™  V8  engine. 

Expedition  is  a  Low  Emissions  Vehicle  that  runs  cleaner  than  most  passenger  cars  on  the  road  today. 

ord  Expedition  was  the  highest  ranked  Full-Size  Sport  Utility  Vehicle  in  J.D  Power  and  Associates  1998  Initial  Quality  Study"  Study  based  on  a  total  of  58,117 
Jfner  responses  indicating  owner-reported  problems  during  the  first  90  days  of  ownership  "Competitive  comparisons  based  on  published  1998  competitive  data 
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1-800-258-FORDor 
www.fordvehicles.com 


Carpe  Schedulum:  A  short  course  on  the 
subject  of  time  (yours),  and  jet  aircraft 
(in  this  case,  ours). 

Our  Flexjet  Fractional  Ownership  program 
puts  control  of  your  schedule  back  where 
it  belongs:  with  you.  Now  you  can  own  as  much 
of  a  Learjet*  or  Challenger*  business  jet  as  you 
need;  for  extremely  busy  people  (that's  you), 
direct  from  the  manufacturer  (that's  us).  For  as 
little  as  $175,000**  per  year.  To  learn  more,  give 
us  a  toll-free  call  at  1-800-FLEXJET  (353-9538). 
No  need  to  wait  any  longer.  As  we  like  to  say, 
we're  ready  when  you  are. 

BOMBARDIER 

AEROSPACE 


Switching  Jobs  Can  Have  An 
Unfortunate  Effect  On  Your  Retirement  Savings. 

\  vVITHDRAWai  V 
A    PENALTY  \'« 


Don't  Lose  40%  Or  More  Of  Your  Retirement  Plan  To  Taxes  And  Penalties. 
Call  For  Your  Free  Information  Kit  Today. 


T.  Rowe  Price  can  help.  Call 
for  our  free  kit  on  manning  the 
payout  from  your  former  employer's 
retirement  plan.  The  kit  clearly 
explains  the  pros  and  cons  oi  all 
the  distribution  options,  so  you 


NtaagtngYour 

Distribution 

ft 


M 


can  decide  what's  best  for 
you.  Because  we'd  hate  to 
see  your  retirement  plan  go 
all  to  pieces. 

1-800-541-7853 


Invi  i  Willi  Confidence 

T.RoweRice 


-Ik 


Request  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges 

and  expenses.  Read  it  carefully  before  you  invest  or  send  money. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  1RAR047302 


Hog  prices  aren't  expected  to  rt 
break-even  levels  until  next  y 
Murphy  fell  to  226  on  our  rich  list 
year,  with  an  estimated  net  wort! 
$850  million.  That  number  will 
tainly  fall  in  1999. 

-Brett  Nel 

Blowup 

When  we  looked  at  stock  mail 
darling  Seattle  FilmWorks  two  yd 
ago  (Jan.  13,  1997),  the  mail-orl 
film  developer  was  on  a  tear,  post! 
25%  earnings  growth  for  six  years  il 
row.  Our  contrarian  take:  Stay  avj 
from  the  stock.  The  company  spr<[ 
its  marketing  expenses  over  three  ye] 
creating  artificially  high  earnings. 

Good  call.  The  company  recerl 
announced  it  intends  to  write  dol 
$  1 7  million  of  capitalized  marketJ 
expenses  in  1999.  That  essential 
wipes  out  the  last  two  years  of  repc 
ed  earnings.  The  stock  has  fallen  fr«j 
$11  to  $4. 

Now  we're  taking  another  contrd 
an  view:  Buy  the  stock.  While  il 
writeoff  will  depress  this  year's  nuJ 
bers,  the  company  has  a  solid  cc 
business  and  clever  management. 

-Scott  WooliI 

Cancer  treatment 

Three  years  ago  we  wrote  about  El 
uxan,  a  promising  experimental  dr  I 
for  non-Hodgkin's  lymphoma.  Thi:| 
the  cancer  that  killed  Jacqueline  On.l 
sis  and  last  year  killed  25,000  people  I 
the  U.S.  (Nov.  20,  1995).  Unli 
chemotherapy,  which  uses  chemicals  I 
poison  cancer  cells,  Rituxan's  mon 
clonal  antibody  kills  tumor  cells  mu 
as  the  body's  own  antibodies  kill  inva  | 
ing  germs. 

The  results  are  heartening.  In  la 
1997  the  FDA  approved  Rituxa 
made  by  San  Diego-based  idec  Phi 
maceuticals  Corp.  Half  the  patien 
in  the  original  study  responded 
the  drug;  of  those,  28%  are  still 
remission,  some  for  as  long  as  thn 
years.  About  12,000  people  ha' 
taken  the  drug. 

Rituxan  sales  came  to  $103  millic 
in  the  first  nine  months  of  199 
which  may  make  it  the  fastest-sellir 
new  anticancer  drug  ever. 

-Philip  E.  Ross  I 
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Net  a  profit. 

Keep  a  profit. 


Wouldn't  life  be  wonderful  if 
making  money  was  as  easy  as 
sticking  out  a  net?  In  South  Dakota, 
it's  almost  that  simple.  That's 
because  we  believe  if  you  net  a 
profit,  you  should  keep  that  profit. 
Sounds  pretty  good,  doesn't  it? 


Coincidence? 

We  don't  think  so. 


•  No  corporate  income  tax 

•  No  personal  income  tax 

•  No  business  inventory  tax 

•  No  personal  property  tax 


Uc^OiMEe™-^^^^ 


All  inquiries  are  strictly  confidential. 


my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 

Women  into  battle 
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By  Morgan  Murphy 


Joan  of  Arc  led  troops 
against  the  English- 
but  ended  up  not  being 
appreciated.  Do  top 
women  executives 
today  think  they  have 
an  uphill  battle?  We 
talked  to  ten  who  run 
businesses  in  testos- 
terone-charged indus- 
tries, and  thus  manage 
mostly  men.  They 
explain  what  it  takes. 
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'Toucan 
chase  a  little 
boy  with  a 
wooden 
spoon  and  an 
hour  later  he 
will  be  back 
under  your 
apron." 

Valerie  Campbell, 
chairman, 
Campbell  Corp. 


Joanne  Carthey 

Chief  Executive  Officer 
NetPro  (computer  networking) 
Scottsdale,  Ariz. 

The  natural  role  of  a  woman  is  that  of  a  care- 
giver—the  "natural"  woman  was  a  cave- 
woman  who  needed  a  male  hunter.  Even 
though  I  was  always  shooting  the  bull  with 
the  guys  at  my  dad  s  gas  stations  and  learned 
how  to  roll  with  the  punches  and  the  dirty 
jokes,  I  still  sometimes  have  to  struggle  not  to 
act  like  a  "natural"  woman. 

When  I  had  to  recommend  to  my  husband 
[the  cofounder  of  the  company]  that  he  resign, 
I  really  had  to  struggle  with  my  feelings.  But 
he  board  charged  me  to  do  what  is  in  the  best 
in  Test  of  NetPro,  and  I  did  it.  That  would 
have  been  impossible  had  I  not  worked  around 
men  all  Tiy  life  and  become  tough. 

Joan  Rochford 

Chief  Execut've  Officer 

Rochford  Printers 

Barrington,  N.J. 

I  drive  like  a  man — fast  and  aggressive — no 

distractions,  please.  I  like  that.  Men  are  direct 
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and  quick.  The  fastest  way  to  win  their  respe 
is  to  be  like  that.  My  gender  has  not  held  rn 
back.  The  glass  ceiling  is  an  excuse  that 
women  use  when  they  have  reached  the  pin- 
nacle of  their  career.  My  obstacles  have  been 
the  ones  I  have  created  for  myself. 

Lara  Stein 

President 

iXL  (Internet  services) 

Atlanta,  Ga. 

Part  of  my  approach  to  career  advancement 

was  ignorance.  I  grew  up  in  South  Africa 

during  apartheid,  and  I  believed  that  when  I 

came  to  America  everything  would  be  equal. 

Once  I  started  working  in  the  U.S.,  my  imm 

ture  idealism  soon  came  crashing  down. 

I  have  succeeded  for  two  reasons:  First, 
being  a  woman  in  corporate  America  wasn't 
that  much  of  an  anomaly  since  I  was  already 
minority,  a  foreigner  and  an  outsider.  Since  I 
had  more  obstacles  to  overcome,  I  had  more 
fighting  spirit  than  the  average  woman. 

Second,  the  new  media  industry  is  breakin 
all  the  rules  right  now,  and  it's  easier  for  a 
woman  to  succeed. 
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Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG180,  1 8.1 "  viewable  LCD 
ViewPanef  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  x  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  priority  list,  you'll  ensure  your  Visual 
Computing'"  experience  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange*  Service  option  available. 

For  more  information  call  ViewSonic  at 
800-888-8583  and  ask  for  agent  91396,  or 
visit  our  website  at:  www.ViewSonic.com 

(909)  869-7976  Fax:  (909)  869-7958  •  Specifications  subject  lo  change  without  notice 
Copyright  ©  1999,  ViewSonic  Corporation  •  All  rights  reserved 
Corporate  names  and  trademarks  are  property  ol  their  respective  companies. 
Intel  and  the  Intel  Inside  logo  are  registered  trademarks  of  Intel 
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"If s  only 
when  I  had 
my  son  13 
years  ago  that 
I  started  to 
fit  in  with 
women 
better." 


Janet  Skees, 

president, 

Skees  Engineering 


Annette  Ganassi 

Owner 

Annette  Ganassi  Oldsmobile/Pontiac/GMC  Truck 
Pittsburgh,  Pa. 

I  am  one  of  the  seven  female  gmc  truck  deal- 
ers. I  intimidate  men  with  my  directness.  GM 
once  sent  me  a  service  representative  who 
used  to  work  for  Pontiac.  Knowing  that  Pon- 
tiac  doesn't  make  diesel  engines,  I  said:  "So 
what  do  you  know  about  a  diesel  engine?"  He 
said:  "I  don't  know  a  thing  about  a  diesel 
engine."  Mv  response:  "Ninety-nine  percent 
of  my  trucks  have  diesel  engines.  I  will  teach 
you  what  you  need  to  know,  but  if  you  make  a 
mistake,  don't  lie  to  me.  Just  let  me  know." 

Valerie  Campbell 

Chairman 

Campbell  Corp.  (construction  and  engineering) 
Flushing,  N.Y. 

With  600  men  on  the  payroll,  you  would 
think  I  had  learned  how  to  manage  the  oppo- 
site sex  by  running  five  construction  compa- 
nies. But  my  understanding  of  men  comes 
from  being  a  mother:  I  have  three  sons  and 
three  daughters. 

You  can  chase  a  little  boy  down  the  hall  with  a 
wooden  spoon  and  an  hour  later  he  will  be  back 
under  your  apron.  But  you  pull  that  with  a  little 
girl  and  she  won't  eat  or  sleep,  or  will  talk  to  the 
school  counselor  about  you. 

Here  at  Campbell  I  can  confront  one  of  my 
men  and  an  hour  later  he  will  either  tell  me  I  am 
right,  or,  "Mrs.  C.  you  need  to  have  your  glasses 
checked."  I  do  that  with  a  woman  and  it  sets  off 
the  whole  coffee  klatch. 

Lynda  Popwell 

Division  President 
Eastman  Chemical 
Kingsport,  Tenn. 

The  hardest  part  of  being  a  woman  in  charge  of 
a  men's  business  was  changing  my  own  stereo- 
type of  myself.  When  I  joined  the  work  force  30 
years  ago  most  women  were  teachers.  After 
studying  chemistry,  I  joined  a  research  lab  at 
Eastman  Chemical.  I  couldn't  see  myself  in  the 
male-dominated  manufacturing  plant. 

It  took  me  ten  years  of  working  in  the  lab 
to  change  my  view  of  what  I  can  accomplish 
and  ask  for  a  transfer  to  manufacturing. 

Ellen  Gleberman 

Member,  Board  of  Directors 

Mitsubishi  Motor  Sales  of  America 

Cypress,  Calif. 

When  I  started  my  career  I  felt  uncomfortable 


as  the  only  woman,  so  I  set  up  special  rules  o 
behavior  for  myself  so  I  would  appear  strong 
and  tough.  One  was  that  I  would  never  cry  ii 
die  office.  Another  was  that  I  wouldn't  even 
have  pictures  of  my  family  on  my  desk. 

Men  have  told  me  that  my  behavior  is 
intimidating;  but  as  I've  risen  through  the 
company,  I've  relaxed  a  bit.  I  feel  more  com 
forta.ble  behaving  more  like  myself  now  and 
don't  even  notice  that  I'm  the  only  woman  i] 
a  board  meeting — except  when  the  meeting 
breaks  up,  and  I'm  the  only  one  who  heads  t 
the  ladies'  room. 

Carroll  Suggs 

Chairman 

Petroleum  Helicopters,  Inc. 

Metairie,  La. 

I  act  like  a  lady  and  I  view  it  as  my  strength.] 

Some  women  are  so  focused  on  trampling 

ahead  that  they  pretend  they  are  like  men.  Bl 

you  get  less  tired  when  you  act  like  a  lad}'.  Y«| 

can  stay  very  focused  on  your  work  because 

you  don't  concentrate  on  trying  to  pretend  | 

that  you  are  who  you  aren't. 

Martha  Mertz 

Owner 

Mayhood/Mertz  Realtors 
Okemos,  Mich. 
Women  have  a  hard  time  risking  money — the 
basic  risk  you  need  to  take  in  real  estate.  They  | 
squirrel  money  away.  I'm  unusual  because  I 
have  the  interest  and  willingness  to  take  risks 
with  my  money. 

I  found  out  that  I  like  risk  and  real  estate 
while  playing  Monopoly  as  a  kid  with  my  dad,  I 
who  bought  and  sold  real  estate  as  a  sideline.  l| 
really  got  ruined  playing  Monopoly  with  him 
because  I  used  to  like  the  expensive  properties  | 
So  now  for  my  business  I  don't  buy  expensive 
properties,  but  cheaper  properties  across  from  | 
expensive  malls,  which  appreciate  in  time. 

Janet  Skees 

President 

Skees  Engineering 
Louisville,  Ky. 

When  you  work  in  a  field  dominated  by  men, 
you  sometimes  feel  you  don't  fit  in  well  with 
women  in  a  social  setting.  There's  no  common  | 
ground.  They'd  ask:  "What  do  you  do  for  a  liv  | 
ing?"  and  I'd  say,  "I'm  a  civil  engineer."  It's  a 
conversation  stopper  because  most  women 
don't  know  this  area.  Only  when  I  had  my  son 
1 3  years  ago  did  I  start  to  fit  in  better.  I  could 
get  closer  to  them  by  talking  about  our  kids. 


What's  on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  i'orum  in  the  Forbes 
Digital  Tool  at  http://www.tbrbes.com/mind,  or  e-mail  us  at  mind@forbes.com. 
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With  her  most  recent  promotion, 

Patrice  nabbed  the  best 


window  office  in  the  company. 


lg  a  UPS  Captain  is  a  huge  responsibility.  Millions  of  dollars  in  equipment.  Thousands  of  packages  and 
jments  vital  to  our  customers.  Clearly  you  want  the  best  person  flying  that  plane.  Someone  like  Patrice  Clarke 
3hington,  a  10-year  UPS  veteran  with  nearly  8,000  hours  in  the  sky.  When  she  made  Captam,  she  became 

i  nan  to  become  Captain  at  a  major  airline.  Of  course,  everyone  here  is  proud  of  Patrice.  But  frankly,  UPS  needs  people  of  her  ability  at 
|  controls.  Promoting  Patrice  didn't  just  make  history.  It  made  sense.  To  learn  more  about  UPS,  visit  us  at  www.community.ups.com. 


*98  United  Parcel  Service  of  America,  Inc. 


You  can't  always  see  what  you  need  -  at  least  n 
veal  completely  new  dimensions.  And  the  oldl 
If  you  want  your  bank  to  look  beyond  the  obviou 
everything  we  do,  we  try  not  to  be  just  any  bank  J  % 
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Issued  by  UBS  AG  regulated  in  the  UK  by  the  SFA.  In  the  U.S.  Warburg  Dillon  Read  LLC.  a  subsidiary  of  UBS  AG  is  a  r 
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j;  glance.  That's  why  a  fresh  perspective  can  re- 
loing  things  may  not  necessarily  be  the  best, 
lining  your  future,  try  talking  to  us.  Because  in 
[right  bank  for  you.  If©  UBS 


rivate  Banking:  ^UBS    Institutional  Asset  Management:  ^UBS  BrinSOIl     Investment  Banking:  ^.Warburg  DillonRead     Private  Equity:  <^UBS  Capital 


say 

readers@forbes.com 

Bye-bye,  brokers 

Your  article  on  on-line 
traders  ("Amateur  hour 
on  Wall  Street,"  Jan.  25, 
p.  82)  was  arrogant  and 
disdainful.  Of  course  these 
on-line  trading  "geniuses" 
may  not  be  as  competent 
as  your  average  rapacious 
money  manager.  But  then 
again,  maybe  they  are:  The 
majority  of  fund  managers 
cannot  beat  the  S&P  500. 
The  "investment  commu- 
nity" has  been  robbing  the 
average  investor  for 
decades.  Technology 
empowers.  Please  get  out 
of  the  way. 

-Donald  W.  McArthur 
Sterling,  Va. 


Gamblers  only  talk  about 
how  much  they  win.  But 
the  lights,  shows,  glitz  and 
the  free  alcohol  are  paid 
for  by  somebody  I  will 
continue  to  try  to  make 
my  fortune  the  old  way: 
hard  work  and  long-term 
investment. 
-Greg  R.  Snyder 
Fort  Collins,  Colo. 

Thinking  big 

Your  report  on  Clayton 
Christensen  ("Danger: 
stealth  attack,"  Jan.  25, 
p.  88)  was  everything  a 
great  article  should  be.  He 
shows  that  even  the  mighty 
industrial  Goliaths  can  fall 
to  modern  Davids,  and — 
more  importantly — how  it 
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happens.  There  is  every 
reason  to  be  optimistic 
about  America's  economic 
future  as  long  as  bright 
men  like  Christensen 
continue  in  their  search  for 
knowledge  about 
knowledge. 
-Timothy  Kane 
San  Diego,  Calif. 

Below  the  belt 

Sleazy  and  unethical  nego- 
tiating tactics  are  nothing 
new.  But  after  reading 
Keith  Rosenbaum's  com- 
ments about  using  personal 
information  from  his  adver- 
sary's wife's  divorce  lawyer 
to  "twist  him  a  little  bit" 
("The  negotiators,"  Jan. 

|    11,  p.  22),  I  felt  the  need 

^  to  wash  my  hands. 

p  -Thomas  Overby 
Vernon,  N.J. 

In  praise  of 
trust  busters 

Before  you  wrote  an  arti- 
cle denigrating  the  Mount 
Hood  cable  commission  as 
a  bunch  of  "shopkeepers 
and  retirees"  who  want  to 
force  AT&T/TCI  to  invest 
in  "pet  political  projects" 
("at&t  gets  a  ransom 
note,"  Jan.  25,  p.  54),  you 
should  have  talked  to  a 
local  TCI  customer  such  as 
myself.  U  S  West  does  not 
have  a  monopoly  on  Inter- 
net service  over  phone 
lines;  why  should 
AT&T/TCI  have  a  monop- 
oly on  Internet  service 
over  cable  lines?  Your 
reporter  got  it  backwards: 
The  actions  of  the  cable 
commission  are 
pro-competition. 
-Chris  Shaver 
Portland,  Ore. 

It's  Greek  to  him 

Entrepreneur  Alex  Light- 
man  needs  to  brush  up  on 
his  history  ( "Where  are 


Ticked  off  over  knockof fs 

It  is  difficult  to  understand  how 
Forbes  can  feel  positive  about 
Target's  private-label  knockoffs 
("Mass  with  class,"  Jan.  11,  p. 
50),  as  well  as  Barry  Kissel  stein- 
Cord's  efforts  to  protect  his 
design  ideas  from  being  knocked 
off  ("Crafty,"  Jan.  11,  p.  102).  If  Target 
can  afford  to  hire  architect  Michael  Graves  to  design 
cookware  and  appliances,  surely  it  can  hire  other 
designers  to  design  merchandise  instead  of  copying 
others.  Ever  hear  of  copyright  law  and  design  patents?  ■ 
If  Kisselstein-Cord  were  to  knock  off  one  of  Graves' 
popular  kettle  or  watch  designs,  how  happy  would 
Graves  be? 
-RitaSue  Siegel 
New  York,  N.Y. 


they  now?"  Jan.  11, 
p.  104).  The  quote  he 
attributes  to  Aristotle — 
"Give  me  a  place  to  stand 
and  rest  my  lever  on,  and  I 
can  move  the  Earth" — 
belongs  to  Archimedes. 
-C.  Hank  Rawlins 
Houston,  Tex. 

Divine  management 

Even  here  in  Silicon  Valley, 
the  seven-day  workweek  is 
a  sure  road  to  eventual  dis- 
aster ( "Let  the  fruit  run 
down  your  chin,"  Jan.  11, 
p.  270).  The  biggest  per- 
sonnel problems  high-tech 
companies  face  today  are 
those  of  the  seven-day-a- 
week  worker  who  has 
become  completely  unpro- 
ductive in  the  midst  of  a 
divorce  or  other  personal 
problems.  God  made  the 
Sabbath  for  a  reason.  It's 
an  even  more  effective 
management  tool 
today  than  it  was  2,000 
years  ago. 

-Gregory  Slayton 
Palo  Alto,  Calif. 

Not  light  speed,  yet 

I  liked  your  perspective 
about  hitching  your 
business  to  the  whirlwind 


developments  of  tech- 
nology ("Digital  rules,"! 
Jan.  25,  p.  43).  But  you{ 
made  one  mistake. 
Amazon.com  can  sell 
books  at  an  almost  infinil 
rate  of  growth  on  the 
Internet,  but  it  cannot 
deliver  books  at  this 
speed.  A  bookseller  will 
truly  hitched  to  the  Intel 
net  when  it  can  transmit! 
electronic  versions  of 
books  and  avoid  shippinil 
altogether.  For  now,  Jefij 
Bezos  has  hitched 
Amazon  to  Federal 
Express  and  urs. 
-Eric  Holmen 
San  Jose,  Calif. 


Letters  should  include  the  author 
address  and  phone  number. 
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Hilton  H  Honors"  and  your 
American  Express"  Card 
can  earn  you  double  miles 
and  double  points. 

Free  trips  twice  as  fast.  Sound  good? 
We  thought  so.  As  a  member  of 
Hilton  HHonors,  the  hotel  program 
business  travelers  prefer,  charge 
your  business-rate  stays  at  Hilton 
with  your  American  Express  Card 
and  earn  both  double  points  and 
double  miles  with  your  choice  of 
eight  participating  airlines  including 
United,  Delta,  Northwest  and 
Continental.  This  offer  is  available 
between  January  4  and  March  31, 
1999  so  make  your  plans  on  the 
double.  Because  earning  free  trips 
twice  as  fast  makes  them  twice  as  fun. 
For  worldwide  reservations,  call 
your  professional  travel  agent.  To 
enroll  in  Hilton  HHonors  or  make 
reservations  visit  www.hilton.com 
or  call  1-800-HILTONS. 
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■MM  Cards 
To  apply,  call  1  800  THE  CARD 
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ailable  for  stays  from  January  4,  1999  through  March  31,  1999.  Hilton  HHonors  membership,  earning  and  redemption  of  points  are  subject  to  HHonors 
erms  and  Conditions.  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply.  Refer  to  your  HHonors  membership  materials  for  rate  and  other 
Ktrictions.  Participating  airlines  include  Alaska  Airlines,  America  West  Airlines",  Continental  Airlines,  Delta  Air  Lines,  Hawaiian  Airlines,  Northwest  Airlines, 
A/A  and  United  Airlines.  At  participating  Hilton  and  Conrad  International  hotels  outside  the  U.S.,  you  can  earn  double  points  and  double  miles  with  any 
payment  method.  See  www.hilton.com  for  details.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  ©1999  Hilton  Hotels. 


Go  confidently  in  the  direction  of  your  dreams. 
Live  the  life  you* ve  imagined. 

-Henry  David  Thoreau 


What  do  you  want  out  of  life?  What  do  you  imagine  it  to  be?  Does  it  scare  you?  Or  fill 

you  with  promise  and  anticipation?  At  American  General,  50,000  dedicated  women  and 

men  help  you  meet  your  financial  needs  with  retirement  services,  life  insurance, 

and  consumer  loans.  And  with  70  years'  experience  and  S100  billion  in  assets, 

we're  helping  over  12  million  people  live  the  life  they've  imagined. 

Live  the  life  you've  imagined. 
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lith  all  thy  getting  get  understanding' 


fact  and  Comment 


Steve  Forbes,  Editor-in-Chief 


AGGRESSIVE 

azil's  troubles  demonstrate  that  the  world's  eco- 
mic  doctors  really  don't  know  what  they  are  doing.  The 
1  of  the  real,  Brazil's  currency,  was  easily  avoidable. 
The  country's  central  bank  could  have  kept  the  real  steady 
lainst  the  dollar  by  buying  up  the  currency  so  that  supply- 
mid  match  demand.  It's  simple  economics;  if  supply 
ceeds  demand,  the  price  will  fall.  The  central  bank  has 
out  S45  billion  worth  of  foreign  reserves.  It  owns  Brazil- 
i  government  bonds.  It  has  a  remaining  IMF  credit  line 
around  S30  billion.  It  also  has  several  billion  dollars  in 
:dit  with  U.S.  and  other  international  commercial  banks. 
All  the  central  bank  had  to  do  was  to  employ  these 
sources  to  buy  up  reals.  The  real  would  have  stabilized, 
irticularly  if  the  government  had  stated  that  its  goal  was  to 
:ep  it  tightly  tied  to  the  dollar.  Instead,  to  the  applause  of 
e  I'  S.  Treasury  Department,  the  IMF  and  other  advisers 
ith  Jurassic  Park  mentalities,  Brazil  cobbled  together  a  pro- 
■am  resembling  a  pretzel  designed  by  someone  on  LSD. 
ather  than  straightforwardly  absorbing  excess  reals,  Brazil 
is  jacked  up  interest  rates,  which  will  depress  the  economy. 


IGNORANCE 

It  is  applying  new  taxes,  which  will  also  hurt  growth.  The 
regime  has  proposed  needed  spending  cuts,  but  its  timing  is 
awful — there  is  not  much  political  support  for  belt-tighten- 
ing when  people's  standard  of  living  is  suffering. 

In  1994-95  Mexico  made  the  same  pretzel-like  mistakes 
Brazil  is  making  now.  Instead  of  buying  up  pesos,  Mexico 
let  its  money  go  into  a  freefall.  Then  it  begged  the  U.S.  for 
funds  to  pay  off  speculators  who  had  bought  high-interest- 
paying  Mexican  debt  on  the  assumption  that  the  peso 
would  stay  steady  against  the  greenback.  The  Clinton 
Administration  offered  $20  billion — an  amount  that  could 
have  bought  up  every  peso  in  existence.  The  peso's  original 
value  could  have  been  preserved  and  the  collapse  averted. 

Yet,  incredibly,  the  Administration  and  the  IMF  are 
now  telling  Brazil  not  to  try  to  "prop  up"  its  currency, 
thereby  inviting  an  Asian-Mexican-style  free-fall.  In  effect, 
the  Clinton/Gore  team  may  turn  Brazil's  cold  into  life- 
threatening  pneumonia. 

And  so  continue  the  wrongheaded  responses  to  and  the 
misdiagnoses  of  this  spreading  crisis. 


ARE  THEY  SERIOUS? 

HE  INTERNATIONAL  MONETARY  FUND  is  campaigning  standing  of  what  makes  an  economy  tick,  as  the  Brazilian 
>r  increased  powers  that  would  let  it  intervene  directly  crisis  demonstrates.  For  example,  it  tells  countries  to  bal- 
i  nations'  economies  before  these  countries  even  get      ance  their  budgets — a  fine  sentiment,  but  how  you  balance 


ito  serious  trouble.  The  agency's  num- 
er  two  official  says,  "The  whole  idea  is 
revention." 

Lord  help  us.  The  "whole  idea"  is  sim- 
ar  to  putting  Typhoid  Mary  in  charge  of 
n  effort  to  prevent  food  poisoning.  The 
MF  w  the  problem.  Its  toxic  prescriptions 
f  devaluation  and  tax  increases  turn  rou- 
ine  economic  adjustment  into  devastat- 
ig  disasters.  For  three  decades  the  Pacif- 

Rim  was  a  vibrant,  expanding  region, 
oday  it  is  a  smoldering  ruin,  thanks  in 
to  small  part  to  IMF  malpractice. 

The  agency  still  has  no  real  under- 


Stanley  Fischer:  IMF's  number  two 
tries  to  float  a  lead  balloon  of  an  idea. 


a  budget  is  critical.  Hiking  taxes  hurts 
economic  growth,  but  like  physicians 
who  once  bled  their  patients,  the  IMF's 
economic  doctors  regularly  prescribe 
ever-heavier  exactions.  (By  the  way,  the 
budgets  of  most  of  the  Pacific  Rim 
states  were  in  balance  when  Asia's  eco- 
nomic flu  first  hit  18  months  ago.) 

Sound  money,  low  taxes,  the  rule  of 
law,  minimal  government  interference 
and  open  trade  are  core  principles  of 
economic  progress.  Such  principles  are 
still  alien  to  the  IMF,  which  is  why  it 
remains  a  global  menace. 


PYTHON  POLICIES 

Teadlines  to  the  contrary,  the  dollar  is  not  really  sink-  superb  car  will  eventually  sputter  and  stall  if  not  provided 
ng.  In  fact,  the  Federal  Reserve  is  still  too  restrictive  in  pro-  enough  fuel.  That's  why  commodities  prices  have  plunged 
dding  credit  to  the  economy.  This  will  hurt,  just  as  even  a     across  the  board  and  why  long-term  interest  rates  of  gov- 
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ernment  debt  virtually  mirror  short-term  interest  rates. 
Like  the  Fed,  European  central  banks  have  been 
overly  tight,  although 


the  dollar  has  gone  up 
a  bit  against  the  new 
euro.  German  prices 
are  actually  falling. 
Britain  is  heading  into 
a  recession. 


Sinking  in  Buoyant  Waters 

Falling  Dollar  Is  a  Mystery  in  a  Soaring  U.S.  Economy 


The  Bank  of  Japan  has  helped  strangle  economic 
growth  in  Japan  by  being  even  more  stingy  than  central 


banks  in  other  major  countries. 

True,  Europe  and  Japan  have  significant  systemic  pr 

lems  with  taxes 
regulations.  The  U.; 
facing  a  federal 
burden  (as  a  percent 
of  people's  incor 
that  will  soon  surf 
that  at  the  height 
World  War  II.  But  the  role  of  overly  stingy  central  ba 
in  hurting  economies  should  not  be  overlooked. 


PHONY  DEFENSE 


Don't  be  impressed  by  Presidential  pledges  to  spend  a 
few  billion  dollars  more  for  antimissile  defenses.  The 
move  is  purely  political,  meant  to  rob  the  GOP  of  an 
issue  in  the  2000  elections. 

Most  Americans  don't  grasp  the  fact  that  we  have  no 
means  to  knock  down  an  incoming  rocket;  we  are  completely 
vulnerable.  North  Korea  is  already  testing  a  three-stage 
rocket  and  will  soon  have  the  means  to  hit  Alaska  and  Ha- 
waii. Iran  is  rapidly  developing  missile 
technology.  In  the  not-too-distant  fu- 
ture the  ayatollahs  will  be  able  to  reach 
western  Europe,  with  the  U.S.  next. 

But  the  Administration  remains  less 
than  serious  about  moving  ahead  full- 
speed  to  protect  us  from  incoming  mis- 
siles. The  President  won't  even  make  a 
decision  to  actually  build  or  not,  until 
at  least  18  months  from  now.  If  a  go- 
ahead  is  given,  it  will  be  for  the  most 
expensive,  least  developed  and  least 
effective  approach- — a  ground-based 
missile  defense.  And  there  may  be  only 
two  sites,  rendering  such  a  defense 
woefully  inadequate.  This  way,  the  Administration  can  say  it 
is  still  adhering  to  the  1972  Antiballistic  Missile  Treaty, 
which  bars  deploying  nationwide  missile  defense  shields. 

The  ABM  Treaty  has  severely  restricted  missile  defense 
research  and  testing.  The  White  House's  adherence  to  a  piece 
of  paper  that  could  do  immense  harm  to  our  people  and  our 
allies  is  based  not  on  logic  but  on  obsolete  arms-control 
thinking:  If  the  Soviets  attack  us,  we  can  retaliate  and  wipe 
them  off  the  face  of  the  earth.  But  today's  world  is  different 
from  1972's.  A  number  of  nations  will  inevitably  have  the 
means  to  strike  us  with  rockets.  The  blackmail  possibilities  are 


mM 

_      1 

Soviet  Boss  Brezhnev  and  President 
Nixon:  We  took  the  1972  ABM  Treaty  seri- 
ously, but  Moscow  never  did. 


enormous.  Do  we  risk  losing  hundreds  of  thousand;! 
Americans  to  Iraqi  missiles  if  Saddam  Hussein  seizes  Kuv 
again  and  says  he  will  retaliate  if  we  try  another  Gulf  war 
Washington's  constricted  interpretation  of  the  Al 
Treaty  has  made  experimenting  and  testing  of  missile  defei 
shields  extremely  expensive.  It  has  constrained  research  1 
airborne  and  space-based  lasers.  And  it  has  forced  us 
"dumb  down"  the  development  of  missile  defense  syste 
for  our  overseas  troops  and  allies, 
3  called  theater  missile  defenses. 
e  The  ABM  Treaty  should  be  trea.i 
|  as  a  dead  letter,  having  been  enter 
5  into  with  an  entity  that  no  lonji 
exists.  Moreover,  the  Soviets  routiii 
ly  violated  it,  as  do  the  Russians  no 
If  the  other  party  no  longer  exists  a 
its  principal  successor  doesn't  adb 
to  the  pact,  why  should  we? 

Within  40  months,  at  a  cost 
around  $3  billion,  we  could  upgra 
the  Navy's  existing  Aegis  missile  tec 
nology  to  give  us  an  effective,  flo 
ing  missile  defense  capability.  A 
should  then  move  on  to  fully  develop  a  space-bas 
system.  As  arms  expert  Henry  Cooper  recently  put  it, 
is  far  simpler  to  shoot  a  missile  down  in  space  fron 
space  vehicle  than  it  is  to  shoot  it  down  from  I 
ground."  He  added,  "The  space  technology  that  can 
used  to  build  defenses  is  mature,  and  such  defenses  wot 
be  simpler  than  the  ones  we  are  [now]  developing." 

Congress  must  not  be  lulled  by  Clinton's  game-pla 
ing.  It  should  pass  legislation  to  force  the  government 
build  reliable  and  sufficient  missile  defense  systems 
soon  as  possible. 

STOP 


I 


RESTAURANTS— GO, 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  mid  other  Forbes  eatery  experts  Tow  Jones  and  Patrick  Cooke. 


•  Peacock  Alley — Waldorf-Astoria  Hotel,  301  Park 
Ave.,  at  50th  St.  (Tel.:  872-4895).  A  sure  thing  for  those 
wanting  to  impress  and  be  pampered.  The  food  is  ambi- 
tious and  very  good.  Especially  noteworthy:  Parmentier 
soup;  oven-baked  cod  with  fresh  figs  and  fennel;  and  rack 
of  lamb.  Desserts  are  scrumptious. 

•  Michael  Jordan's  Steakhouse  NYC — Grand  Central 
Station,  23  Vanderbilt  Ave.,  at  42nd  St.  (Tel.:  655-2300). 
Few  places  in  town  can  match  the  spectacular  Grand  Cen- 
tral Terminal.  Has  this  celebrity  venture  resulted  in  a  Win- 
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ning  restaurant?  Yes.  Particularly  good:  smoked  salmc 
with  brioche  toast;  and  the  filet  mignon  center  cut. 

•  Pacific  East— 318  West  23rd  St.  (Tel.:  243-0777 
Innovative  and  delicious  fare  in  a  sleek  and  stylish  plac 
Try  the  iced  yellowfin  tuna  tartare  with  coconut  juice  ai 
Japanese  horseradish,  spiced  tobiko  and  Idaho  chip 
Indochine  spiced  wok-charred  beef  salad  over  green 
with  satay  flavors  and  fresh  basil;  and  three-pepper  roa 
duck  with  plum  wine,  huckleberry  plum  sauce,  kaiwa 
sprouts  and  ginger  scallion  duck  pancakes.  I 
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Retail  solutions  like 
andise  Management  can  help 
'Ou  improve  inventory  control 
promotional  pricing  based  on 
tual  customer  buying  patterns 


lolesale  solutions  such  as 

usiness  Management  Systems 

can  help  reduce  inventory 

costs  and  otter  more  choices 

to  customers  and  suppliers 


anutaclunng  solutions  like 

^jhedulmg 

-  reduce  cycle  times 

achieve  on-time  shipments 

iiter  time  to  market 


siness  goes  beyond  e-mail 

and  a  Web  site  It's  about 
meet  ig  you  to  your  customers 
employees,  suppliers  and 
■ntranets  and  the  Web 


Keep  hearing  about  supply  chain  management? 
he  right  product  in  the  right  place  at  the  right  time." 

It's  no  longer  theory. 


Now  you  ran  |iut  what  looks  good  on  paper  into  practice. 

Introducing  tangible,  affordable  e-business  solutions  for 
growing  companies,  from  IBM. 

( lustomized  solutions  that  ran  help  strengthen  your  position 
in  the  suppl)  chain. 

So  there-  le.--  second-guessing.  And  more  connecting. 


with  whal  you've  got  and  grow  as  you  grow. 

What  can  you  expect?  Better  forecasting  better  inventory 
control,  hetter  customer  service.  Welcome  to  e-husiness. 

Visit  www.ihm.com/businesscenter  or  call  1  888  IBM-2992, 
e\t.  1 1801,  for  your  free  Business  Assessment  ( 'I  H>(  )\l.  designed 
to  identify  ways  for  your  company  to  integrate  its  supply  chain. 


Whether  you're  ready  to  send  your  lirst  e-mail  or  ready  for       Well  also  put  you  in  touch  with  an  IBM  Business  Partner  who 
suppl)   chain   management  (which  links  inventory,  hilling  and       can  tailor  the  right  solution  for  you. 

-hipping  to  \nur  customers  and  suppliers),  these  solutions  work  =-S^£ ST 


iss  logo  and  Solutions  lor  a  small  planelare  trademarks  ol  International  Business  Machines  Corporation  in  the  U  S  and/or  other  countries  ©1998  IB!/  .orootalion  All  rights  reserved 


Solutions  for  a  small  planet " 


c 


fpife' 
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orth  America.  Inc'  'Ai>vn 


We  like  to  think  of  it  as  necessary  luxury.  Is  it  imperative  that  you  be  surrounded  by  prem    H 
leather,  burled  vvalni^trim  and  a  IGO-watt,  eight-speaker  stereo  system?  We'll  sleep  bett<     I 


E  DON'T  BELIEVE  IN  CONSPICUOUS  CONSUMPTION. 

I  BUT  IT'S  SURE  GOING  TO  BE  HARD  TO  HIDE  THIS? 


just  say  "yes."  For  more  information  on  the  new  Volvo  S80, 
it  us  at  www.volvocars.com  or  call  us  at  1-800-550-5658. 


THE  NEW  VOLVO  S80 


Other  Comments 


Clueless 

"We  are  taking  away  some  of  the 
years  of  adolescence  and  childhood" 
from  a  generation,  cautions  Millburn, 
N.J.  school  principal  Martin  Burne  in 
a  recent  feature  in  the  New  York  Times. 
The  unlikely  culprit?  Too  much  home- 
work, which  one  Los  Angeles  psychol- 
ogist says  is  sending  kids  to  therapy  in 
droves  for  "homework-related  anxi- 
eties." Keep  in  mind  that,  according  to 
the  University  of  Michigan's  Institute 
for  Social  Research,  the  average 
amount  of  time  kids  spend  on  home- 
work is  25  minutes.  Heaven  forbid  the 
children  miss  half  of  Dawson's  Creek. 
-National  Review 

Misguided 

The  International  Monetary  Fund 
is  spinning  its  potential  to  douse  eco- 
nomic outbreaks  before  full-blown 
crises  engulf  countries  or  continents. 

This  type  of  policy  could  help  gov- 
ernments avoid  the  consequences  of 
bad  policy  and  speculators  the  bitter 
loss  of  a  risk)7  investment,  a  phenom- 
enon known  as  moral  hazard  which 
propagates  self-indulgent,  irrespon- 
sible behavior.  But,  says  the  Fund, 
these  precautionary,  crisis- averting 
loans  wouldn't  beget  moral  hazard 
since  they  would  be  doled  out  only 
to  countries  that  employ  good  poli- 
cies. Countries  with  not-so-good 
policies  could  get  the  loans  if  they 
promised  to  meet  tough  conditions. 

Governments  with  good  beha\ior 
don't  need  IMF  loans.  Investors  on  the 
lookout  for  handsome  returns  reward 


good-policy   countries.    If  the   Fund 
were  to  accept  this  reality,  however,  it 
would  have  to  renounce  its  charter. 
-Washington  Times 


Despite  the  portentous  sound  of 
the  word  impeachment,  Bill 
Clinton  is  merely  on  the  verge  of 
being  fired  from  his  job.  Washing- 
ton, after  all,  is  a  place  of  work, 
and  the  people  who  work  there — 
and  who  keep  the  place  ticking — 
have  to  deal  with  Mr.  Clinton  on 
a  level  that  poll -answering  Amer- 
icans beyond  the  Beltway  don't. 
-Holman  W.  Jenkins  Jr., 
Wall  Street  Journal 


Fact  of  Life 

When  my  mother  didn't  come  back, 
I  realized  that  any  moment  could  be 
the  last.  Each  walk  should  be  taken 
as  if  it  is  the  only  thing  vou  have  left. 

You  can  demand  something  like 
this  of  yourself  as  an  unattainable 
ideal.  After  that,  you  have  to  remind 
yourself  about  it  every  time  you're 
sloppy  about  something.  For  me 
that  means  250  times  a  day. 
-Smilla's  Sense  of  Snow, 

by  Peter  Hoeg 

Not  Fooling  Anyone 

Twice  at  the  beginning  of  1998  the 
Butcher  of  Baghdad  denied  U.N. 
weapons  inspectors  access  to  build- 
ings believed  to  house  evidence  of 
Iraq's  efforts  to  develop  and  stockpile 


"The  results  are  meaningless,  but  it  gets  the  animal-rights  people  off  our  backs." 


weapons   of  mass   destruction. 
Clinton   administration   huffed 
puffed  and  threatened  unilateral  p  j 
tive  action  to  bring  Saddam  to  he 

During  each  showdown  the 
secured  time  and  freedom  to 
conceal  their  weapons  progra 
Saddam's  challenges  brought  hd 
the  administration's  lack  of  resolve] 
highlighted  its  confusion  of  policy  A 
regarding  Iraq.  As  a  senior  Pent 
official  [said],  "We  need  leadership  I 
decides  on  a  goal  and  works  tows 
relentlessly.  Every  time  we  flip-flop  I 
back  down  we  strengthen  Saddam  1 
convince  our  Arab  friends  and  poij 
tial  allies  in  Iraq  of  our  irresolution^ 
-Jamie  Dettmer,  Insight  magazij  j 

Nectar  of  the  Gods 

Since  its  invention,  the  martini  j 
been  the  preferred  cocktail  of  prl 
dents  and  heads-of-state.  FDR  e{ 
carried  a  martini  "kit"  on  inter! 
tional  summits.  Prize -winning  wl 
ers  have  sung  its  praise,  allowl 
themselves  one  (E.B.  White)  or  sj 
eral  (William  Faulkner)  for  fortifi'J 
tion  when  facing  the  empty  page.'; 
As  the  three -martini  lunch  con 
back  into  favor,  look  for  the  wi 
manicured  and  metallic-polished  ll 
gers  of  book  publicists  and  fash 
editors  to  be  lifting  their  cockl 
glasses  at  the  Four  Seasons  wh)| 
they  toast  the  new  millennium. 
-Sally  Ann  Berk,  The  Martini  Bo\ 

Cracking  Up 

Thousands  turned  out  [in  Bomb  I 
to   celebrate   World   Laughter   E] 
and  shout  "I  am  the  happiest  pers] 
in  the  world."  Organisers  now  w;l 
a     laughing     competition     in    \V 
Olympics  and  there  are  plans  to  | 
India's  huge  workforce  to  start  ev< 
day  with  20  minutes  of  deep  breai 
ing  and  laughter — but  without  a 
need  for  jokes.  It  seems  it's  the  an 
dote  for  stress-related  disorders  su 
as  high  blood  pressure  and  heart  d 
ease.   Might  not  have   the   desir' 
effect  on  the  boss  if  there's  too  mu ' 
of  it  in  worktime. 
-Financial  Times  t 
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Economy  Comfort. 

cale  economy  seats  provide 

built-in  lumbar  support 
adjustable  'wing'  headrests. 


equent/Zvn' 


h  the  Qantas  Frequent  Flyer 
ogram,  you  can  also  accrue 
age  with  any  of  our  partners  - 
<a  Airlines,  American  Airlines' 
;h  Airways,  Canadian  Airlines, 
inental  Airlines  &  U.S.  Airways. 


Qantas,  your  airline  to  Australia  and  New  Zealand,  just  got  even  better.  Over  $500 
million  has  been  invested  in  upgrades  to  our  international  fleet  and  facilities  to  make 
flying  with  us  even  more  enjoyable.  All  new  comfortable  seats,  new  concepts  in  cuisine, 
and  newly  redesigned  lounges  worldwide  are  improvements  that  will  add  to  our 
78  year  record  of  providing  levels  of  service  and  safety  that  even  other  airlines  talk 
about.  Call  your  travel  agent  or  Qantas  at  1-800-227-4500,  |^ 
or   visit    us    at   our   web    address:    www.qantas.com       ■»! 


THE  SPIRIT  OF  AUSTRALIA 


Progressively  being  introduced  across  the  Qantas  International  Fleet.  Available  beginning  January  '99  on  selected  flights  from 
Los  Angeles.  American  Airlines  is  a  registered  trademark  of  American  Airlines,  Inc. 


We've  cared  for  generations. 


We're  Pfizer. 

We've  been  helping 

people  since  1849. 

We  refuse  to  believe  the 

ills  of  the  world 

can 't  be  cured.  We  search 

day  in,  day  out,  year  in, 

year  out,  looking  for 

treatments  for  diabetes, 

for  a  cure  for  cancer,  for 

new  antibiotics  to  fight 

deadly  new  strains  of 

bacteria.  We've  worked 

with  a  passion  for  a  century 

and  a  half.  And  today,  we're 
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Just  by  talking  to  him,  you'll  notice  he  has  a  nature  that  can't  be  duplicated.  Which  could  explain  why  no  matter  how  n  m 
times  he's  approcched  on  a  subject,  you'll  believe  it's  the  first  time  he's  heard  it.  That's  Ramon  for  you.  Like  ever>| 
else  around  here,  he  just  has  a  way  of  letting  you  know  how  much  he  enjoys  seeing  you  again.  And  again.  And  a  1 

Fcr  reservations,  call  1  -800-333-3333,  visit  us  at  www.radisson.com  or  contact  your  travel  professional. 
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NEW  PROMISES  EVERY  DAY 


)R  THOSE  WHO  ONLY  READ  HEADLINES  or  listen  to  30- 

ond  sound  bites  on  television  news,  President  Clinton 
11  appear  as  he  wishes  to  appear — as  a  supporter  of  mis- 

t*  defense  and  strong  defense  budgets.  To  those  willing 
read  at  least  the  first  three  paragraphs  of  any  news 
ry,  the  truth  will  be,  as  is  so  often  the  case  with  Mr. 
linton,  180°  from  the  headline  blurb. 
Let's  look  beyond  the  New  York  Times  headline 
Clinton  To  Pledge  $7  Billion  For  Missile  Defense  Sys- 
m"  to  see  what  is  actually  happening.  The  President 
is  let  it  be  known,  well  in  advance  of  his  budget  sub- 
ission,  that  $7  billion  may  be  spent  over  a  six-year  peri- 
,  i  to  build  a  limited  missile  defense  system.  We  say  may 
icause  no  decision  will  be  made  until  the  year  2000.  At 
lat  point,  the  Times  tells  us,  Clinton  will  decide  whether 
ie  threat  justifies  building  a  system  by  the  year  2003. 
There  are  several  problems  with  this  approach,  includ- 
g  its  highly  tentative  nature.  Mr.  Clinton  and  the  public 
iust  know  that  a  presidential  leak  or  even  a  press  release 
innot  bind  either  a  future  President  or  a  future  Congress. 
ertainly  a  presidential  press  release  about  setting  aside 
7  billion  of  a  not-as-yet-approved  total  for  a  defense 
ogram,  for  possible  use  in  the  year  2003,  is  nonbind- 
g.  It  is  a  sham  designed  only  to  enable  a  beleaguered 
resident  to  claim  that  he  is  at  last  for  missile  defense. 
Following  this  leak,  Mr  Clinton  wavered  over  making 
iv  reference  to  missile  defense  in  his  State  of  the  Union 
essage,  for  fear  of  offending  Russia.  The  Duma,  after 
ur  token  December  bombing  of  Iraq,  stopped  its  years- 
nig  debate  on  the  START  II  Treaty.  National  Security 
adviser  Samuel  Berger  recendy  stated  that  deployment 
f  any  defense  system  is  unlikely  because  "we  remain 
trongly  committed  to  the  1972  Antiballistic  Missile 
reaty,  a  cornerstone  of  our  security." 
It  is  not  much  of  a  cornerstone  after  North  Korea's 
est  firing  of  a  three-stage  missile  over  Japan  last  August. 
o  demonstrate  the  idiocy  of  the  ABM  Treaty,  ask  your- 
elf  this:  Do  you  believe  that  if  we  agreed  never  to  use 
;as  masks,  our  troops  would  never  be  attacked  with  gas? 
With  the  planned  leak  about  Clinton's  $7  billion 
>ledge  virtually  repudiated  by  Berger's  renewed  devo- 
ion  to  the  ABM  Treaty  (which  forbids  any. effective  mis- 
ile  defense),  there  is  no  Administration  missile  defense 
>olicy.  Does  no  one  realize  that  the  more  we  declare  our 
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allegiance  to  the  ABM  Treaty,  the  more  we  invite  rogue 
nations,  such  as  Iraq,  Iran  and  North  Korea,  and  others, 
such  as  Russia  and  China,  to  believe  that  in  the  future 
their  best  weapons  will  be  those  we  have  pledged  never 
to  defend  ourselves  against? 

More  of  the  Same 

Making  more  news  is  a  much -heralded  presidential 
"Budget  Increase  For  The  Military,"  as  the  headlines 
refer  to  it.  The  $100  billion  figure  (or  $110  billion,  de- 
pending on  which  paper  you  read)  that  has  been  leaked 
is  the  total  increase  over  a  six-year  period.  It  includes  a 
$12  billion  increase  for  the  year  2000.  Only  $4  billion  is 
an  increase  in  actual  spending — and  amounts  to  less  than 
a  2%  increase  after  inflation.  The  other  $8  billion  is  to 
come  from  "savings"  in  the  defense  budget  resulting 
from  lowcr-than-predicted  inflation  and  fuel  prices.  Of 
course,  no  one  can  guarantee  that  inflation  and  fuel 
prices  will  remain  constant  over  the  next  18  months;  if 
they  do  not,  the  $8  billion  will  never  materialize.  It  is  no 
comfort  to  realize  that  national  security,  severely  weak- 
ened by  Clinton's  earlier  policies,  now  has  to  rely  upon 
government  fiscal  predictions  instead  of  appropriated 
dollars.  U.S.  security  requires  something  more  solid  than 
guesswork- — or  Mr.  Clinton's  word. 

The  best  part  of  this  leak  is  that  about  $2.5  billion  is  sup- 
posed to  be  used  for  much-needed  pay  increases  and  im- 
proved retirement  benefits  for  the  military.  The  worst  part 
is  that  we  will  have  to  wait  until  2002  before  we  can  start  the 
long-needed  modernization  and  acquisition  of  weapons. 

Where  Do  We  Find  $100  Billion? 

The  Balanced  Budget  Act  of  1997  requires  that  any  bud- 
get increase  be  offset  by  a  reduction  elsewhere.  Mr.  Clinton 
daily  reports  big  new  spending  plans,  but  no  reductions.  If 
we  are  to  believe  previous  headlines,  Mr.  Clinton  will  use  a 
budget  surplus  only  for  saving  Social  Security  According  to 
the  Washington  Post,  all  of  these  orchestrated  leaks  are 
designed  to  demonstrate  that  our  impeached  President 
"remains  at  work  trying  to  implement  popular  policies." 

This  Administration  is  famous  for  leaking  sham  pro- 
posals. These  daily  sound  bites  should  not  be  given  any 
more  credence  than  some  other  statements  made  by 
this  President.  Mi 
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During  the  past  four  decades,  Jet  Aviation  and 
its  3,000  employees  at  over  30  locations 
worldwide   have   been   dedicated   to 
providing  its  clientele  with  uncompromised 
executive  aviation  services. 

Whether  your  needs  are  for  charter  or 
complete  aircraft  management,  our  people 
provide  you  with  the  turnkey  solution  and 
service  to  maximize  your  aircraft  investment. 

Because  we  operate  the  world's  largest  charter  fleet  of  corporate 
and  private  jets,  we  can  fly  you  wherever  your  destination  may  be. 
Around  the  globe,  Jet  Aviation's  staff  is  at  your  disposal  24  hours  a 
day  and  will  handle  all  your  planning  and  reservation  needs 


immediately,  within  hours  the  aircraft  il 
suits  your  travel  itinerary  best  will  be ;  1 
disposal  at  the  airport  of  your  cl 
Enjoy  the  state-of-the-art  interior  ■  | 
aircraft  and  let  your  crew  fly  you  in  co 
comfort  and  safety. 

If  you  already  own  an  aircraft,  consic 
Aviation  as  your  management  company  of  c  j 
Since  1972,  Jet  Aviation's  professional 
management  has  helped  many  owners  enjoy  the  c<] 
and  convenience  expected  from  aircraft  ownership.  No  w 
more  than  100  corporations  and  individuals  entrust  their  i 
and  all  operational  details  to  Jet  Aviation.  We  focus  or| 
travel  needs,  which  allows  you  to  focus  on  your  business. ' 
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THE  ONLY  GLOBAL  BUSLNESS  AVLATION  SERVICE  COMPANY 


Headquarters  North  &  South  America 

Terrance  P  Kelley  •  President 

West  Palm  Beach.  Florida  •  USA 

Tel.  (1-561)  233-~281  •  Fax:  (1-561)  686-7553 

Charter  Oiiice:  1-800-736-8538 


Headquarters  Europe,  Middle  &  Far  East 

Heinz  Kohli  •  President 

Zurich  •  Switzerland 

Tel.  (41-1)  382  22  02  •  Fax:  (41-1)  382  20  41 

Charter  Office:  (41-1)  816  48  98 
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Digital  rules 

Achnology  and  the  new  economy 


I  Rich  Karlgaard,  Publisher 
ilisher@forbes.com 


IN  PRAISE  OF  ANIMAL  SPIRITS 


|tR  New  Year's,  I  found  myself  sweating  out  Christmas 
log  in  a  hotel  hot  tub  with  Alan  Blinder,  the  former 
vice-chairman  and  adviser  to  President  Clinton.  Like 
ly  economists,  this  brainy  Princeton  professor  thinks 
jnomics  is  more  science  than  sociology — i.e.,  it  is 
bucible  to  numbers.  Vet  looking  at  those  numbers, 
Jnder  can't  find  the  computer's  and  Internet's  contri- 
Itions  to  productivity.  He's  not  alone.  MIT's  Paul 
luclson  has  declared  computers  can  be  found  every- 
Jiere  in  the  economy  except  in  the  productivity  num- 
Jrs.  Stephen  Roach  of  Morgan  Stanley  echoes  this  view. 

Look  at  the  Evidence 

Productivity  is  on  the  march  everywhere.  American 
rtories,  many  at  death's  door  only  a  decade  ago,  have 
ared  back.  From  T  shirts  to  trucks,  we  arc  the  world's 

J  ost  efficient  producers.  Thank  resource-planning  soft- 
ire.  On  the  marketing  front,  American  brands  have 
■sized  the  world.  Credit  satellite  TV  and  the  Internet 
r  spreading  the  English  language. 
Keep  going.  American  capital  markets  are  far  and  away 
e  most  liquid  and  efficient  in  the  world,  despite  a 
inuscule  national  savings  rate  and  a  tax  policy,  that 
erves  between  counterproductive  and  comical.  For 
at,  we  can  tip  our  hat  to  Wall  Street's  huge  and  ongo- 
g  investments  in  computers  and  high-band  networks. 
How  about  inflation?  Computers  and  networks  have 
lied  it.  Six  years  ago  FORBES  ASAP  went  out  on  a  limb 
id  said  infotech  would  crush  inflation.  Our  evidence 
as  too  slim  to  satisfy  any  economist,  but  in  the  real 
orld,  if  you  cared  to  look,  it  glowed  like  the  noonday 
in.  One  clue  was  the  reengineering  movement,  which 
ibstituted  technology  for  workers.  The  second  was 
^al-Mart.  The  discount  chain  discovered  it  could  pre- 
ict  buying  patterns  down  to  every  last  store  shelf, 
lanks  to  data  gleaned  daily  from  its  checkout  scanners. 

T^own  went  Wal-Mart's  inventory  costs.  Any  rookie 
usiness  writer  could  see  this. 

The  logical  next  step  wasn't  hard  to  figure  out,  either. 
or  any  business  forced  to  compete — that  is,  most — all 
ich  savings  in  inventory  and  headcoun.t  had  to  be 
assed  on  to  consumers.  Seeing  this,  Forbes  ASAP  rea- 
Dned  that  price  wars  would  soon  break  out. 
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Thus  would  the  stock  market  and  venture  capital  also 
break  loose  in  a  glorious  stampede.  Equity  markets  hate 
inflation  and  love  its  absence — or,  rather,  stock  investors 
loathe  inflation.  What  idiot  cares  to  pay  taxes  on  inflated 
gains?  But  when  the  opposite  condition  exists,  when  in- 
flation is  low,  equity — whether  private  or  public — has  no 
trouble  finding  buyers.  Thus  do  new  and  disruptive  tech- 
nologies, like  those  of  the  Internet,  get  funded,  further 
goosing  the  American  economy.  Sounds  like  a  virtuous 
cycle:  Technology  leads  to  productivity,  leads  to  low 
prices,  leads  to  disinflation,  leads  to  booming  capital  mar- 
kets, leads  to  more  funded  technology.  Aid  round  and 
round  it  goes.  Only  a  trained  economist  could  miss  it. 

Left  to  its  own  momentum — with  a  push  now  and  then 
from  farseeing  policymakers — this  cycle  should  go  on.  But 
there's  another  element  at  work  that  shouldn't  be  ignored. 

The  Secret  Is  Motivation 

Economist  John  Maynard  Keynes  called  this  element 
"animal  spirits."  What  an  unsurpassed  term! 

Keynes  has  a  bad  reputation  nowadays  with  most 
Forbes  readers.  Easy  to  understand.  He  is  known  chiefly 
for  his  1930s  advocacy  of  deficit  spending  to  stimulate 
consumer  demand.  Every  large-government  power- 
grabber  since  FDR  has  invoked  Keynes'  name  and  bas- 
tardized his  insights,  including  Richard  Nixon  ("We're 
all  Keynesians  now").  The  truth  is,  Keynes  attacked  but 
never  refuted  Say's  Law:  Supply  creates  its  own  demand. 

Keynes  then  went  further.  He  suggested  that  "animal 
spirits" — a  phrase  he  coined  to  describe  the  sentiment  of 
investors  and  producers — are  vital  to  economic  health. 
Keynes  never  claimed  scientific  validity  for  this  idea.  He 
loved  anecdotes.  He  observed  that  savings  rates  don't 
equate  to  investment.  Unhappily,  he  was  not  so  smart 
about  the  spirit-killing  effects  of  high  taxes  and  wealth 
redistribution.  In  time  he  might  have  learned.  At  least 
Keynes  knew  that  the  crucial  question  in  economics  is 
what  motivates  people  to  invest  and  produce. 

Economics  can  never  attain  the  surety  of  hard  science. 
Economic  agents  are  intractably  human.  The  market  is 
the  great  humiliator.  The  best  economics  can  do  is  to 
state  principles.  Lesson  for  policymakers:  Tax  cuts  never 
hurt  the  spirits  of  investors  and  producers.  M 


43 


The  best  way 


oftware 


is  not  to  buy  it  at  alll 


I  '  J?V» 


mmmm 


©  1999  USinl'mtiworking,  Inc.  (MAP  is  o  «r»i«  mark  ol  US: 


(TQCisco 

V   Powered  Ntlwork . 


'  R  MiClcarv 
.rmun  and  CEO 
UcrnrtnorKing.  Iru 


>Jow  there's  a  better  way  to  get  your  favorite 
[erprise  software.  It's  the  USi  way.  For  a  fixed 
jnthly  fee,  you  can  have  the  leading  applica- 
ns  in  business  today  without  investing  in 
ensing,  hardware  or  implementation. 
ust  let  USi  do  it.  Tell  us  which  application 
u  want — Human  Resources,  Customer 
lationship  Management,  Financial 
magement,  Electronic  Commerce,  Enterprise 

Iita  Mart,  or  Web  Site  Management — and 
:  will  implement  and  manage  it  for  you 


with  a  guaranteed  24x7x365  reliability  and 
comprehensive  system  security. 

The  world's  first  internet  Managed  Application 
Provider^  or  iMAP,  USi  has  built  a  global  infra- 
structure that  can  have  your  application  up  and 
running  in  weeks  instead  of  months.  Why  buy 
software  when  you  can  buy  time?  Act  now.  Call 
USi  at  1-800-809-3003  or  e-mail  us  at 
sales@usi.net.  To  browse  our  selection 
of  leading  brand  applications, visit  us 
at  www.usi.net. 
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hat's  what  friends  aren't  for 

Getting  ready  for  a  big  presentation?  Do 
yourself  a  favor:  don't  invite  anybody  you 
know  So  say  psychologists  Jennifer  L.  Butler  of 
Wittenberg  University'  and  Roy 
F.  Baumcister  of  Case  Western 
Reserve  University,  whose 
recent  study  indicates  perform- 
ers generally  fare  worse  in  front 
of  their  fans. 

"We  know  people  prefer  sup- 
portive audiences,"  says  Butler. 
"But  there  is  no  evidence  to 
show  any  objective  benefit  of 
that  support." 

Butler    doesn't    deny    the 
home-field  advantage  in  pro 
sports:    Since    1990    approxi- 
mately 60%  of  games  in  the 
National  Basketball  Association 
and  in  the  National  Football  League  were  won 
by  home  teams.  But,  hey — that's  why  they're 
pros.  Don't  expect  it  to  work  that  way  for  you. 
The  problem  with  packing  your  audience 
with  allies  is  that  you  care  too  much  about  dis- 
appointing them.  That  can  produce  a  cautious 
performance.  Butler  became  intrigued  by  the 
topic  while  studying  how  people  act  in  front  of 


Bic;  Brother  is  here,  and 
guess  what?  You  may  be 
working  for  him.  Infrared 
tracking  technology — the 
gizmo  that  lets  "them" 
know  w  here  you  are  at  all 
times — is  showing  up  in 
the  workplace. 

Versus  Technology  in- 
troduced a  system  late 
last  year  that  lets  employ- 
ers keep  track  of  their 
workers'  whereabouts.  It 
deploys  a  series  of  sen- 
sors, each  the  size  of  a 

hockey  puck,  in  office  ceilings.  They  track 
infrared  light  pulses  produced  by  personal  I.D. 
tags.  Workers'  movements  are  then  tracked  on  a 
Windows  program,  letting  the  boss  tap  in  by 
laptop  computer.  The  system  costs  as  little  as 
$30,000  to  install.  Versus,  based  in  Traverse 
City,  Mich.,  has  installed  approximately  200  sys- 
tems and  expects  to  double  orders  to  $6.4 
million  this  year. 

While  its  implications  are  a  little  creepy,  the 
technology  hasn't  sparked  much  outcry  yet.  Last 
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friends.  Most  of  us,  she  says,  are  more  modest 
with  friends  than  with  strangers.  She  hypothe- 
sized: Wouldn't  a  modest  performance  ulti- 
mately be  less  effective? 

During  a  series  of  tests  Butler  and  Baumeis- 
ter  randomly  assigned  150  subjects  to  take  a 
math  test  or  play  videogames  for  cash  rewards. 
In  one  videogame  test,  the  subjects  were 
divided  into  three  groups:  One  played  in  front 
of  a  supportive  audience,  one  before  a  neutral 
audience  and  one  before  an  adversarial 
audience. 

During  the  most  difficult  part  of  the  test 
everyone  who  sat  before  a  supportive  audience 
failed.  But  45%  of  those  who  faced  a  hostile 
audience  passed. 

What  surprised  Butler  was  the  self-delusion 
of  those  who  faced  their  friends:  They  were 
convinced  they  had  performed  much  better 
than  they  had.  "People  are  not  aware  of  the 
debilitating  effects  of  supportive  audiences," 
she  says.  "They  may  opt  for  emotional  comfort 
rather  than  objective  success." 

Butler  says  if  vou  have  to  give  a  presentation 
to  a  mostly  friendly  audience,  focus  your  atten- 
tion on  a  stranger.  If  you've  stacked  the  house, 
focus  on  the  friend  who  is  your  harshest  critic. 


year  Versus  teamed  with 
Dukane  Corp.,  a  nurse- 
call  outfit  in  St.  Charles, 
111.,  to  tag  five  hospitals. 
"I  was  opposed  at 
first,"  says  Fran  Jacobs, 
nurse  coordinator  at 
Rush -Presbyterian -St. 
Luke's  Medical  Center  in 
Chicago.  "The  staff 
wanted  to  know  if  they'd 
be  tracked  in  the  bath- 
room." Michael  Clark,  a 
Versus  product  manager, 
says  the  system  doesn't 
watch  what  you  do,  it  just  knows  where  you  are. 
Jacobs  says  the  system  lets  her  locate  the  nurse 
and  equipment  closest  to  a  patient  in  need.  It 
also  alerts  staff  when  visitors  are  kept  waiting  too 
long.  Still,  it  makes  her  a  bit  uneasy.  "I  could  see 
this  misused  by  someone  eventually." 

"We've  adopted  the  Orwellian,  negative  defi- 
nition of  Big  Brother,"  says  Clark.  "It  used  to 
mean  a  quiet,  strong  presence — that's  what  our 
system  is.  In  the  next  five  years  this  will  be  every- 
where." Very  reassuring.  ■■ 
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HE  U.S.  ECONOMY 


Actual 
latest 


1998 


1999  est 
high 


4-wk 
—  %  chg 
low      in  mean 


Automobile  sales  (mil) 

16.0*dec 

16.0a 

14.3 

15.6 

12.0 

1.2 

Capacity  utilization  (%) 

80.9  dec 

80.9a 

80.2 

82.6 

77.0 

0.0 

New  housing  starts1  (thou) 

1.604*"°' 

1.566: 

1,468 

1,624 

1,300 

0.0 

Retail  sales  ($bil) 

2.019*^ 

2,242; 

2,235 

2,600 

2,000 

-5.9 

Trade  balance  '($bil) 

-158.8*»ct 

-198.3e 

-232.1 

-130.0 

-333.0 

11.7 

Unemployment  rate '(%) 

4.3  dec 

4.3a 

5.1 

7.0 

4.0 

"0.2 

Gross  domestic  product  (%) 

3.7  3rd  qtr 

3.3e 

2.2 

3.5 

0.6 

1.4 

O'NFLATI0N 

CPI  services  (unadjusted)  (%) 

2.6  dec 

2.6a 

2.6 

3.1 

2.0 

-2.7 

CPI  total  (unadjusted)  (%) 

1.6  dec 

1.6a 

2.0 

2.9 

0.9 

-3.5 

O  NTEREST  RATES 

30-year  Treasury  yield  (%) 

5.07 

5.09a 

5.34 

7.00 

4.00 

-0.2 

3-month  Treasury  yield  (%) 

4.44 

4.48a 

4.59 

6.00 

3.25 

-0.6 

©RICES 

CRB-Bridge  spot  indexes 

241.97 

235.22a 

217.08 

260.00 

163.33 

-1.1 

Gold  per  troy  ounce  ($) 

286.90 

288.10a 

281.67 

320.00 

250.00 

-2.6 

Oil/bbl  W  Texas  Intermediate  ($) 

12.45 

12.05a 

15.50 

19.00 

9.50 

-3.4 

QuRRENCY 

German  marks  per  dollar 

1.67 

1.68a 

1.79 

1.83 

1.25 

0.0 

Yen  per  dollar 

114 

114a 

135 

158 

110 

0.6 

Euro  per  dollar 

1.17 

1.17 

1.19 

1.19 

1.19 

NA 

O'EOERAL  FUNDS  WATCH  Next  Federal  Reserve  meeting:  Feb.  2, 1999 
Current  rate:  4.75%  Last  action:  Nov.  17, 1998     -25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  w| 
surveyed  biweekly  by  Bridge  Information  System 
Forbes  magazine.  Consensus  forecasts  as  of  1/14/95 


American  consumers  went  on  a  srxl 
ing  binge  in  1998,  spurred  by  surjj 
U.S.  stock  prices  and  cheaper 
imports.  The  year's  final  tally  she 
show  consumer  spending  up  aboutl 
but  disposable  income  up  just  3%, 
James  Glassman,  senior  U.S.  ecol 
mist  at  Chase  Securities  in  New  Yc 
Glassman  doesn't  expect  such  a 
parity  this  year.   He   thinks  AH 
economies  will  start  to  recover 
that  U.S.  consumers  will  not  benefi 
much  from  cheap  Asian  prices.  Gl  j 
man  also  doubts  that  1999's  st«] 
market  performance  will  give 
consumers  a  similar  psychologl 
boost.  His  forecast:  growth  of  2%| 
both  consumer  spending  and  disr. 
able  income,  and  just  a  1.7%  gairl 
gross  domestic  product. 

SPECIAL  FOCUS 


Bridge/CRB  spot  index 

(1967  ir  100) 


JFMAMJJASONDJ 

The  Bridge/Commodity  Research 
Bureau's  spot  index  of  a  market 
basket  of  22  important  commodities 
has  fallen  9%  since  January  1998. 
The  economists  in  the  FoRBES/Bridgej 
economic  survey  expect  prices  to 
deflate  another  10%  in  1999. 


FORBES  INDEX      Current:  307.9*      Previous:  305.8*+ 


Change 
0.2% 


The  Forbes  Index  is  a  measure  of  U.S.  economi  I 
activity  composed  of  eight  equally  weight*  I 
elements:  the  cost  of  services  relative  to  a  [ 
consumer  prices,  the  level  of  new  orders  fo| 
durable  goods  compared  with  manufacturer; 
inventories,  total  industrial  production,  ne\ 
housing  starts,  personal  income,  new  claims  fc  | 
unemployment  compensation,  total  retail  sale  | 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forbes.com,  has  daily 
updates  on  economic  estimates  and  detailed 
information  on  Forbes  Index  components. 


. 


'Twelve  months,  a:  actual,  e:  estimate.  'Autos,  light  and  heavy  trucks,  including  imports.  Total  single  and  multiple  family,  seasonally  adjusted.  'Excluding  auto  sales,  annualized  and  seasonally  adju 
'Total  goods  and  services,  annualized  and  seasonally  adjusted.  ^Percent  of  civilian  labor  force  *Quarter-to-quarter  percent  change,  annualized  NA:  Not  available  Source:  Bridge  Information  Systems 
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SLAM! 


More  connected. 


Ibody  ever  said  running  a  business  was  going  to  be  easy.  Of  course,  there  are  ways  to  make  yours  more 
^>able.  More  competitive.  More  connected.  Take  3Com  networking  solutions  for  growing  companies.  They'll  help 
(<J  make  the  most  of  everything  from  e-mail  to  e-commerce.  Visit  www.3com.com/moreconnectedbusiness  for  the 
its.  And  discover  why  3Com  has  connected  more  people,  to  more  networks,  in  more  ways  than  any  other  company. 


Eliesa 


TECHNOLOGY 


There's  a  golden  age 
ahead  in  the  wireless  business— to  judge 
from  the  wild  bidding  for  AirTouch.  But  when 
are  we  going  to  get  there? 

Cell  phones 
for  the  masses 

By  Carleen  Hawn 

When  the  dust  settled  on  the  bidding  war  for  Air- 
Touch  Communications,  Vodafone  emerged  as  the  proud 
owner  (once  the  $56  billion  deal  closes)  of  14  million  new 
cellular  customers — at  an  effective  cost  of  $4,300  each. 
How  could  any  customer  base  be  worth  so  much  money? 

Maybe  it  isn't.  But  multibillion-dollar  takeovers  are  a 
quick,  if  costly,  way  to  get  around  a  daunting  drawback  in 
the  U.S.,  the  world's  biggest  wireless  market:  the  pene- 
tration problem.  Some  67  million  Americans  now  tote  cell 
phones,  a  mere  24%  penetration,  far  lower  than  in 
Finland,  Israel,  Hong  Kong  and  Italy,  where  the  rates  are 
35%  to  50%  and  climbing  fast.  The  U.S.  customer  base 
grows  at  only  three  percentage  points  per  year — a  lazy 
pace  that  would  take  25  years  to  sign  up  everyone. 

Hence  the  AirTouch  attraction:  More  than  half,  or  8.4 
million,  of  its  customers  are  in  the  U.S.  AirTouch  stock  was 
trading  at  $60  when  Bell  Atlantic  began  wooing  the  com- 
pany; several  rivals  took  a  look,  too,  only  to  be  trumped  by 
Vodafone  at  $97  a  share.  That  is  a  pricey  21  times  cash  flow, 
and  producing  a  payoff  will  require  raising  penetration. 

All  wireless  players  must  do  the  same,  for  the  cozy  duop- 
olies that  reigned  in  local  markets  when  cellular  service  began 
in  1983  began  to  fall  in  1995.  Now  six  carriers  compete  in 
most  of  the  top  15  U.S.  markets.  Each  year  25%  or  more  of 
a  carrier's  customers  switch  to  a  rival  or  quit,  a  churn  rate 
that  could  rise  as  competition  spreads.  Worse,  both  average 
revenue  and  minutes  of  use  per  subscriber  have  declined  in 
the  pa^t  five  years. 

Cellular  phone  executives 
know  what  they  are  up  against. 
"We  have  got  to  start  reaching 
new  segments  of  customers, 
ones  we've  never  had  before," 
says  Dennis  Strigl,  chief  execu- 
tive of  Bell  Atlantic's  wireless 
business.  "It's  teens,  the  retired 
population,  the  soccer  moms." 

Easier  said  than  done.  "I  see 
absolutely  no  reason  to  use  a 
wireless  phone,"  says  Ann 
Nord,  63,  a  retired  nurse  in 
Anacortes,  Wash.  "I'm  not  out 
at  night  by  myself  or  on  the 


freeways  so  I  don't  need  it  for  safety.  I  have  a  phone  anl 
fax  in  my  home.  I  use  e-mail.  A  wireless  phone  would 
just  another  piece  of  equipment  to  take  care  of." 

The  higher  penetration  rates  overseas  are  due  in  pari 
interminable  waits  for  regular  wired  service  and  antiqua 
wired  networks,  factors  that  don't  exist  in  the  U.S.  1 
reaching  the  Ann  Nords  here  will  require  clearing  so 
hurdles  created  by  the  carriers  themselves.  Wireless  sen 
is  still  too  expensive  for  everyday  use.  Service  is  spotty.  / 
wireless  phones  have  an  image  problem  here.  They 


Is  the  wireless  era  on  hold? 


Wireless  subscribers  in  U.S. 
75 


ons) 


%  of  population  using  wireless  phones. 

Finland 
While  the  U.S. 
subscriber  Hong  Kong 

base  continues 


f 


to  increase 


Source:  Cellusr 
Telephone  Industry 
'98   Association  (CTIA). 


Japan 


Israel 


Italy 


U.S. 


■■BTTT 


...pei 
tion  grc  <l 
more  si  If 
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oversea   ■ 


Sources:  Str 
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viewed  as  pricey  toys  brandished  by  self- 
obsessed  professionals  and  spoiled 
|  teenagers.  Using  a  cell-phone  at  tableside 
in  a  restaurant  is  still  seen  as  gauche  in  the 
U.S.;  in  Italy  it  is  de  rijjiteur. 

In  the  U.S.  wireless  service  costs  an 
average  of  30  cents  a  minute  and  runs  up 
to  75  cents.  Some  high-use  plans  charge  a 
dime  a  minute,  but  the  cheapest  rates  will 
have  to  tall  to  3  cents  within  a  tew  years  to 
unlock  new  growth,  says  Andrew  Cole,  a 
consultant  with  Renaissance  Worldwide. 
Now  do  the  math:  If  overall  rates  tall  by, 
say,  two-thirds,  even  a  200%  surge  in 
usage  leaves  you  treading  water. 

Service  also  will 
AirTouch's  David  have  to  improve.  Only 
Whetstone:  AT&T,  Sprint  PCS  and 

selling  wireless        Nextel    Communica- 
phones  along-  tions   have   networks 

side  Big  Gulps.  large  enough  to  carry 
calls  coast  to  coast,  and 
even  their  coverage  isn't  ubiquitous. 
Worse,  while  wireless  phones  overseas  use 
a  single  standard  (called  GSM),  in  the  U.S. 
five  incompatible  designs  compete:  cellu- 
lar analog;  the  digital  "time  division" 
multiplexing  favored  by  AT&T;  the  digital 
"code  division"  multiplexing  favored  by 
most  other  carriers;  GSM;  and  then  a  fifth 
format  from  Nextel.  No  phone  can 
handle  all  five  formats. 

Even  local  coverage  can  be  uneven 
because  carriers  haven't  installed  enough 
cell  transmission  stations.  The  industry 

rags  that  only  2%  of  calls  don't  go  through;  even  if  you 
ke  that  claim  at  \\\cc  value,  that  still  means  92  million 

iled  calls  every  month. 
Yet  future  growth  could  rely  on  convincing  the  reluctant 

pong  us  that  wireless  service  is  good  enough  to  replace 
gular  phones  entirely.  Do  that,  says  Hilary  Mine  of  Probe 

,esearch,  and  "realistically  the  wireless  industry  could  get 

\m  li  nil  in  up  to  40%  in  the  U.S." 

,  That  will  require  a  new  round  of  jolting  price  cuts — not 

i>  mention  a  new  image  for  wireless  service  as  an  affordable 


|;rage  cost  per  minute  of  airtime  in  U.S.  (cents) 
5 

. . .  and  prices 
haven't  fallen 
far  enough  to 
woo  the 
unconverted  . . 


Source: 
Strategis  Group. 
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necessity  rather  than  the  power  tool  of  the  corporate  elite. 
In  Piano,  Tex.,  AT&T  has  a  wireless  trial  offering  unlimited 
local  calls  for  $40  a  month  (Forbes,  Jan.  25).  Nationwide, 
AT&T's  hot  Digital  One  Rate  plan  offers  600  minutes  of 
talk — with  no  fees  for  "roaming"  or  out-of-network  calls — 
for  $90  a  month.  "Your  wireless  phone  can  be  your  only 
phone,"  AT&T  ads  promise. 

Nextel,  Sprint  PCS,  Bell  Atlantic  and  Omnipoint  now 
have  similar  plans.  The  problem  is  these  flat-rate  plans 
appeal  to  existing,  high-volume  customers  more  so  than  to 
new  users.  They  are  preaching  to  the  converted. 

Another  challenge:  In  the  U.S.  you  must  pay  for  both 
incoming  and  outgoing  wireless  calls;  in  Europe  you  don't 
get  hit  for  calls  others  make  to  you.  That  is  why,  overseas, 
AirTouch  customers  generate  40%  more  minutes  of  use  and 
36%  more  revenue  each  month  than  customers  here  ($61 
a  month  per  user  in  Europe,  $45  in  the  U.S.). 

U.S.  users  worry  about  bills  spiraling  out  of  control.  Jef- 
frey Tahler,  25,  works  in  the  movie  industry  in  New  York 
and  pays  Bell  Atlantic  $50  a  month  for  30  minutes  of  talk 
time,  plus  free  evenings  and  weekends.  Yet  he  makes  just 
five  calls  a  day.  "It's  still  very  expensive  because  a  weekday 
incoming  call  costs  over  a  dollar.  So  I  leave  my  phone 
turned  off  75%  of  the  time,"  he  says. 

Carriers  are  trying  calling-party-pays  in  a  few  markets 
(AT&T  in  Minnesota,  Bell  Atlantic  in  Arizona).  But  that 
requires  local  phone  monopolies  to  bill  callers,  and  they  are 
often  unwilling.  The  wireless  industry  has  asked  the  Feder- 
al Communications  Commission  to  intervene,  but  the  feds 
are  reluctant  to  get  involved. 

Wireless  marketers  are  trying  other  ways  to  overcome 
consumer  reluctance.  AirTouch  sells  prepaid  wireless  pack- 
ages at  7-Eleven  and  Circle  K  to  entice  teens  and  moder- 
ate-income consumers  who  might  not  walk  into  a  wireless 
store.  For  $79  shoppers  get  a  phone  and  a  calling  card 
good  for  20  minutes  of  talk  time.  "We're  hoping  that  it  will 
be  an  impulse  buy  that  consumers  will  stumble  across  while 
they're  buying  bread,"  says  David  Whetstone,  an  AirTouch 
marketing  director.  Of  the  1.4  million  new  subscribers  that 
AirTouch  picked  up  in  1998,  10%  came  from  prepaid  plans. 
Still  other  carriers  are  trying  to  pitch  wireless  as  a  family 
matter.  So-called  companion  packages  from  Bell  Atlantic, 
AirTouch,  BellSouth  and  Pacific  Bell  offer  customers  addi- 
tional phones  at  little  to  no  cost  to  give  to  their  children  or 
spouses.  With  one  wireless  account  you  could  have  two 
phones  and  use  one  to  call 
your  daughter  on  the  other 
when  you  get  separated  at 
the  mall. 

Look  for  such  efforts  to 
accelerate.  If  carriers  fail  to  sell 
to  the  masses,  their  business 
could  look  more  and  more 
like  a  zero-sum  marketing 
game  in  which  a  fixed  collec- 
tion of  customers  gets 
churned  back  and  forth.  Note 
to  Vodafone:  A  zero-sum  cus- 
tomer base  is  not  worth 
$4,300  per  subscriber.        ■■ 
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%  of  customers  who  quit  or  switch  service  annually 

Sprint  PCS 

BHBHBBBBBB  43% 
AT&T  Wirelesst 
■■■■■■■  33% 
SBC  Communications* 
flHBBBHBB  33% 
AirTouch  Communications! 
IflBBMHi  29% 
Bell  Atlantic  Mobile 
24% 


, .  so  carriers 
end  up  pilfer- 
ing existing 
customers 
from  one 
another. 

Pro  forma  to  merger 


with  Pacific  Bell. 
Nextel  Communications     tEstimate. 

24%  Source:  Strategis  Group. 


iH^iKM  Wealthier  teams  win  out. 


Slam  dunk  for  whom? 


Right  after  nba  players  and 
owners  reached  a  new  collective 
bargaining  agreement  in  early 
January,  Forbes  tapped  into  its 
sports  database  (see  Forbes,  Dec. 
14,  1998)  to  see  which  NBA  teams 
won — and  lost. 

Conventional  wisdom: 
The  deal,  which  set  minimum 
and  maximum  individual  player 
salaries,  would  help  financially 


downtrodden  teams.  Well, 
not  quite. 

If  the  new  salary  structure  had 
been  in  place  last  season,  the 
financial  gap  between  the  haves 
and  have-nots  would  have  been 
even  wider.  The  Bulls,  Knicks 
and  Lakers  would  have  made 
even  bigger  killings.  This  is 
because  the  deal  has  a  maximum 
annual  salary  of  $14  million  for 
any  one  player.  This  will  obvi- 
ously benefit  the  high-revenue 
teams  that  are  prone  to  hand  out 
those  superstar  contracts. 

Meanwhile,  perennial  money- 
losers,  like  the  Bucks  and  Hawks, 
would  have  suffered  even  more. 
The  reason:  The  floor  on  salaries 
includes  $  1  million  per  season 
for  ten-year  veterans,  up  from 
$272,250.  With  no  boost  in  rev- 
enues, the  poorer  teams  will  see 
their  margins  squeezed. 

-Kurt  Badenhausen 


Team 


Current 
value 
($mil) 


— Operating  income 
unadjusted*  a 
($mil) 


Chicago  Bulls                 ;    $303  $8.6      i    $26.6 

New  York  Knicks  296  18.3  24.8 

Los  Angeles  Lakers  268  24.8  28.3 

Portland  Trail  Blazers  245  34.2  33.0 

Phoenix  Suns  235  15.3  14.4 

Washington  Wizards  207  8.2  9.7 

Detroit  Pistons  206     i     30.0  29.4 

Utah  Jazz  200     j     20.7  20.6 

Philadelphia  76ers  196  8.6  8.3 

Boston  Celtics  176  10.5  10.5 

Seattle  SuperSonics  169  3.3  1.8 

Houston  Rockets  166  20.3  18.5 

Cleveland  Cavaliers  161  13.5  12.7 

New  Jersey  Nets  157  8.4  7.4 

Indiana  Pacers  152  -4.8  -5.2 

Miami  Heat  145  -7.5  -5.9 

Atlanta  Hawks  140  -9.1      j   -10.4 

Orlando  Magic  134  -1.9  -2.6 

Vancouver  Grizzlies  133  1.3  1.1 

Golden  State  Warriors  130  -2.5  -2.5 

Charlotte  Hornets  124  9.2  8.5 

San  Antonio  Spurs  122  0.7  1.6 

Toronto  Raptors  121  1.6  1.3 

Dallas  Mavericks  119  -6.8  -7.0 

Sacramento  Kings  119  -5.2  -5.4 

Minnesota  Tim berwolves    ;      119  5.8  5.3 

Denver  Nuggets  110  -6.8  -7.4 

Los  Angeles  Clippers  102  -4.9  -5.0 

Milwaukee  Bucks  94  -3.2  -4.0 


'Revenues  less  operating  expenses  for  1997-98  season. 
tProrated  for  new  minimum  and  maximum  salaries. 

Technical  foul!  The  NBA  labor  agreement  wil!  ' 
hurt,  not  help,  teams  with  modest  revenues. 


The  IRS  has  gotten  in  the  habit  of 
bullying  taxpayers.  Every  now  and  then  some- 
body like  Dr.  Robert  Maddox  fights  back. 

What  statute 
of  limitations? 


By  Janet  Novack 

It  happens  all  too  often  with  the  Internal  Revenue  Ser- 
vice: The  agent  pulls  a  file  for  an  audit  and  drags  his  heels 
conducting  it.  Then,  just  before  the  three-year  statute  of 
limitations  expires,  he  demands  more  time.  If  the  taxpayer 
refuses  to  sign  the  extension,  bam!  The  auditor  disallows  all 
items  in  question,  and  the  irs  sends  a  notice  demanding 
additional  taxes. 

Most  taxpayers  meekly  sign.  But  El  Paso  ophthalmolo- 
gist Robert  M.  Maddox  and  his  wife  Paulette  did  not. 

The  IRS  decided  in  199  V  to  audit  the  Maddoxes'  1991 
and  1992  tax  returns.  Yet  ai  agent  discovered  the  returns 
hang  fallow  in  a  filing  cabinet .  Dallas,  in  December  1995. 
That  was  six  months  before  the     ltute  of  limitations  would 


expire  on  their  1991  return. 

Rather  than  order  a  rush  audit,  a  manager  waited  fii 
more  months  and  then  told  an  agent  to  get  the  couple^ 
extend  the  deadline  by  a  year. 

That's  despite  the  fact  that  the  couple  had  already  gra| 
ed  the  IRS  one  nine-month  extension,  when  they  asked  I 
have  the  audit  transferred  from  El  Paso  to  Dallas,  whj 
their  longtime  lawyer/cPA,  Daniel  W.  Schreimann,  k« 
their  records.  Schreimann  decided  this  new  extensi> 
request  was  unreasonable,  and  refused  to  sign. 

True  to  form,  the  irs  hit  the  Maddoxes  with  a  bill 
$992,499  in  back  taxes  and  penalties,  plus  interest.  Tlj 
appealed  to  Tax  Court  and,  as  is  routine,  the  court  s<| 
their  case  back  to  the  irs  for  mediation.  There,  an 
appeals  officer  concluded — after  some  adjustments — tl  j 
they  didn't  owe  a  penny. 

Meanwhile,  the  Maddoxes  and  their  $1  million  tax  I  j 
had  been  splashed  across  the  TV  news  and  the  front  page 
the  El  Paso  Times.  (Tax  Court  records  are  public  and  1 , 
Maddox  was  well  known  locally.) 

Potential  tenants  in  a  surgical  center  the  Maddo: . 
owned  pulled  out.  A  man  was  rude  to  Paulette  Maddox 
the  supermarket.  And  Schreimann's  fees  mounted.  "It  v 
tyrannical  what  they  were  trying  to  do  to  us,"  says  I  j 
Maddox. 

In  December  U.S.  Tax  Court  Judge  Herbert  L.  Chat  j 
ruled  that  the  irs'  behavior  was  unreasonable.  He  award  i 
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lulette  and  Robert  Maddox  with  lawyer  Schreimann  (right). 

jc  Maddoxes  515,000  for  court  and  attorneys'  costs, 
mich  covered  about  two-thirds  of  what  they  spent.  Such 
Lards  can  be  made  to  taxpayers  with  a  net  worth  of  less 
Ian  $2  million  if  they  have  cooperated  with  the  irs  and  the 
nice  has  taken  an  unreasonable  position. 


Even  then,  the  irs  tried  to  wriggle  out  of  paying,  saying 
Schreimann  hadn't  returned  some  IRS  phone  calls  and 
hadn't  turned  over  some  records.  But  Judge  Chabot  found 
that  the  IRS  hadn't  even  asked  for  the  records. 

The  decision  is  good  news  for  other  beleaguered  tax- 
payers under  pressure  to  sign  extensions.  Currently  there 
are  more  than  30,000  audits  under  way  in  which  the  IRS 
has,  or  will  soon  need,  extensions,  about  12%  of  the  total. 
"Extensions  of  the  statute  of  limitations  are  supposed  to 
be  voluntary,"  says  Houston  tax  attorney  Edward 
Urquhart.  "But  the  irs'  current  approach  makes  a  mock- 
ery of  the  idea  of  voluntary.  It  bypasses  Congress' 
intent." 

Ironically,  the  IRS  policy  hits  hardest  those  who  are 
basically  law  abiding.  If  a  taxpayer  has  underreported 
income  by  more  than  25%,  the  IRS  has  six  years  instead 
of  three  to  catch  it.  And  if  the  IRS  can  prove  a  taxpayer 
committed  civil  tax  fraud,  it  has  forever. 

The  IRS  won't  say  whether  it  will  appeal  the  Maddox 
decision.  But  irs  Assistant  Commissioner  Thomas  Wilson 
told  Forbes  that  this  is  an  area  where  the  IRS  may  need 
to  change.  Says  Wilson:  "Our  mind-set  has  always  been 
to  protect  the  government's  interest.  Now  we're  saying 
let's  think  about  whether  or  not  this  is  actually  fair  to  the 
taxpayer."  wm 


TECHNOLOGY 


Scientific-Atlanta  hopes  to  whip  archrival 
leneral  Instrument  with  its  new  digital  set-top  box. 
'laying  catch-up  is  more  like  it. 

My  box  can 
beat  your  box 

iy  Bruce  Upbin 

'he  fight  over  a  precious  piece  of 
hrf  in  the  Digital  Age — the  top  of 
■jour  TV  set — is  about  to  get  a  lot 
rougher. 

f  In  one  corner  is  the  perennial 
'hamp,  General  Instrument,  with  a 
15%  share  of  the  $3-billion-a-year 
business  of  making  the  set-top  boxes 
{hat  funnel  cable  programming  to  TV 
Screens.  In  the  other  is  the  market's 
pngtime  also-ran,  Scientific -Atlanta, 

iow  hawking  its  next  great  hope  for 

n  upset:  the  Explorer  2000. 
J  The  $350  box  boasts  more  pro- 
jessing  power — 54  million  instruc- 
tions per  second — than  any  other 
pox  on  the  market.  Linked  to  a  digi- 
tal network,  this  thin,  gray  device 
promises  moves  the  champ  can't  yet 


Scientific-Atlanta's  James  McDonald 

He's  built  a  better  box.  Is  that  enough? 


match — high-speed  Web  browsing, 
phone  calls,  shopping  and  games 
(once  such  things  are  available). 

News  that  Scientific-Atlanta  had 
shipped  126,000  boxes  last  quar- 
ter— twice  as  many  as  expected — sent 
the  stock  up  25%,  to  $31.25.  By  next 
year  the  new  line  and  related  gear 
could  provide  25%  of  the  company's 
$1.2  billion  in  annual  sales. 

For  Scientific-Atlanta's  James  Mc- 
Donald, the  Explorer  is  a  shot  at  a 
rematch.  Shortly  after  he  arrived  as 
chief  executive  officer  in  July  1993, 
he  gave  the  go-ahead  to  develop  a 
supercharged  digital  box  to  serve  a 
new  world  of  fully  interactive  video 
networks  to  be  built  by  the  Baby 
Bells,  Time  Warner  and  others. 

The  Norcross,  Ga.  supplier  had 
always  been  an  engineers'  firm,  and 
it  ended  up  overengineering  a  box 
that  was  too  far  ahead  of  the  market. 
Early  prototypes  cost  $3,000  apiece. 
Time  Warner  was  to  be  a  big  cus- 
tomer, but  then  its  much-hyped  net- 
work project  in  Orlando,  Fla.  infa- 
mously fizzled.  Most  other 
companies  abandoned  their  interac- 
tive ambitions,  too. 

Meanwhile,  General  Instrument, 
based  in  Horsham,  Pa.,  stuck  to 
older-design  analog  boxes.  It  finally 
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put  out  a  less  ambitious  digital  box 
in  1996 — which  mainly  let  cable 
operators  squeeze  in  more  channels 
with  better  picture  quality. 

Now  General  Instrument  has  1.5 
million  digital  set-tops  in  use.  Sci- 
entifk-Adanta's  Explorers  are  barely 
off  the  truck.  Since  1995  General 
Instrument's  revenue  has  risen  9%  a 
year,  compared  with  just  1%  at  Sci- 
entific-Atlanta. The  latter's  shares 
are  up  just  12%  a  year  since 
McDonald  took  over,  well  below 
the  s&P  500.  The  stock  now  is  at 


46  times  1999  earnings. 

Can  Explorer  keep  the  stock  aloft? 
Other  revenues  (satellite,  transmis- 
sion and  analog)  are  expected  to 
stall.  That  makes  Explorer's  lead  all 
the  more  important.  It  may  be  nine 
months  before  General  Instrument 
catches  up — but  will  that  be  enough? 

No  way,  scoffs  General  Instru- 
ment's chief  executive,  Edward 
Breen.  By  next  fall  the  set-top 
champ  will  ship  its  more  powerful 
answer  to  Explorer,  the  DCT-5000. 
AT&T  savs  the  DCT-5000  will  be 


"the  workhorse"  at  the  cable  s 
terns  it  will  own  after  acquiri 
Tele-Communications. 

"Right  now  it's  98%  us  and 
them  in  digital.  By  the  time  they 
rolling  anything  out  commercia 
we'll  have  the  5000  out  and  leapfi 
them,"  Breen  boasts. 

James  McDonald  is  careful 
avoid  predicting  victory.  "We'll  kn 
18  months  from  now  what  kind 
lead  we  have,  and  we  won't  be  in  i 
same  place  then,"  he  says,  addij 
hopefully:  "We'll  both  do  fine." 


■KMiiKrt  The  technology  to  make  meat  safer 
has  been  around  since  the  1960s.  But  industry 
indifference  and  regulatory  torpor  have  nullified  it 


These  people 
didn't  nave  to  die 


By  Michelle  Conlin 

The  news  has  trickled  out 
in  recent  weeks,  buried  deep 
inside  the  local  papers:  Taint- 
ed hot  dogs  sold  by  Sara  Lee 
Corp.  have  caused  nine  adult 
deaths  and  three  stillbirths. 

The  bad  franks,  sold  under 
the  Ball  Park,  Bil  Mar  and 
Hygrade  brand  names  in 
12  states,  carried  a  fairly 
common  bacterium  called 
Listeria  monocytogenes,  which 
had  gone  undetected  for 
weeks — maybe  even  months — 
at  a  Sara  Lee  plant  in  Zee- 
land,  Mich.  Last  month  Sara 
Lee  closed  parts  of  the  plant 
and  recalled  tons  of  deli  meats 
and  hot  dogs,  setting  a  $50- 
million-to-$70-million 
charge. 

In  mid-January  Oscar 
Mayer  recalled  lunch  meats 
after  tests  found  traces  of  Lis- 
teria. Each  year  more  than 

1,250  people — the  elderly,  small  children  and  people  with 
weak  immune  systems— get  sick  from  Listei'ia-lnccd 
meats,  not  to  mention  meat  infected  by  other  pathogens. 

Why,  in  the  highest-tech  nation  in  the  world,  are  hot 
dogs  hazardous?  The  answer  lies  in  poky  regulation  and 


Irradiation  kills  harmful  bacteria  in  fruits  and  vegeta- 
bles; it  could  also  make  meat  safer. 
But  try  telling  that  to  panicky  consumer  groups. 


industry  indifference. 

The  closest  thing  we  have  to  a  magic  bullet 
killing  contamination — irradiation,  which  show 
meat  with  electrons,  gamma  rays  or  X  rays  to  desti 
harmful  bacteria — has  been  around  since  the  196 
People  have  eaten  irradiated  fruit,  vegetables  a 
spices  for  years. 

Yet  in  the  $100-billion-a-year  beef,  pork,  lamb  a 
poultry  industries,  the  technology  has  gone  nowhe 
It  was  approved  for  chicken  producers  in  1992,  t 
is  used  on  less  than  1%  of  the  output.  "It  could  hr 
prevented  this  outbreak,"  says  Dennis  Olson,  a  t 
meat  scientist  at  Iowa  State  University.  "These  peo 
didn't  need  to  die." 

A  fleeting  sense  of  urger 
emerged  in  early  1993,  af 
E.  co/z-tainted  meat  at  t 
Jack  in  the  Box  chain  kill 
four  children  on  the  Wi 
Coast.  An  irradiation  out 
called  Isomedix  petition 
the  Food  &  Drug  Admin 
tration  to  approve  irradiati 
within  90  days. 

But  the  meat  product 
didn't  push  the  plan,  and  t 
FDA  sat  on  the  petition  for 
years — even  though  irrad 
tion  has  withstood  inter 
study  and  has  been  prov 
to  be  as  safe  as  milk  pastei 
ization.  The  agency  mov 
"as  quickly  as  possib 
but  this  is  an  extremely  tec 
nical  process,"  an  FDA  scie 
tist  says. 

Two  more  outbreaks  of 

coli,  at  Hudson  Foods  a: 

Beef  America  in  the  fall 

1997,  reenergized  the  irradiation  movement.  By  tr 

December  the  FDA  had  finally  given  the  go-ahead. 

But  the  plan  stalled  again,  this  time  at  the  U.S.  Ag 
culture  Department,  which  has  a  right  to  put  in  its  t\ 
cents  worth  because  it  controls  meatpacking.  Proponei 


k 
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■ped  the  USDA  would  green-light  irradiation  within  a 
ttnth;  it  still  hasn't. 

It  gets  worse.  The  current  proposal  applies  only  to  raw 
Wat.  The  Sara  Lee  franks  were  cooked.  Covering  cooked 
■rat  will  require  a  new  petition,  which  could  take  years 
Ire  to  wend  its  way  through  the  regulatory  labyrinth. 
Bice  the  USDA  approves  the  pending  plan,  it  could  take 
lo  years  for  packing  plants  to  install  the  necessary  equip- 
jhnt — if  they  choose  to  do  so.  That  isn't  a  given:  Three 
Bans — Cargill,  ConAgra  and  ibp — control  66%  of  beef 
fcduction,  and  ConAgra  and  ibp  seem  lukewarm  to  the 
ladiation  idea.  The  government  doesn't  require  testing 
■  ground  beef  samples  for  the  kind  of  E.  coli  that  killed 
le  Jack  in  the  Box  kids.  But  there's  a  disincentive 
|r  meatpackers  to  do  even  voluntary  testing  for  this 
rain,  which  is  why  Cargill  and  ibp  don't.  If  any  E.  coli 
pound,  the  meatpacker  must  destroy  an  entire  produc- 
i»n  cycle  and  order  massive  product  recalls  that  go  far 


beyond  the  scope  of  the  contaminated  sample. 

One  reason  the  regulators  and  the  meatpackers  are 
dragging  their  feet  is  that  this  country  still  harbors  an 
anti-irradiation  movement  that  will  put  up  a  stink  if  the 
technology'  is  put  to  use.  A  group  called  Food  &  Water, 
Inc.  has  instilled  in  a  fair  number  of  consumers  a  visceral 
fear  of  the  process,  as  if  eating  irradiated  meat  were  the 
equivalent  of  swallowing  radium  capsules. 

Hoping  to  stop  technology  in  the  supermarket  if 
they  can't  stop  it  in  Washington,  D.C.,  the  irradiation 
opponents  have  run  fear-mongering  ad  campaigns. 
Irradiation-bashers  also  say  the  meat  should  carry  warn- 
ing labels  suggestive  of  what  you  see  on  hazardous  mate- 
rials cargo. 

Fair  enough.  Let's  put  a  prominent  disclosure  on  the 
packages  of  irradiated  meat.  And  the  packages  that  aren't 
irradiated  should  be  required  to  carry  obituaries  of  the 
Sara  Lee  victims.  Bi 
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l;M:iiV  America's  self-improvement 

session  takes  a  turn  to  the  dark  side. 


Crime  101 


posooa)  Privacy 

_  trough  — 


il  r  Scott  McCormack 

ith  GUIDES  on  how- 
be  a  better  parent, 

ouse    and    lover,    a 

30k  on   becoming  a 
-ttter   liar,   cheat   and 

kief  was  badly  needed 

1  .\n  antidote.  Making 
4  \rime  Pay  by  ex-con 
J  iarold  Long  gives  aspir- 
:  Lg     outlaws      practical 

Ivice:  Never  discuss  your 
.::  "ime  with  anyone,  always  wear  a 
:i  isguise  and  tight  gloves  (bulky  ones 
■  mpt  you  to  shed  them),  and  be  sure 
; )  don  new  shoes  so  you  don't  leave 
a  idividualized  prints  from  worn  soles. 
<md.  don't  forget  to  burn  all  of 
a  le  above  after  you  have  committed 
:ie  crime. 

:  The  tips  come  from  one  of  the  700 
i  northodox  how-to  titles  sold  by 
t  ort  Townsend,  Wash. -based  Loom- 

anics  Unlimited,  one  of  several  spe- 
:  ialized  publishers  that  have  carved 
t  ut  a  profitable  niche  in  publishing's 

true  crime"  category. 
i   The  books  are  just  right  for  an 

ge  when  Hillary  Clinton  can  blame 
:  er  husband's  troubles  on  a  "right- 
T-ing  conspiracy'";  the  books  are  filled 
j /ith  devious,  often  dangerous,  ways 
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sold  $4  million  worth  of  the  books 
in  1997. 

Not  surprisingly,  both  publishers 
do  a  thriving  on-line  business 
(www.loompanics.com  and  www. 
paladin-press.com).  The  pay  for 
authors  isn't  great;  the  typical 
advance  is  only  $500  to  $750,  plus  a 
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of  skirting  the  law.  For  the 
seriously  criminally  inclined — or 
at  least  morbidly  curious — Loompan- 
ics  titles  include:  Hunting  Humans: 
An  Encyclopedia  of  Modern  Serial 
Killers  and  The  Poisoner's  Handbook, 
which  colors  recipes  on  poisons  with 
folksy  but  highly  disturbing  com- 
ments like,  "Botulism  is  fun  and  easy 
to  make." 

Sick,  but  the  titles  sell.  Loompan- 
ics  grossed  nearly  $1.8  million  last 
year.  Who  buys  this  weird  stuff? 
Founder  Michael  Hoy  claims  some 
of  his  largest  customers  are  police 
departments,  security  officials  and 
writers  trying  to  get  inside  the  crim- 
inal mind.  His  main  competitor, 
Boulder,  Colo. -based  Paladin  Press, 
makes  similar  claims.  Paladin  says  it 


Superman 


royalty  of  around  10%  of  sales,  yet 
Loompanics  and  Paladin  receive 
dozens  of  unsolicited  manuscripts 
from  renegade  chemists,  convicts  and 
others  every  month. 

In  addition  to  such  mundane 
titles  as  Soldiers  on  Skis  and  Gang 
Intelligence  Manual,  Paladin  publish- 
es Improvised  Explosives  and  Hit 
Man:  A  Technical  Manual  for  Inde- 
pendent Contractors.  That  last  book 
has  cost  the  company  hundreds 
of  thousands  of  dollars  in  legal 
bills,  fighting  off  a  lawsuit  after  a 
reader  murdered  three  people  in  a 
contract  killing. 

"We  didn't  cause  the  murders. 
Greed  did,"  says  Paladin  founder 
Peder  Lund,  a  former  U.S.  Army 
Special  Forces  soldier.  KM 
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■aiMMNdi  Were  you  surprised  that  Salt  Lake  City  got  tan- 
gled up  in  an  Olympics  bribery  scandal?  If  you  know  much 
about  financial  scams,  you  might  have  expected  it. 

Fraud  per  capita 

By  William  P.  Barrett 


Salt  Lake  City  won  the  bid  to  host 
the  2002  Winter  Olympics  with  help, 
it  now  appears,  from  briber}'.  Judging 
from  news  accounts,  free-spending 
Utahans  evidently  bought  votes  from 
foreign  delegates  with  scholarships,  job 
offers,  no-risk  business  deals  and  even 
paid  sexual  services  charged  to  official 
credit  cards.  Are  you  stunned?  Not  if 
you  know  the  place.  For  decades  this 
scenic  town  has  been  a  leading  center 
of  financial  shenanigans. 

Here's  a  distinction  civic  boosters 
won't  talk  up:  Salt  Lake  City,  with  a 
mere  170,000  residents,  is  by  far  the 
country's  smallest  city  where  the  scam- 
fighting  U.S.  Securities  &  Exchange 
Commission  has  an  office.  It  has  been 
there  since  the  early  1950s.  Why? 
"There  is  a  lot  of  fraud  here  per 
capita,"  says  local  sec  boss  Kenneth 
Israel.  "There  doesn't  seem  to  be  any 
shortage  of  work  for  us." 

The  dubious  Salt  Lake  Stock  and 
Mining  Exchange  closed  in  1986.  Pro- 
moters, meanwhile,  were  pumping 
over-the-counter  "blind-pool"  stock 
offerings.  These  were  shell  corporations 
ostensibly  waiting  for  opportunities, 
but  in  fact  just  waiting  for  suckers 
(Forbes,  June  27,  1988).  Also  a  prob- 
lem: flogging  of  worthless  penny 
stocks.  Now  scamsters  have  moved  on 
to  more  up-to-date  and  varied  rip-offs. 

A  trustee  is  trying  to  recover  S30 
million  taken  in  two  related  schemes 
alleged  to  be  Ponzis;  investors  thought 
they  were  financing,  among  other 
things,  trendy  laser  equipment  for  eye 
surgery.  An  appeals  court  just  upheld 
the  conviction  of  a  Utahan  accused  of 
hosing  German  investors  out  of  S25 
million  by  creating  companies  without 
substance.  Six  locals,  one  a  former  leg- 
islator, were  convicted  of  using  some- 
thing called  the  Professional  Excellc . 
Center  to  extract  an  estimated  S6  mil 
lion  from  dentists  and  others  around 
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the  country  seeking  patient  referrals.  A 
father-son  team  awaits  trial  on  charges 
of  swindling  S10  million  in  fees  from  up 
to  6,000  would-be  authors  seeking  help 
in  getting  their  manuscripts  edited  and 
published.  According  to  court  records, 
the  pair  gambled  away  much  of  the 
money  in  Las  Vegas. 

Some  big-name  victims  pop  up. 
Two  Utahans  settled  their  part  in  a 
still-pending  SEC  suit  charging  that 
Lehman  Brothers  and  Bank  Leu,  the 
big  Swiss  financial  institution,  were 
bilked  out  of  S9.5  million  through  var- 
ious stock  scams.  The  alleged  method: 
borrowing  shares  of  restricted  stock  in 
several  small  companies  to  use  as  col- 
lateral for  loans  without  telling  the 
banks  the  shares  were  borrowed. 

It  is  curious  that  thinly  populated 
Utah  has  a  statewide  Financial  Crimes 
Task  Force.  The  enforcers,  to  be  sure, 
don't  want  to  add  to  Utah's  image 


problems:  S.  Anthony  Taggart, 
runs  the  respected  Utah  Divisicl 
Securities,  insists  Utah  fraud  is 
same  here  as  anywhere."  But  he  c| 
deny  the  statistics.  Over  the  past  • 
years  total  complaints  to  his  ol 
have  risen  fourfold,  to  183;  and  c| 
inal  convictions,  eightfold,  to  16. 
Among  the  alleged  baits  recc 
used  to  separate  unwary  investors  f  J 
their  funds:  film  deals,  19th-cen( 
railroad  bonds,  gold  mines,  iron  mi 
equipment    leases,    "medium-tj 
notes,"  greeting  card  manufac 
board  game  teaching  investors 
get  wealthy  and  even  Mormon  chil 


Frank  Joklik  (left)  and  Dave  Johnson, 
resigning  Olympics  officials  in  Salt  Lake  C| 
Did  a  city  with  a  flair  for  skulldugge 
land  the  Olympics  using  bribery? 


financings.  One  fellow  went  to  jaili 
soliciting  funds  without  mentioning 
was  already  a  comicted  swindler. 

Salt  Lake  City  just  finished  pick 
up  the  pieces  from  the  1991  collaps* 
Bonneville  Pacific,  a  publicly  trat 
alternative-energy  company  that 
turned  out,  was  heating  up  its  finan 
statements.  Five  former  officers  w  | 
convicted  of  crimes  related  to  B<< 
neville,  and  civil  settlements  h 
topped  SI  80  million.  One  of  the  cc 
pany's  early  backers,  Deedee  Corrad 
has  been  mayor  of  Salt  Lake  City  si 
1992.  Although  not  implicated  cni 
nally,  she  and  her  ex-husband  p 
S800,000  in  setdements.  She  drew  c 
icism  for  hitting  up  prominent  Utah 
for  over  S200,000  to  help  cover  cos 

Next  time  you  get  a  call  pitchin 
sure  thing,  ask,  before  hanging  i 
where  the  caller  is  from.  If  it's  Salt  L 
City,  you  can  chuckle  to  yourself  bef 
cradling  the  phone. 
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Unlike  other  so-called  "highly  mobile"  notebooks,  the 
Compaq  Armada  3500  doesn't  swap  performance 
for  portability.  Designed  for  the  savvy  traveler, 
its  topflight  specs  include  a  Mobile  Pentium  II 
processor  soaring  to  366  MHz — in  a  sleek 
ickage  as  light  as  4.4  pounds!  With  built-in  6.4  GB+  hard  drive,  full- 
:e  keyboard,  extended-life  battery  option  and  extra-durable 
agnesium  alloy  display  casing,  the  Armada  3500  has  everything 
>u  need  for  maximum  flexibility — and  unlimited  mileage.  To  pffrtijwrl 
arn  more,  call  1-800-AT-COMPAQ.  Or  visit  www.compaq.com/soar. 


COMPAQ.  Better  answers. 


In  1872,  Elijah  McCoi 
invented  the 
lubricating  cup 
for  the  steam  engine; 
The  ''real  McCoy"  am 
authenticity"  soon  too 
•  the  same  meaning 
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as  real 


The  Real  McCoy 


An  SUV  by  GMC  doesn't  just  look  like  a 
truck  -  it's  the  real  McCoy.  It's  designed  to 
perform  like  a  real  truck  should,  by  the 
ones  who  have  been  designing  trucks  to 
meet  professional  standards  for  nearly  a 
ntury.  The  GMC  Envoy™  and  the  GMC 
kon®Denali™  When  you  want  it  all. 
luxury.  Real  performance.  Real  truck. 

The  GMC  Envoy™  and  Yukon®  Denali™ 


Do  One  Thing.  Do  It  Well. 


1 -888-ENV0Y-4-U    www.envoy.gmc.com     /     1-888-GMC-DENALI    www.denali.gmc.com 


Everywhere  you  hear  that  a  "franchise" 
is  the  ticket  to  success  in  business. 
Here's  one  business  that  doesn't  work 
that  way:  air  travel. 

Geography 
and  destiny 


By  Daniel  Fisher 


For  decades  one  of  the  jewels  in  the  old  Pan  Am  World 
Airways  system  was  its  Latin  American  service,  with 
immensely  profitable  routes  like  Miami  to  Buenos  Aires 
and  New  York  to  Caracas.  The  conventional  wisdom  was 
that  United  Airlines  would  continue  to  dominate  those 
markets  when  it  bought  the  routes  from  the  bankrupt  car- 
rier in  1991  for  $135  million.  Ditto  for  American  Airlines, 
which  bought  Eastern's  equally  strong  Latin  American 
routes  for  about  $300  million  in  1990. 

What  did  United  and  American  get  for  these  outlays?  Not 
planes,  which  were  not  included,  and  only  a  smattering  of 
hard  assets  such  as  ticket  counters  and  airport  equipment. 
What  they  got,  rather,  is  something  that  goes  nowadays  by 
the  name  "franchise."  This  intangible  asset — you  could  also 
call  it  going-concern  value  or  momentum — represents  the 
ability  to  wring  profits  from  an  activity  out  of  all  proportion 
to  the  tangible  capital  employed.  In  the  case  of  an  airline,  it 
includes  the  legal  right  to  fly  a  pai  ricular  route. 

In  laying  out  a  lot  of  money  foi  a  Latin  franchise,  evi- 


dently, neither  United  nor  American  counted  on 
invigorated  Continental  Airlines  that  would  find  a  w; 
create  its  own  Latin  franchise  from  scratch. 

Continental  itself  emerged  from  bankruptcy  in  1 
After  blowing  hundreds  of  millions  on  an  ill-fated  mo 
compete  with  lpw-cost  Southwest  Airlines,  direc 
brought  in  Gordon  Bethune,  a  rough-edged  jet  pilot 
former  Boeing  executive  who  decided  to  exploit  Hou 
and  Newark",  hub  cities  for  Continental. 

"We're  sitting  here  and  saying,  Jesus,  we  have  15  mi 
people  in  New  York  and  4  million  in  Houston  and  w 
contiguous  to  Latin  America,"  recalls  Bethune.  "Ther 
huge  market  and  we  have  a  tremendous  advantage." 

Bethune  ordered  Continental's  lawyers  to  begin 
laborious  process  of  negotiating  route  authority  to  L 
destinations.  Building  on  a  strong  base  in  Mexico,  Cc 
nental  eventually  won  authority  to  fly  to  16  cities  in  C 
tral  and  South  America,  including  Santiago,  Chile  and 
de  Janeiro.  Continental  has  very  effectively  used  its  dor 
tic  network  to  funnel  passengers  through  Houston 
Newark,  sending  4  million  passengers  last  year  to  and  fi 
Latin  America,  double  the  1995  volume. 

How  about  United?  In  the  New  York  area,  it  operates 
of  Kennedy,  where  the  number  of  flights  at  peak  hou 
controlled,  limiting  the  carrier's  ab 
Continental  Chief  to  bring  in  connecting  flights.  No  s 
Executive  Gordon  restrictions  apply  at  Newark,  wr 
Bethune  and  Continental  is  free  to  add  flight) 

President  Greg  peak  hours.  In  Miami,  United  is  fij 

Brenneman  test  ing  a  losing  battle  with  Amerk 

meals  for  the  which  has  built  up  a  formidable  1 

airline's  Latin  there  with  connections  to  35  I 

American  service.       cities,  compared  with  only  11 

United.  United  plans  to  boost  Li! 
American  traffic  from  other  hubs,  including  Los  Angeles ;  a 
Chicago.  But  neither  city  has  the  combination  of  geograp  c 
convenience  and  local  demand  of  a  Houston  or  a  Miarr 

With  break-even  levels  at  about  60%,  the  airline  that  < 
fuller  planes  is  the  one  that  can  add  extra  flights,  boost 
the  convenience  of  its  schedule  and  making  it  easier  to  1 
high-paying  business  travelers. 

Continental's  load  factor,  or  fraction  of  seats  filled, 
flights  to  Mexico  and  the  rest  of  Latin  America  averaj 
65%  in  the  third  quarter,  even  though  the  airline  expai 
ed  capacity  by  57%  over  the  year  before.  United,  wh 
boosted  its  capacity  18%,  operated  at  a  60%  load  factor. 

Bethune  won't  discuss  earnings  of  Continental's  La 
operations,  but  industry  experts  say  long-haul  routes  1 
Newark  to  Chile  can  earn  $2  million  to  $3  million  a  yt 
several  times  what  a  shorter  domestic  route  can  earn.  La 
American  routes  made  up  about  14%  of  Continental's 
billion  in  revenues  last  year,  up  from  5%  in  1994. 

Bethune  won't  beat  out  American  in  Latin  Ameri 
where  the  number  one  carrier  is  doing  very  well  on  t 
strength  of  its  Miami  hub.  But,  for  Continental,  the  La 
business  has  turned  into  a  solid  moneymaker  that  is  gro 
ing  at  7%  to  8%  a  year,  more  than  twice  the  growth  rate 
the  U.S.  air  travel  market. 

Franchises  do  matter,  but  sometimes  tangible  things 
in  the  case  of  an  airline,  its  hubs — matter  more.  I 
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The  value  of  a  gift  lies  not  in  its  price, 
but  in  its  potential. 

01  all  the  gifts  you'll  share  with  your  family  this  year,  the  potential  to  do  more  for  others  may 
be  the  most  valuable  gift  of  all.  The  Fidelity  Investments  Charitable  Gift  Fund  lets  you  and 
vour  familv  begin  a  tradition  of  giving  that  can  create  opportunities  for  others  in  need. 

All  contributions  are  invested  and  managed  by  Fidelity  professionals,  so  your  donations  have 
the  potential  to  grow,  ultimately  doing  more  for  the  causes  your  family  cares  about  most. 

Whether  you  contribute  cash  or  appreciated  securities,  all  donations  made  before  the  end 
of  this  year  will  enjoy  full  tax  advantages  for  1999. 

This  year  why  not  make  a  resolution  that  will  last  for  years  to  come.  To  establish  a  Charitable  Gift 
Fund  account,  call  us,  visit  our  website  or  stop  by  your  local  Fidelity  Investor  Center. 

CHARITABL  E  Jtft  FUND 

800-258-5759       www.charitable-gift.org 


Trying  to  be  green,  many  companies  invested  in 
biodegradable  plastics.  They  ended  up  in  the  red. 

Good  intentions 


By  Seth  Lubove 

It  was  a  promising  moment  for  envi- 
rocapitalism.  Credit  card  maker  NBS 
Technologies  Inc.  issued  a  breathless 
press  release  in  December  touting  a 
new  "Green  Earth  Card"  credit  card 
using  a  biodegradable  plastic  made  by 
Monsanto,  known  in  some  quarters 
for  its  toxic  chemicals  and  pesticides. 

But  behind  the  scenes,  Monsanto 
was  quietly  pulling  the  plug  on  its 
biodegradable  plastics  division,  such 
as  it  was.  "We  came  to  the  conclusion 
that  the  jury  is  out  [on  biodegradable 
plastics],  and  it's  not  apparent  people 
are  willing  to  pay  a  premium," 
acknowledges  Michael  Berezo,  the 
former  general  manager  of  Monsan- 
to's  Bi  >pol  unit.  Berezo  says  that 
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Monsanto  could  have  sold  its  plant- 
derived  plastic  for  $3  to  $4  a  pound 
at  best.  That's  almost  ten  times  as 
much  as  what  an  ordinary  plastic  sells 
for;  too  expensive  to  make  it  compet- 
itive. Writeoff:  undisclosed.  Sales:  vir- 
tually nil. 

Monsanto  is  by  no  means  alone. 
Several  companies  have  lost  hundreds 
of  millions  of  dollars  on  biodegradable 
plastic  schemes  since  the  late  1980s. 
What  wonderfully  good  intentions  they 
had.  But  business  has  to  cover  its  costs. 

"The  hype  got  out  in  front  of 
what  the  technology  can  deliver," 
says  Patrick  Gruber,  manager  of  a 
fledgling  corn-based  biodegradable 
plastics    joint    venture     between 


Biocorp's  Frederic  Scheer  and  Allan  Gra 
A  business  of  dreamers  and  schemi  I 


Cargill  and  Dow  Chemical. 

Consider  the  saga  of  Novor 
once-promising  biodegradable  p] 
developed  by  pharmaceutical  g 
Warner-Lambert.  Derived  from  c 
and  potatoes,  Novon  was  promote:) 
a  replacement  for  everything  from 
tees  to  diapers.  "The  bio-plastic  st«l 
technology  could  eventually  play  a 
in  helping  to  better  manage  the  hi£ 
visible  litter  stream,  much  of  whj 
consists  of  plastics,"  lectured  the  cc 
pany's  then-chief  executive  in  a  1*1! 
announcement.  Three  years  1; 
Warner-Lambert  abruptly  killed  ' 
business  and  took  a  $70  milll| 
before-tax  charge  on  its  reported  $} 
million  investment. 

Novon  later  ended  up  in  the  ha 
of  Churchill  Technology,  Inc.,  a  E 
falo,  N.Y.  outfit  that  claimed  to  hi 
invented  a  "revolutionary"  biodegn 
able  plastic.  But  the  company  s;; 
into  bankruptcy  in  late  1996,  sc 
after  a  director  and  major  sharehobl 
was  arrested  in  a  stock  promot  I 
scheme.  What's  left  of  Novon  \ 
bought  last  year  by  Churchill's  forr 
president,  Robert  Downie. 

acx  Technologies,  the  Adol 
Coors  Co.  packaging  spinoff,  killed 
another  highly  touted  biodegrada 
plastics  venture,  Chronopol,  last 
after  deciding  that  it  would  take 
least  an  additional  $100  million 
build  a  full-scale  plant  and  sell  the  st 
commercially.  After  finding  no  pa 
ners  to  commercialize  the  busine 
acx  took  a  $  1 7  million  writeoff  a 
buried  the  news  of  Chronopol's  de; 
in  a  quarterly  financial  filing. 

Despite  these  failures,  t 
biodegradable  business  continues 
attract  dreamers  and  schemers,  some 
whom  manage  to  convince  pub 
investors  to  go  along  with  the 
Planet  Polymer  Technologies  of  S 
Diego  has  lost  $9.4  million  of 
shareholders'  money  since  its  foundi 
in  1991,  and  doesn't  expect  to  mafc 
profit  "for  the  foreseeable  futurt 
Then  there's  EarthShell  Corp.,  whi 
raised  $250  million  in  an  initial  pub 
offering  last  March  with  promises  tl 
it  had  come  up  with  a  limestone-baa 
biodegradable  replacement  for  po! 
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Your  sales  forecast  just  dropped. 

Are  sales  management  and  the  sales  force 
giving  you  the  same  number? 


oyou 


know 


You  can  spend  millions  of  dollars  on  application  software  and  still  not  have  the  information  you  need  to  run  your 
business.  That's  because  most  application  software  automates  just  the  back  office — or  just  the  front  office.  Oracle"'  Applications  integrate 
your  entire  business — sales,  service,  supply  chain,  manufacturing,  accounting,  projects,  human  resources. 
Everything.  Our  applications  capture  all  the  information  needed  to  provide  a  complete  view  of  what's  going  on 
in  your  business.  Every  decision  you  make  is  based  on  up-to-date  information  and  impact  on  shareholder  value. 
We  call  it  business  intelligence.  And  it's  from  Oracle.  Now  you  know. 
If  you'd  like  to  know  even  more — and  who  wouldn't — call  Oracle. 

1-800-633-0919,  ext.  16344,  or  visit  tiniw.orocle.com/ info/ 6  today.  Appl    icatlOllS 

©1998  Oracle  Corporation.  All  rights  reserved   Oracle  is  a  registered  trademark  of  Oracle  Corporation 
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styrene   foam   formerly  used   most 
prominently  in  McDonald's  clamshells. 

"Finally,  fast-food  packaging  that 
Mother  Earth  can  love!"  pronounced 
Essam  Khashoggi,  chairman  of  the 
board  and  73%  shareholder  (and 
brother  of  famous  arms  trader  Adnan), 
in  the  company's  prospectus.  Maybe 
Mother  Earth,  but  not  the  auditors, 
who,  noting  more  than  $74  million  in 
operating  losses  since  1992,  ques- 
tioned the  company's  viability.  Earth- 
Shell  is  depending  heavily  on  a  tenta- 
tive deal  with  McDonald's,  but 
acknowledges  that  there  is  "no  bind- 
ing commitment."  Big  Mac  sent  the 
company  back  to  the  drawing  board 
on  an  earlier  clamshell. 

"We  have  agreed  with  McDonald's 
to  make  every  effort  to  keep  a  low 
profile,"  alibis  Vince  Truant,  an  Earth- 
Shell  vice  president,  when  pressed  for 
a  delivery  date.  Meantime,  investors 
who  got  in  at  $21  last  March  have 
seen  much  of  their  money  mulched: 
the  stock  trades  around  $14. 

"The  reality  is,  as  of  today,  thev  are 
basically  nothing,"  sneers  Frederic 
Scheer,  whose  privately  held  Biocorp 
Inc.  of  Redondo  Beach,  Calif,  is 
making  biodegradable  garbage  bags 
and  cutlery  for  a  European  McDon- 
ald's franchise.  Scheer  claims  he's  got 
the  only  meaningful  sales  of  bio- 
degradable plastics — which  he  claims 
are  less  than  $5  million. 

The  Cargill  and  Dow  Chemical 
joint  venture  prefers  not  to  acknowl- 
edge that  it's  developing  biodegrad- 
able plastics  at  all.  Instead,  the  compa- 
nies want  to  first  compete  on  price  and 
performance  with  traditional  plastics 
for  applications  such  as  clothing  fibers 
and  food  wrapping.  Then  they'll  pro- 
mote oiodegradability. 

"People  don't  need  a  degradable 
product,"  declares  James  Stoppert,  the 
president  of  the  joint  venture.  "Where 
in  the  world  are  there  solid-waste  prob- 
lems? There  certainly  isn't  one  in  the 
U.S.  today.  When  you  look  at  the  cur- 
rent degradable  market,  it's  probably  30 
million  to  40  million  pounds,  growing 
to  maybe  250  million  pounds,  com- 
pared with  a  petroleum-based  plastics 
market  of  250  billion  pounds  a  year.  Do 
we  want  to  compete  for  30  million 
pounds — or  250  billion  pounds?' 
Funny  things  happen  when  environ 
mentalism  meets  economics.  ■». 


Real  estate  agents  were  supposed  to  be  clobbered 
by  the  Internet.  No  such  luck.  Yet. 

Realtors  1,  Web 


By  Kelly  Barron 


Stuart  Wolff,  chief  executive  of  RealSelect  Inc.  and  designer  of  Realtor.com 
"The  winning  hand  in  real  estate  is  to  partner  with  the  industry." 


There  are  some  folks  that  even 
mighty  Microsoft  knows  better  than  to 
tangle  with.  Real  estate  agents,  for 
instance.  "The  agent  is  winning,"  con- 
cedes Ian  Morris,  group  product  man- 
ager for  Microsoft's  home-buying 
Internet  site,  HomeAdvisor. 

Like  other  industries  crawling  with 
middlemen,  real  estate  seems  ripe  for 
the  cost  efficiencies  of  the  Internet. 
U.S.  home  sales  generate  roughly  $30 
billion  a  year  for  real  estate  agents, 
who  get  commissions  of  6%  to  7%  for 
putting  a  home  buyer  and  a  home 
seller  together.  Why  not  let  a  database 
match  buyer  and  seller?  It  works  so 
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well  for  stocks  and  bonds. 

Home  selling,  though,  is  a  lot  tr 
ier  than  securities  trading.  The  typ 
arrangement  is  for  the  listing  broker 
commission — let's  say  it's  6% — to 
split  evenly  between  the  listing  brol 
who  handles  the  seller,  and  the  sell 
broker  (sometimes  referred  to  as 
"buyer's"  agent),  who  handles 
buyer.  The  brokers  who  list  houses  ; 
often,  the  same  people  who  act  as  s 
ing  brokers,  but  on  any  given  ho 
sale  they  are  not  necessarily  the  sa 
person.  Despite  the  fact  that  the  list 
broker  and  the  selling  broker  get 
same  payoff  when  a  sale  goes  throu 
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JEX  goes 
■arther  than 
i  Icon  50 — 
less  fuel. 
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ou  built  a  business  on  aqilit 
and  speed.  So  did  we. 


igineered  with  passioi 

At  Dassault,  our  fighter  aircraft  heritage  j 
always  plan  for  the  mission. 

How  far  does  your  business  jet  need  to  go?  How  many 
people  will  you  carry?  How  short  are  the  landing  strips?  This 
mission-centered  approach  has  bred  a  family  of  four  Falcons. 

Find  out  why  Falcons  are  called  the  best  designed,  best 
built,  best  flying  business  jets  at  the  top  of  the  market. 

For  information,  contact  John  Rosanvallon  in  the  U.S.  at 
(201)541-4600  or  Jean-Claude  Bouxin  in  Paris  at  (331)40-83-93-08. 


DASSAULT 


CON      JET 


wiviv.falconjet.com 


EMC 

The  Enterprise  Storage  Company     EMC  Enterprise  Storage"  provides  strategic  advantages  in  areas  s 
as  cost  control,  tim      to  -market ,  Internet  commerce,  data  warehousing,  and  custo 
service.  Advantages      >af  can  create  new  business  opportunities.  How?  By    consolidait§ 
information   and  making  it  available   to   all,  regardless  of  the   computers  in   use.  .  l» 
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Protect,  manage,  and  share 

information  in  a  way  that 

helps  open  markets  that  were 

once  closed  to  you. 


THE 

EMC 

EFFECT 


HC's  Enterprise  Storage  Network  (ESN)  promises   to   enhance   data   access,  boost 

'twork  performance,   and  automate  storage  management .  It's  no   wonder  over  90 

the    FORTUNE®    100    companies    are    our   customers.    To   put    The    EMC   Effect"    to 

rk   for  you,   reach    us   at   www.  EMC .  com  /  brickwall   or   1  ■  8  00-4  24 -EMC2 ,   ext.   702. 


they  do  very  different 
amounts  of  work.  On  a 
$300,000  house  the  lister 
would  pocket  $9,000  for 
inspecting  the  property, 
recommending  an  asking 
price  and  passing  along 
some  purchase  offers.  If 
you  are  the  buyer's  agent, 
though,  you  work  hard 
for  your  $9,000  commis- 
sion. You  might  have 
driven  various  shoppers 
on  scores  of  house-hunt- 
ing trips  before  landing 
that  one  commission. 

The  role  that  digital 
media  could  play  in  this 
transaction  is  all  too  obvi- 
ous. Hand  the  home 
seller  a  camera  and  some 
software  and  let  him  post 
his  own  listing  on  a 
national  database.  A 
prospective  buyer  would 
be  permitted  to  visit  the 
house  only  when  escorted 
by  a  licensed  broker.  That 
listing  broker  would  still 
get  a  commission  as  IB^H 
before.  But  there's  no 
reason  the  cost  at  the  listing  end  could 
not  shrink  from  $9,000  to  $90. 

Nice  in  theory.  But  so  far  it  hasn't 
worked  out  this  way  Far  from  squeez- 
ing out  half  of  the  brokers'  meal  ticket, 
technology  has  done  little  to  disturb 
the  long-standing  commission  struc- 
ture in  the  business. 

In  its  six-month-old  Internet  site, 
Microsoft  has  a  database  of  500,000 
homes  for  sale.  But  to  get  those  listings 
it  has  had  to  team  up  with  real  estate 
agents.  The  home  listings  steer  prospec- 
tive buyers  to  the  listing  agent.  What 
about  taking  a  piece  of  those  commis- 
sions? It's  not  in  Microsoft's  business 
model.  "It  was  never  fully  considered," 
says  Morris  with  a  straight  face. 

Hard  to  believe  Microsoft  didn't 
contemplate  grabbing  commissions. 
But  what  good  would  it  do  to  gain  all 
manner  of  listings  if  brokers  never 
showed  those  houses?  They  might  just 
boycott  any  home  seller  who  tried  to 
dodge  the  3%  listing  cost. 

Microsoft  plans  to  generate  revenue 
a  different  way,  through  mortgage 
origination  services,  banner  advertising 
and,  possibly,  customizing  software  for 


J.  Lennox  Scott,  president  of  John  L.  Scott  Real  Estate 
Undercut  Realtors?  No  way — they're  his  clients. 


individual  brokers  and  real  estate 
agents.  Theoretically,  fees  also  could  be 
garnered  by  referring  buyers  to  home 
inspectors,  moving  companies  and  the 
like. 

No  dummies  about  technology,  real 
estate  agents  put  up  their  own  Web 
listing  service.  Acting  under  contract 
with  the  National  Association  of  Real- 
tors, RealSelect  Inc.,  in  Thousand 
Oaks,  Calif,  opened  Realtor.com  in 
1996.  This  site  lists  1.3  million  homes, 
or  about  95%  of  the  existing  for-sale 
inventory  in  the  U.S.  Realtor.com, 
which  is  15%  owned  by  nar,  takes  no 
piece  of  the  agents'  commissions  if  an 
on-line  buyer  ends  up  at  their  door.  It 
does  charge  for  advertising  an  agent's 
home  page.  Microsoft,  playing  second 
fiddle,  offers  agents  free  photos  and 
links  as  a  way  of  enticing  them  to  pro- 
vide HomeAdvisor  with  listings.  And 
still  it  has  not  even  half  the  listing 
volume. 

"Because  the  industry  set  the  stan- 
dard, other  real  estate  Internet  sites 
have  got  to  follow  our  business 
model — otherwise  the  industry  isn't 
interested  in  working  with  them," 


^r-^f,  brags     nar     Presi: 
-  3  Sharon  Millett.  Tra  | 
tion:  Don't  mess  witl 
6%  commissions. 

RealSelect  Chaii  i 
Stuart  Wolff,  a  forme 
Interactive  executiv 
now  battling  Micrc 
and  a  host  of  other  ;a 
estate  home  listing  sit  i 
make  sure  nar  rerr| 
dominant.  He  rect 
got  a  boost  from  veni 
capitalist  John  Doeiof 
Kleiner  Perkins  Cau  Id 
&  Byers,  who  investe  in 
undisclosed  amoun  in 
RealSelect  and  took  a  at 
on  the  company's  bed: 
"The  incumbent  ' 
every  time  if  they 
aggressive,"  contej 
Wolff.  "The  winning  1  id 
in  real  estate  is  to  pan| 
with  the  industry.' 

The  brokers  see  n«j 
ing  wrong  with  technj 
gy  so  long  as  it  does  f 
cut  into  their  commisi 
flow.  Barbara  CorcoJ 
chairman  of  the  Cored 
Group,  a  real  estate  brokerage  in  M 
hattan,  says  she  generated  $61  mill 
of  her  more  than  $1.3  billion  in  t  ■ 
1998  sales  off  her  Web  site,  will 
shows  3,000  home  listings  in  the  £  m 
York  C lit)-  area.  The  site,  which  cosH 
million  to  put  together,  was  a  gt 
investment.  Buyers  who  have  peru  j 
Internet  listings  typically  need  to  i 
only  4  or  5  properties,  Corcoran  s 
as  opposed  to  the  20  that  non-Intei 
shoppers  view. 

Not  far  from  Microsoft's  cc 
pound  in  Redmond,  Wash.,  real  esi 
broker  J.  Lennox  Scott  chortles  t 
the  Internet  is  making  it  easier  tl 
ever  to  latch  on  to  potential  ho 
buyers.  "The  Internet  just  speeds 
the  process,"  he  boasts.  "It  matu 
the  conversation  between  the  ag> 
and  the  buyer."  Scott  charges 
2,300  real  estate  agents  $20  a  moi 
for  connection  to  his  Web  site,  a 
hour  messaging  system  and  e-rr  j 
that  enables  the  agents  to  immedia  { 
ly  hound  prospective  buyers  with 
latest  listings.  Seems  that  the  m< ' 
technology  there  is,  the  more  i 
business  as  usual. 
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i       Even  If  She  Doesn't  Win  The  Diamonds, 
You'll  Still  Look  Brilliant. 

Isn't  that  what  you  want  -  to  shine  on  Valentine's  Day?  Give  her  the  gift  of  Codiva  and  you  certainly  will.  And  if  it  contains  a  winning 
certificate  for  the  brilliant  seven-carat  diamond  ring  or  one  of  100  pairs  of  diamond  earrings,  her  eyes  will  sparkle  all  the  more.  Diamonds 

compliments  of  Godiva  and  the  Diamond  Information  Center  on  behalf  of  De  Beers,  the  world's  diamond  experts  since  1888. 
To  order  a  gift  or  locate  a  Godiva  boutique  near  you,  call  us  at  1-800-9-GODIVA  or  visit  us  at  www.GODIVA.com  or  AOL  (Keyword:  GODIVA). 
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Tokyo 
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CHASE  NECESSARY  ABBREVIATED  RULES.  Game  ends  19.99  Subiect  fo  Full  Official  Rules  Purchase  specially  marked  Godiva1*  Chocolates  Valentine  s  Day  Girt  Boxes  $20  US/Canada  $24.50  8  up  OR  tor  a  free  game  piece  4  Full  Official  Rules  send  a  self- addressed  stamped  envelope  fVT  4  WA  residents  may  onui  stamp)  post- 
iy  3*99  i  receded  by  1 1299  to:  'Chocolates  4  Diamonds.'  PO  Son  5065.  Umorwiile,  CT  06087-5065  One  request  per  envelope  If  in-boi  card/game  piece  says  "Congratulations1"  call  number  indicated  by  11 :59PM  EST  3'3V99  to  claim  prize.  If  your  m-box  card/game  piece  says  'While  this  card  does  no!  contain  a  winning  message...' 
t«n.  |1|  Grand  Pnze  72td  Diamond  Ring  (Approumate  Retail  Value  "ARV  $125,000  US/Odds:  1  -550.000)  M00|  First  Pnzes:  Diamond  EarnngslARV  $1,500  US/Odds.  15,500).  Winners  responsible  tor  lanes.  If  alt  prizes  not  awarded,  a  2nd  Chance  Drawing  will  be  held  to  award  prizes  remaining.  OflkJs  of  wrtmng  *n  2nd  chancs 
mber  ot  unclaimed  prizes  4  entries  received  To  enter  print  name,  address  4  daytime  phone  on  a  3 1;2'<5'  card  4  mail  it  to  be  received  by  3/13/99  to  'Chocolates  8  Diamonds  2nd  Chance."  PO.  Box  5066.  Umonville.  CT  06087-5066.  One  entry  per  envelope  Winners  notified  by  mail.  Open  to  US  4  Canadian  residents  18 
toll  in  province  of  Quebec  PR  4  where  prohibited  Canadian  entrants  must  correctly  answer  a  time-limited  math  question  to  win  a  pnze.  Entrants  release  all  parties  from  all  claims/liability  arising  from  this  promote  4  acceptance/use  of  prize.  Winners  must  sign  4  return  affidavit  ol  eligibility  &  liabilrty/publicity  release  within  1 5  days. 
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Horace  Hagedorn  likes  to  get  involved  in  the  minutiae 
of  business  and  in  the  minutiae  of  charity. 

Putting 
Miracle-Gro 
on  kids 

By  Thomas  Jaffe 


He's  83  and  supposedly  retired, 
nearly  every  day  Horace  Haged  n 
goes  to  the  headquarters  of  Mira;- 
Gro  in  Port  Washington,  N.Y. 
this  day  I  can  still  write  ad  cop^o 
match  anybody  in  the  business,'  it 
boasts. 

Hagedorn  is  the  marketing  w  z 
who  turned  a  water-soluble  phi 
fertilizer  into  what  is  today  a  fixb 
in  the  gardening  universe.  He  and  s 
family  sold  Miracle-Gro  to  the  So* 
Co.  in  1995  for  $200  million 
stock.  Of  that,  Hagedorn  dona 
$48  million  to  charity.  Some  otij 
benefactor  could  have  written  a  chl 
out  to  a  university  or  a  hospj 
and  had  a  building  named  for  h: 
Not  this  guy.  He  HI 
to  get  his  hands  dii 
He  arranged  for  th< 
millions  to  go  to  i 
New  York  Commur 
Trust  over  a  five-y 
period    (but    the 
deduction  was  imme 
ate).      Hagedorn 
involving   himself 
how      every      per 
is  spent. 

Common  then 
children.  Among  t 
beneficiaries  are  Cr 
dren's  House,  whr 
runs  shelters 
homeless  or  abus 
teens,  and  a  cleft  pal; 
clinic  on  New  Yori 
Long  Island.  "I  thi 
I  focus  on  childr 
because  I  have  6 
my  own — and 
grandchildren,"  sj 
Hagedorn. 

In  1991,  wh 
Hagedorn  had  t 
operating  profits  frc 
the  fertilizer  businc 
but  not  the  s; 
proceeds  to  play  wit 
he  and  his  fam 
started  a  program 
put  50  disadvantage 
fifth-graders  fro 
Brooklyn,  N.Y.  throuj 

Hagedorn,  with  wife  Amy, 
day  care  center  he  suppo 
Fertilizing  young  lives. 
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Vito  Palermo,  Senior  VP  &  CFO 
Metawave  Gjinwuiticalums,  Inc. 


How  J. D.  Edwards  SCOREx  is  helping 
Metawave  give  cellular  operators  more  airtime, 


The  cell  phone  business  keep 
Metawave  hopping.  They've 
Wat  from  startup  to  star  by  supplying  cellular 

Iflints  with  vital  technology  that  packs  more 
lis  into  limited  airtime. 

To  run  a  supply  chain  that's  as  nimble  as 
leir  fast-growing  business,  Metawave  looked  to 
mlEdwards  SCOREx  (Supply  Chain  Optimization 


and  Realtime  Extended  Execution),  supply  chain 
software.  A  J.D.Edwards  SCOREx  supply  chain 
is  more  efficient  and  more  responsive  because 
J.D.Edwards  fully  integrates  order,  delivery  and 
customer  service  management. 

J.D.Edwards  SCOREx  is  easy  to  install,  too. 
Integration  partner  Ernst  &  \foung  took  Metawave 
from  zero  to  sixty  in  less  than  six  months. 


For  Metawave  CFO  Vito  Palermo,  the  biggest 
improvement  has  been  in  responding  to  customer 
requirements.  "J.D.Edwards  SCOREx  has  given  us 
the  ability  to  be  responsive  to  the  dynamic  changes 
in  the  global  wireless  communications  market," 
says  Palermo.  That's  how  it  ought  to  be.  It  can  be 
for  you,  too.  To  find  out  more,  call  1-800-727-5333 
or  see  www.jdedwards.com/customer. 


IPEdwards 

Enterprise    Software 

How  it  ought  to  be 

Copyright  °  J.D.  Edwards  World  Source  Company,  1998.  J.D.  Edwards  is  a  registered  trademark  of  J.D.  Edwards  &  Company. 
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college.  Grades  didn't  matter.  What 
mattered  was  that  their  parents  agreed 
to  stick  with  the  program  for  at 
least  eight  vears.  Miracle -Gro  money 
paid  for  counseling,  tutoring  and 
social  services. 

Of  the  original  50  kids,  40  |  now 
high  school  seniors)  remain  in  the 
program,  and  many  of  them  are 
going  to  college.  The  program  has 
set  aside  S3  million  for  their  tuitions. 

A  few  vears  ago  Hagedorn  asked  a 
Long  Island  school  superintendent 
to  identify  poor  kids  who  were  so 
smart  that  they  were  slacking  off 
because  they  found  their  studies  a 
bore.  He  was  introduced  to  three 
such  underachievers,  and  is  now 
paying  their  way  at  a  private  school, 
where  all  are  doing  splendidly. 

This  bit  of  fertilizing  doesn't  work 
all  the  time.  Once,  he  recalls,  he 
underwrote  the  private  school  edu- 
cation of  a  bright  but  poor  kid  from 
near  where  he  lives  on  Long  Island. 
Alas,  the  charity  didn't  solve  the 
kid's  problems  at  home,  and  the 
overwhelmed  youngster  eventually 


re-entered  a  public  middle  school. 

The  Hagedorn  family  pays  tor  600 
or  so  poor  kids  a  year  from  New 
York  to  visit  an  800-acre  dairy  farm 
in  Vermont,  where  Hagedorn's  son, 
James,  runs  the  show.  He's  the 
number  two  executive  at  Scotts  and 
owns  a  home  next  to  the  farm. 

One  Hagedorn  program  will 
put  dozens  of  poor  kids  from 
Brooklyn  through  college. 


"I  was  a  city  kid  myself,"  recalls 
the  elder  Hagedorn.  "I  had  no  idea 
where  strawberries  grew.  I  thought 
maybe  they  came  on  bushes." 

Hagedorn  graduated  from  the 
University  of  Pennsylvania  in  1936, 
sold  radio  advertising  time,  worked 
at  ad  agencies  and  developed  The 
Bijj  Story — a  show  based  on  true  sto- 
ries by  reporters — that  became  a  hit, 
first  on  radio,  then  on  early  TV. 

While  the  rovalties  from  the  show 


I 


rolled  in,  Hagedorn  kept  his  hand 
advertising,  landing,  among  othei 
a  small  account  from  a  businessmj 
that  would  ultimately  make  him  ric 
He  was  Otto  Stern,  who  ran  a  plai 
nursery  in  upstate  New  York  and  h. 
a  mail-order  business. 

Before  long,  they  became  par 
ners.  A  Rutgers  Universitv  professi 
came  up  with  the  soluble  fertiliz 
formula.  Hagedorn,  of  course,  can 
up  with  the  Miracle-Gro  name — ar 
by  that  time  had  26  years'  worth  ( 
ad  copywriting  experience  to  sell  d 
stuff.  Stern  sold  out  to  Hagedoi 
in  1984. 

Hagedorn  has  help  from  his  fami 
in  handing  out  the  dollars,  but 
personally  interviews  charity  ad 
istrators,  scrutinizes  reports  and  fi 
ings  and  takes  field  trips.  One  su< 
visit  was  to  a  Long  Island  branch 
Hospice,  a  service  for  the  termin 
ill.  "How  do  you  reach  a  10-year-ol 
child  who's  lost  her  mother?'1 
reflects.  "That  kind  of  stuff  I 
vour  heart."  Hospice  got  an  i 
diate  S  10,000. 


Executive  Education,  Chosen  Time  &  A{ 

For  almost  50  years  executives  and  their  sponsoring  companies  have  turned  to  Kellogg  to  help 
prepare  them  for  greater  management  responsibilities  in  an  increasingly  global  business  environment. 
When  you  attend  a  general  management  program  at  Kellogg,  you  become  a  part  of  one  of  the  world's 
finest  institutions  tor  managerial  studies.  You  share  your  experiences  and  ideas  with  colleagues  from 
around  the  globe.  And,  most  importantly,  you  benefit  from  the  real  business  experience  and  the 
extensive  research  of  the  distinguished  faculty  that  keeps  us  at  the  top  of  American  business  schools. 
As  you  consider  which  program  and  which  school  will  best  prepare  you  for  your  expanding  leader- 
ship and  managerial  roles,  make  the  choice  that  will  make  a  difference  for  you  and  your  organization. 
Choose  Kellogg. 

Advanced  Executive  Program 

February  14-March  12,  1999  or  June  13-July  9,  1999 

Provides  senior-level  executive-  with  a  thorough  understanding  of  the  forces  that  govern  the  strategic  I 
and  performance  of  organizations.  Attendees  are  businesspeople  with  15  to  25  years  ot  management 
experience  who  have  (or  soon  will  have)  general  management  or  cross-tunctional  responsibilities  in 
two  or  more  functional  areas,  and  profit -and -loss  responsibilities  within  their  organizational  unit. 

Executive  Development  Program 

May  2-21,  1999  or  July  11-30,  1999 

Offers  exec  itives  a  broad  perspective  on  the  functions  ot  management  and  a  fuller  understand! 
the  concept:  and  tools  required  tor  higher-level  responsibilities.   Participant-  -hould  have  10  or  more 
vear-  of  exp«      nee  with  the  potential  for  senior-level  management  in  either  statt  or  line  positions. 
It  is  also  an  ideal  program  for  entrepreneurs  and  owner-  of  small  companies. 

Call  847-467-7000  today  for  an  informative  brochure'. 
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Kellogg  Graduate  School  of  Management,  Executive  Programs 
Northwe-tern  I  versify,  James  L.  Allen  Center.  Ev.mston,  1L 
Phoi         -"  -  J47-491-4323    Web  Site:  www.kellogg.nwu.edu    E-mail:  ExecEd@nwu.edu 

Con-i-tentk  rated  ai     i  g  the  top  executive  education  programs  in  the  world  by  Busing  Week  and  I  .S.  N  .:  Report 
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i  over  the  world,  lives  and  property  are  guarded  by  ADT  and  the  other  units  of  Tyco  International's  Fire  & 
:  urity  Services  division,  making  us  by  far  the  global  leader  in  this  expanding  industry.  Yet  our  mission  is 
1|from  complete.  Wherever  there  are  dangers  to  be  prevented,  whenever  there  are  people  to  be 
f  tected,  we  plan  to  be  there,  providing  the  products  and  services  that  make  this  risky  world  a  lot  more 
Vure.  Today,  Tyco  operates  in  80  countries  around  the  globe,  yet  we  feel  we  have  only  begun  to  realize 
( ■  potential.  Please  write  for  our  investor  package,  PO  Box  497,  Dept.  F,  Exeter,  NH  03833,  or 
I  International  Financial  Centre,  Dept.  F,  7*  Floor,  25  Old  Broad  Street,  London  EC2N  1HN. 


tL/ca 


A  tL/CO  INTERNATIONAL  LTD.  COMPANY 


TYC 

OBB- 

www.tycoint.com  NY5 


'isit  our  website  at  www.toyota  com/usa  or  write  Toyota  Motor  Corporate  Services.  9  W  57th  St..  4900-Q16.  New  York,  NY  10019  c1998 
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It's  as  if  the  term  "the  great 
outdoors"  was  invented  for  West  Virginia.  The 
majestic  mountain  scenery  has  been  known  to 
inspire  a  passion  for  nature  in  even  the  most 
jaded  urbanite.  The  countryside  can  take  your 
breath  away,  so  the  next  time  you're  driving 
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ota  Motor  Manufacf,,,. 


W**t   Virginia,  USf^ 

through  this  natural  wonder,  do  what  the  locals 
often  do.  Stop  the  car  and  see  what  the  moun- 
tain air  will  inspire  in  you. 

Of  course,  if  you  happen  to 
be  driving  a  Toyota  through  the  Mountain  State 
in  the  near  future,  you  may  have  the  advantage 
of  some  local  passion  right  there  with  you. 

That's  because  West  Virginians 
are  now  producing  Toyota  engines  at  a  brand- 
new  manufacturing  plant  in  Putnam  County. 
By  the  time  it's  fully  operational,  this  $900  mil- 
lion plant  will  have  the  capacity  to  build  500,000 
engines  and  360,000  transmissions  per  year, 
using  many  U.S.  parts. 

Local  people  manufacture 
Toyota  vehicles  and  components  in  25  coun- 
tries around  the  world.  It  helps  the  products  we 
sell  answer  the  special  needs  and  standards  of 
all  our  drivers,  wherever  they  may  be. 

Here  in  America,  our  sec- 
ond-largest manufacturing  base,  Toyota  has 
invested  nearly  $8  billion  in  manufacturing, 
research  and  design. 

Local  investment.  It's  the 
engine  for  growth  in  West  Virginia  -  and  in 
communities  around  the  world. 

TOYOTA   People  Drive  Us 
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►  up  &  COMERS 

Debt,  mismanagement  and  scandal 
nearly  destroyed  American  Locker 
Group  during  its  first  century.  Now  it's 
back— and  facing  new  hurdles. 

Indestructible 

By  William  P.  Barrett 

If  entrepreneurial  companies  have  nine 
lives,  American  Locker  Group  has  already  used 
up  eight  of  them. 

On  the  face  of  it,  this  104-year-old  supplier 
of  lockers  and  apartment-house  mailboxes  is  on 
a  tear.  Over  the  past  five  years  it  has  racked  up 
a  28%  average  return  on  equity  along  with 
earnings-per-share  growth  of  64%  a  year — 
enough  to  vault  it  to  the  number  one  spot  on 
the  list  of  Forbes  200  Best  Small  Companies  in 
America  (Nov.  2,  1998).  The  stock  has  risen 
twentyfold  to  a  recent  $22. 

But  maintaining  those  growth  rates  won't  be 
easy.  Jamestown,  N.Y. -based  American  Locker 
has  tied  its  fortunes  to  a  single  client — the  U.S. 
Postal  Service,  which  accounts  for  nearly  70% 
of  its  estimated  $50  million  in  1998  revenue. 
The  company's  baby-faced  president,  Roy 
Glosser,  professes  not  to  be  worried.  "You 
know  they're  good  for  the  money,"  he  says, 
pointing  out  that  he  is  spreading  his  risk 
among  85  district  offices  of  the  USPS,  rather 
than  a  central,  national  buyer. 

American  Locker  apparently  has  no  patent 
protection  for  its  meal  ticket — the  virtually 
indestructible  plastic  postal  cluster  boxes  for 
housing  developments  and  apartments.  The 
company  faces  serious  competition  from  Cutler 
Manufacturing  Corp.  of  Eaton  Park,  Fla.  and 
Auth-Florence  of  Glendale  Heights,  111.  An 
econonac  downturn  would  slow  housing  starts 
and,  thus,  demand  for  new  mailboxes. 

Still,  the  company  has  long  been  a  stepchild 
of  adversity  and  has  endured.  Founded  in  1895 
as  U.S.  Voting  Machine  Co.  to  exploit  Thomas  Edison's 
pioneering  invention  to  make  elections  more  honest,  the 
company  plodded  along  for  decades  and  was  sold  to  Rock- 
well International.  Spun  off  in  the  1960s  and  renamed 
Automatic  Voting  Machine  Corp.,  the  company  went  on  a 
buying  binge.  In  the  heyday  (  conglomerates  avm  had  15 
divisions,  making  everything  E  i  auto  parts  and  furniture 
to  air-conditioning  componei 

wm  nearly  went  under  in  th<     9    )s,  after  a  federal  grand 

jury  indicted  its  president  for  b     c  y  and  proxy  fraud.  He 

led  in  disgrace  before  sen .  lg  time.  Then  Venezuela 

dy  canceled  a  huge  voting  machine  contract,  but  only 


after  AVM  had  borrowed  to  the  hilt  to  tool  up  for  the  ore 
That's  when  the  board  recruited  an  unlikely  savior: 
labor  union  economist  Harold  Ruttenberg,  who  suspe» 
ed  the  dividend  and  sold  seven  divisions — including  vot 
machines  — to  raise  cash  while  negotiating  new  terms  w 
lenders.  Still,  avm  didn't  fully  come  out  of  its  funk  uc 
1989,  when  revenues  hit  bottom  at  $10  million. 

The  one  remaining  division  of  American  Locker  Groi 
as  Ruttenberg  renamed  the  company,  was  the  natio 
leading  maker  of  storage  lockers  for  businesses  and  rec, 
ational  locations.  To  cut  capital  costs,  Ruttenberg  farm 
out  more  and  more  of  the  manufacturing  to  nearby  co 
panies  with  surplus  capacity.  Today  American  Locker  1 


eca 


Laurels?  Sure.  But  no  time  to  rest  on  them:  Glosser  and  Edward  Rurtenber 


only  120  workers,  and  rents  almost  everything.  Th  1 
includes  the  ding)'  two-story  building  on  the  edge  of  tov  | 
that  houses  headquarters,  factory  and  warehouse  und 
one  roof. 

Ruttenberg  focused  on  new  markets.  Schools  weren 
worth  die  bureaucratic  hassle.  American  Locker  stopped  se  v 
ing  lockers  to  bus  stations  and  airports  after  it  was  sued  ft  • 
lowing  the  1975  explosion  of  a  terrorist  bomb  that  may  ha' 
been  left  in  a  locker  at  New  York's  LaGuardia  Airport.  Ru 
tenberg  saw  opportunity  in  lockers  for  police  to  store  c\ 
dence,  and  in  lockers  that  hold  ski  gear  at  winter  resorts. 

And,  of  course,  there  were  also  outdoor  mailbox  clustei 
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ler  than  use  traditional  aluminum  units,  which  pit  over 
z  and  can  be  damaged  by  vandals,  American  Locker 
eloped  a  box  made  of  high-quality  molded 
tic  with  stainless  steel  fittings;  it  farmed  out  the 
ufacturing. 

jjttenberg  died  last  summer  at  the  age  of  84.  So  far 
been  a  smooth  transition:  His  replacement  as  chief 

I  COMERS 


executive  is  his  eldest  son,  Edward,  52,  a  former  rabbi 
who  worked  as  a  company  salesman  in  the  1980s.  He's 
already  got  his  hands  full  figuring  out  how  to  diversify  his 
client  base. 

There's  a  lot  at  stake  besides  his  dad's  reputation — the 
Ruttenberg  family's  33%  share  of  the  company.  That  was 
recentlv  worth  about  $18  million.  Hi 


itcentives  had  a  solid  idea  and  a  nice  chunk  of  ven- 
e  capital.  What  it  didn't  have  was  seasoned  advice. 

anted:  coaches 


iy  Doan 

rtups  NEED  experienced  hands, 
i  can  hire  them,  rent  them,  offer 
m  a  seat  on  your  board,  or— as 
c  Tilcnius  and  Elliott  Ng  did — 
row  them  for  six  months.  Unlike 
y    young    entrepreneurs,    the 
nders  of  San  Francisco- based  Net- 
tives  Inc.  didn't  have  to 
begging.  Instead,  they  cre- 
d  a  stock  program  specifi- 
y  for  mentors. 
Netcentives  is  in  the  busi- 
.s  of  using  frequent-flier 
es  to  promote  products  on 
Web.  The  Web  is  new,  but 
esmanship  is  old  and  so 
tcentives'  founders  figured 
:y  needed  some  experts  to 
k  to.  How  to  get  them? 
enius  and  Ng  decided  to 
their  lieutenants  do  the 
ruiting.  To  each  of  the  first 
ht  of  their  senior  employ- 
,  they  distributed  chits  rep- 
enting extra  shares  in  Net- 
tives.  With  the  extra  stock, 
se-  employees  could  lure 
I  mentor  they  wanted,  sub- 
t  to  board   approval,   in 
urn  for  five  hours  each  month  of 
nfidential  advice  for  half  a  year. 
:'re  not  talking  peanuts  here.  The 
ue  of  the  stock  set  aside  for  men- 
rs  ranged  from  about  $10,000  to 
00,000  apiece,  according  to  Net- 
ntives'  $75  million  valuation  as  of 
ne  1998. 

Tilenius  and  Ng  knew  they  had  a 
able  idea  when  they  started  Net- 
ntives  in  June  1996:  offer  frequent- 
er miles  as  an  incentive  for  people 
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to  shop  over  the  Internet.  They  had 
little  trouble  attracting  50  companies, 
from  1-800-Fi.owERS  to  E*Trade  and 
barnesandnoble.com,  which  pay 
$25,000  to  $100,000  a  month  for 
placing  a  logo  on  Netcentives'  site 
and  sending  promotional  e-mails  to 


the  nearly  1  million  shoppers  who 
receive  frequent-flier  miles  for  their 
purchases.  (Example:  Buy  three  CDs 
from  the  Music  Boulevard  Network 
and  get  100  free  air  miles.) 

U.S.  airlines  liked  the  idea,  too. 
The  top  seven  have  signed  exclusive 
agreements  to  sell  miles  for  about  2 
cents  apiece,  which  Netcentives 
resells  to  the  merchants  for  3  cents. 

Venture  capitalists  found  the  con- 
cept promising,  and  thought  that  Tile- 


nius and  Ng — then  28  and  27 — 
showed  unusual  maturity  and  prag- 
matism, exemplified  by  the  mentor 
program.  "We  liked  the  fact  that 
they'd  thrown  out  moorings  in  all  the 
right  industries,"  says  Roger 
McNamee,  a  partner  at  Integral  Cap- 
ital, which,  along  with  first-round 
investors  Mayfield  Fund  and  New 
Enterprise  Associates,  chipped  in 
nearly  $29  million  for  more  than  50% 
of  Netcentives. 

Who's  taken  advantage  of  mentor- 
ship?  Each  of  the  original  eight.  Kristin 
Murphy,  then  Netcentives'  director  of 
service  operations,  hooked  up  with 
Dickson  Chu,  a  former  vice  president 
at  Wells  Fargo  Bank,  whom 
she'd  met  earlier  at  a  friend's 
cabin  in  the  Sierras.  They  had 
discussed  supply  chain  integra- 
tion— jargon  for  coordinating 
with  vendors  to  boost  cus- 
tomer service — over  barbecued 
ribs.  Now  he  was  advising  her 
on  how  to  automate  Net- 
centives' customer-response 
system  and  save  $140,000  in 
selecting  a  call-routing  pro- 
gram. Having  a  mentor  not 
only  solved  problems  but  also 
helped  boost  self-confidence. 
"It  let  me  march  into  a  presen- 
tation without  'urns'  or 
'maybes,' "  says  Murphy. 

Security  architect  Kevin 
Rowney,  34,  says  the  mentor 
program  eased  his  fears  about 
joining  a  "crazy  startup." 
When  he  sent  out  his  resume  more 
than  two  years  ago,  he  was  looking 
for  a  job  at  a  big  Silicon  Valley  soft- 
ware company.  Scrappy  little  Web 
outfits  were  not  on  his  mailing  list. 
But  the  adviser  program  changed  his 
mind.  He  signed  on,  and  a  week  later 
called  Steven  Harari,  a  former  boss 
and  a  systems  integration  consultant, 
and  asked  him  to  be  his  mentor. 
Every  week  over  coffee  or  through  e- 
mail,  Harari  walked  Rowney  through 
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issues  big  and  small,  from  global 
encryption  standards  to  how  to  pre- 
dict when  a  new  client's  e-commerce 
software  would  start  working  with 
Netcentives'  program. 

The  "little  mentorship  thing"  Tile- 
nius  dreamt  up  has  had  an  unexpect- 
ed dividend.  The  program  has  helped 
create  a  web  of  allies  for  Netcentives 


at  the  mentors'  workplaces — includ- 
ing Visa  and  Intuit.  Wells  Fargo 
became  a  client,  giving  customers 
1 ,000  miles  for  signing  up  for  on-line 
banking  and  bill  payment. 

Still,  Tilenius  and  Ng  admit  the 
program  is  no  substitute  for  experi- 
enced staffers.  Last  summer  the 
board  brought  in  as  president  West 


Shell  III,  founder  of  Highway  C 
Communications  and  a  marke 
veteran  at  Grey  Advertising.  Hi 
help  Netcentives  expand  from  f 
quent-flier  incentive  programs  u\ 
specialized  promotions  for  clients 
Web  portals  and  automakers.  I 
founders  hope  to  break  even  this  y 
on  revenues  of  $12  million. 


►  up  &  COMERS 

Paul  Eckhoff  has  developed  a  great  way 
to  turn  toxic  waste  into  nonpolluting 
gases.  All  he  needs  is  a  little  R&D  money. 


Hot  stuff 


By  Doug  Donovan 

On  a  recent  wintry  morning  in  Hudson,  N.Y.,  125 
miles  north  of  Manhattan,  Paul  Eckhoff  is  demonstrating 
a  device  that  turns  hazardous  medical  waste  into  relatively 
harmless  gases.  A  restless  77-year-old  entrepreneur,  Eck- 
hoff has  spent  the  last  three  years  developing  a  plasma- torch 
vaporizer,  in  the  hopes  of  selling  hospitals  an  environmen- 
tally safe  way  to  dispose  of  infectious  waste. 

The  plasma  in  question  has  nothing  to  do  with  blood. 
It's  a  high-temperature  gas,  brighter  than  a  welder's  flame, 
created  when  argon,  then  air,  is  fed  through  a  tiny  gap 
between  two  copper  electrodes.  These  electrodes  are 
charged  with  a  300-kilowatt  burst  of  energy  from  the 
nearby  Chittenden  Falls  Hydroelectric  Plant — great  enough 
to  power  150  homes.  The  plasma  passes  into  a  furnace, 
now  at  a  scorching  10,000  degrees. 

Eckhoff's  system  isn't  much  to  look  at — a  lot  of  hard- 
ware strung  together  by  pipes  and  hoses,  housed  in  two 
trailers.  A  mechanical  arm  slides  a  2-cubic-foot  box  of 
medical  waste — everything  from  body  tissue  to  tongue 
depressors — toward  an  8-foot-long  stainless-steel  asbestos- 
lined  furnace,  and  the  door  is  shut.  Within  a  few  seconds, 
the  plasma  torch  vaporizes  the  waste  into  gases,  which 
shoot  through  a  pipe  connected  to  the  second  trailer, 
where  they're  cooled,  then  sprayed  with  lye  to  neutralize 
hydrochloric  acid.  Any  steam  condenses;  the  remaining 
gases  enter  a  boiler  and  are  oxidized,  then  released 
through  a  smokestack  as  harmless  carbon  dioxide  plus 
small  and  legally  acceptable  doses  of  carbon  monoxide  and 
nitrogen  oxide.  Elapsed  time:  about  a  minute. 

The  New  York  State  Energy  Research  &  Development 
Authority  has  been  so  impressed  it  has  invested  $280,000  in 
the  project.  That's  on  top  of  the  $600,000  and  2,000  hours 
of  time  that  Eckhoff  and  two  partners  have  contributed. 

But  Eckhoff  needs  at  least  another  million  dollars  to 
build  the  mobile  system  he  originally  emisioned — for  hos- 
pitals. "New  York  now  ships  its  medical  waste  to  Ohio  for 
disposal,"  he  says.  "That  won't  last  forever;  the  state  needs 


A  garbage  man  for  the  21st  century:  Plasma's  Eckhoff 


an  environmentally  friendly  alternative."  He  aims  to  & 
single,  53-foot-long  trailers  that  can  be  driven  to  and  pe 
manently  parked  on  hospital  grounds  or  set  up  at  a  land 
site.  The  system  can  handle  3  tons  of  waste  a  day,  he  sa] 
at  an  operating  cost  of  20  cents  a  pound.  He  predicts  tbj 
he  could  sell  the  disposal  unit  for  $1.5  million. 

Portability  and  price,  not  technology,  are  what  distil 
guish  Eckhoff's  Plasma  Pyrolysis  Systems  Inc.  from  tl 
competition.  Plasmonix  LLC,  of  Ardsley,  N.Y,  has  devtj 
oped  a  $5  million  device  that  can  dispose  of  25  tons 
waste  a  day.  It  has  no  customers  yet;  its  estimated  opera] 
ing  cost  per  pound  is  45  cents — nearly  twice  what  it  no| 
costs  New  York  hospitals  to  dump  their  waste  in  Ohio. 

Eckhoff,  who  has  an  M.B.A.  from  Harvard  and  a  la I 
degree  from  Duke,  can't  be  dismissed  as  a  crackpot.  For 
years  ago  he  founded  an  experimental  paint  resin  manuta  i 
turing  company  on  New  York's  Long  Island,  and  made  1 
fortune  by  selling  it  in  the  late  1970s  to  the  old  Intern 
tional  Minerals  &  Chemicals,  now  IMC  Global.  His  passic 
for  natural  power  led  him  in  1979  to  a  dilapidated  hydn 
electric  plant  overlooking  Kinderhook  Creek  near  Hudso 
N.Y,  3  miles  from  the  Hudson  River.  He  rebuilt  the  st 
tion  and  opened  for  business  in  1981,  selling  hydroelecti  I 
energy  to  Niagara  Mohawk  Power  Co.  (His  daughter  Vic 
ery  writes  promotional  sections  at  Forbes.) 
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do  more 


Could  there 
be  a  new  IRA 
in  your  future? 

Perhaps  you've  heard 
about  the  new  Roth  IRA. 
It  sounds  interesting, 
but  you  wonder-what's 
in  it  for  you? 


An  American  Express 
financial  advisor  can 
show  you  how  the  Roth 
IRA  expands  eligibility 
to  almost  everyone. 
It  also  offers  tax-free 
withdrawals  and  the 
ability  to  save  for 
financial  goals  other 
than  retirement-like 
education  and  the 
purchase  of  a  first  home. 
Get  the  expertise  and 
insight  you  need  to 
make  smarter  decisions. 
So  you  can  take  control 
of  your  future. 

Call  1  800  GET-ADVICE 
and  own  your  world. 

www.americanexpress.com/advisors 


Financial 
Advisors 
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Now  it's  a  matter  of  convincing  the  state,  venture  capi- 
talists and  hospitals  to  loosen  the  purse  strings — before  he's 
aced  out  by  a  bigger  company. 

Eckhoff  knows  how  to  improvise.  During  the  demo,  one 
of  the  pipes  bursts  because  of  an  overnight  freeze.  A  pillar  of 


steam  blasts  20  feet  into  the  air,  sending  his  partners  serai 
bling.  But  Eckhoff  calmly  grabs  a  steam  whisde  he  owns  a: 
happily  holds  it  over  the  hissing  plume  to  hear  it  howl. 

"All  aboard,"  he  yells  in  jest.  Alas,  that's  not  where  t 
investors  are  just  yet.  I 


►  starting  your  own  BUSINESS 


The  label  says  "Cuba's  First  Beer."  But  what 
Manny  Portuondo  is  really  selling  is  nostalgia. 

Here's  to  the  past! 


By  Scott  McCormack 

Salsa  music  spills  out  into  the 
warm  night  from  the  Rancho 
Grande  bar  in  the  heart  of  south 
Florida's  Cuban  community.  As 
the  crowd  sways  to  the  beat, 
Manuel  Portuondo  leans  against 
the  bar  and  studies  each  table. 
Next  to  the  plates  of  fried  plan- 
tains and  bottles  of  Corona  and 
Budweiser,  he  eyes  his  prize — six 
empty  green  bottles  of  La  Trop- 
ical beer  at  a  table  of  twenty- 
something  Cuban-Americans. 

"They're  exactly  the  demo- 
graphic I'm  looking  for,"  shouts 
Portuondo  above  the  music. 
"They've  probably  heard  about 
La  Tropical  from  their  grandpar- 
ents since  they  were  little." 

Portuondo,  32,  isn't  so  much 
selling  beer  as  he  is  Cuban  nostalgia  in 
a  bottle.  The  brew  has  a  111-year-old 
name  that  carries  brand  recognition — 
and  a  lot  of  memories — to  its  target 
market  of  the  1 .4  million  Hispanics  in 
south  Florida.  That's  some  insurance 
against  the  high  mortality  rate  of  new 
beers;  as  many  as  100  flop  each  year. 

In  two  months  La  Tropical  has  sold 
20,000  cases.  It's  available  in  90%  of 
the  supermarkets  and  bodegas  and  half 
the  bars  and  restaurants  catering  to  the 
area's  Cubans — deep  penetration  for  a 
beer  without  marketing  muscle. 

The  original  Cerveza  La  Tropical 
was  founded  in  1888  by  the  Blanco 
Herrera  family  in  Havana.  It  was  the 
island's  leading  brewery  until  Castro 
confiscated  it  in  1960.  The  Blanco 
Herreras  fled  to  the  U.S.  and  never 
reentered  the  beer  business.  While 
Cuba  still  produces  La  Tropical 
domestically — it's  sold  in  U.S. -dollar- 


only  tourist  joints — the  U.S.  trademark 
fell  into  disuse  until  Portuondo,  a  one- 
time marketing  manager  for  Anheuser- 
Busch,  came  across  it  last  year. 

"I  couldn't  believe  no  one  had  ever 
tried  to  re-create  La  Tropical  here," 
says  Portuondo,  whose  father  took  part 
in  the  failed  Bay  of  Pigs  invasion  and 
was  imprisoned  by  the  Castro  regime 
for  several  years  before  being  released. 

Portuondo  negotiated  a  $2,500 
option  on  the  trademark,  with  30  days 
to  come  up  with  the  $50,000  purchase 
price  (plus  a  percentage  of  future  sales 
capped  at  $75,000).  He  needed  not 
just  financial  backing,  but  investors 
who  could  offer  critical  distribution  and 
strategic  advice.  "There's  a  small  group 
of  prominent  Cubans  who've  been  in 
the  beverage  business  for  years,"  says 
Portuondo.  "They're  old  enough  to 
have  grown  up  with  La  Tropical." 

He  raised  $700,000  from  three 


investors,  keeping  a  majority  oft 
company  for  himself.  His  initial  back 
was  Juan  Galan,  a  former  Miller  b 
distributor  who  has  launched  oi 
successful  imported  beers  in  the  U. 
Galan  brought  in  as  an  investor  Rami 
Blanco  Herrera,  a  descendant  of  tf 
original  brewery's  owners.  In  additk 
to  a  trove  of  old  memorabilia — ! 
Tropical  bottles,  labels  (ttl 
Primera  Cerveza  Cubana 
Cuba's  first  beer),  photograpl 
lots  of  folklore — the  f< 
brought  Portuondo  the  ori 
beer  recipe  and  put  him  in  ton 
with  the  former  brewmaster 
La  Tropical,  82 -year-old  J 
Fernandez  Selles.  Portuondo  al 
convinced  Gold  Coast  Bev< 
ages,  the  largest  beer  distribut 
in  Florida,  to  carry  La  Tropic 
Portuondo  expects  sales  to  U 
$1.5  million  this  year.  Becau 
he's  positioned  La  Tropical  a; 
premium  import — the  fine  pri 
says  it's  brewed  in  Tampa,  Fl 
(by  Stroh  Brewing  Co.) — a  si 
pack  costs  $5.79  to  $5.99,  neat 
30%  more  than  Budweiser.  Th 
should  keep  first-year  losses  » 
$100,000.  As  a  contract  brewer,  he  h 
little  overhead.  His  real  cost  is  marke 
ing,  pushing  fellow  Cuban-Americai 
to  drink  a  taste  of  old  Havana. 

That  much  appears  to  be  workini 
His  distributor  reports  that  some 
of  purchases  are  now  from  repeat  cu 
tomers,  a  key  factor  for  brand  stayir 
power.  The  real  test  comes  next  ye 
when  Portuondo  tries  to  expat 
beyond  his  core  Cuban-America 
market.  As  his  model,  he  looks  1 
Mexico's  Corona,  which  first  gain* 
popularity  among  Mexican-Americai 
and  then  other  Hispanics  before  gaii 
ing  chic  status  among  young  urbanitc 
A  tough  act.  Corona  arrived  befa 
a  flood  of  Latin  beers  hit  U.S.  shelve 
and  it  had  the  deep  pockets  of  a  mult 
national  brewery  to  get  it  around.  I 
Tropical  will  have  to  rely  largely  c 
word  of  mouth  to  become  more  trtf 
just  another  niche  beer.  I 
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OK,  you've 

got  her 

attention. 

Now  what? 

After  your  ad  stops  a  customer, 
you  have  to  get  her  moving  again. 
Right  towards  making  a  purchase. 

That's  the  time  to  look  at  Direct 
ail.  As  an  integrated  part  of  your 
media  mix,  it  can  deliver  detailed 
product  benefits  and  special  offers 
that  complement  your  image  cam- 
paign. Just  the  thing  to  help  your 
brand  stand  out  and  drive  a  cus- 
tomer to  act. 

What's  more,  through  steady 

communication,  you'll  develop  a 

relationship  with  your  customers. 

You'll  learn  exactly  what 

they  want.  In  turn,  you'll  be 

able  to  deliver  more  personal 
and  relevant  messages.  And  sell 
to  them  again  and  again. 

For  a  free  kit  filled  with  informa- 
tion, ideas  and  examples  on  how 
adding  Direct  Mail  to  your  media 
mix  can  help  build  your  business  call 
I -800-TH E-U5PS,  ext  DM  3007. 

UNITED  STATES 


POSTAL  SERVICE 


What's  dragging  down  the  Japanese  economy?  One  big  contributor: 
a  boondoggle-prone,  corrupt,  gangster-ridden  construction  sector. 

Japan's  cement  shoes 


By  Benjamin  Fulford 

Everybody  blames  Japan's  torpor  on  the  banking  crisis. 
There's  another  villain:  the  corrupt,  inefficient  construc- 
tion sector.  As  much  as  bank  insolvencies,  this  may  explain 
why  the  government  has  failed  to  restart  the  economy 
despite  spending  over  $3.5  trillion  on  public  works  since 
1991.  A  large  chunk  of  that  $3.5  trillion  was  wasted  on 
useless  and  overpriced  projects,  like  an  ersatz  peninsula  in 
Tokyo  Bay.  It  was  wasted  because  Japan  is  prey  to  an  insti- 
tutionalized system  of  graft,  linking  politicians,  bureau- 
crats, gangsters  and  construction  firms. 

Construction  trades  employ  6.9  million  people,  or 
10.4%  of  Japan's  work  force,  close  to  double  the  per- 
centage in  the  U.S.  Over  2  million  of  those  jobs  are  not 
economically  justifiable,  says  the  Dai-Ichi  Life  Research 
Institute.  With  4% 
of  the  land  area  and 
roughly  half  the 
population  of  the 
U.S.,  Japan  spends 
37%  more  in 
absolute  terms  than 
the  U.S.  on  its  pub- 
lic works.  One  last- 

Masaru  Takumi's  funeral 
Gang  boss  was  killed 
for  not  sharing  loot 
from  Kansai  Airport. 


former  official  of  the  construction  ministry.  Indeed,  a 
struction  outfits  in  Japan  are  often  called  kumi,  whi 
means  gang  or  organization. 

The  original  kumi  were  groups  of  men  displaced 
World  War  II  who  worked  for  a  gang  boss  doing  whate, 
odd,  dirty  jobs  were  available.  "After  the  war  there  w|  ' 
battles  between  construction  companies  that  were  so 
the  police  were  afraid  to  intervene,"  Ozawa  says. 

"A  bid-rigging  system  [which  persists  to  this  day]  \   ^ 
set  up  to  stop  these  fights,"  says  another  retired  cq 
struction  ministry  official.  Sporting  a  diamond-studc 
Rolex  watch  not  likely  to  have  been  bought  on  his  pij 
lie  servant's  pay,  the  official  explains  that  building 
now  take  turns  winning  bids — often  awarded  by  his  fil 


ing  monument  is 
a  $5.4  trillion  public 
debt  that  will  soon 
become  the  industri- 
alized world's 
largest,  relative  to 
GDP. 

In  addition  to 
building  unneeded 
rural  highways, 

bridges  and  seaports, 
this  largesse  has  the 

more  sinister  purpose  of  paying  off  gangsters.  These  good- 
fellas — yakuza,  in  Japanese — serve  as  combination  protec- 
tion racketeers,  dispute  rcsolvers,  biring-hall  foremen  and 
lobbyists  for  the  industry. 

"Originally,  most  Japanese  a  i;  unction  companies  were 
similar  to  yakuza  gangs,"  concet  s  Michikazu  Ozawa  of 
the  Japan  Construction  Industry  1    search  Institute  and  a 


82 


i 
la- 


mer agency — in  a  civilized  manner. 

Kansai   International  Airport  near  Osaka,  opened 
1994  following  a  trade  dispute  over  the  exclusion  of  U   ri 
contractors,  was  a  $14  billion  plum — and  a  cash  cow 
the  Yamaguchi  Gumi,  Japan's  largest  yakuza  gang,  pol 
and  gang  sources  say.  Hitoshi  Yamada,  gang  expert  for  t  ^- 
Japan  Bar  Association,  estimates  that  "probably  30% 
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%  of  public  works  projects  in  Japan  now  invoke  payoff's 
;angs,  and  these  vary  from  about  2%  to  5%  of  the  total 
istruction  cost." 

he  construction  companies  themselves  take  a  much 
ger  cut.  Public  works  in  Japan  are  about  20%  more 
lensive  than  private-sector  work  and  about  45%  more 
ensive  than  public  works  in,  say,  New  York. 
lyuichi  Suzuki,  the  mayor  of  small  Kobuchisawa  in 
nanashi  Prefecture,  says  he  cut  the  cost  of  public  works 
lis  town  by  15%  when  he  began  using  what  he  described 
the  only  cheatproof  public  works  bidding  system  in 
an.  So  far  no  other  town  has  emulated  this,  Suzuki  \says. 
The  more  familiar  system  works  as  follows.  Every  year 
ring  budget  season  politicians  loyal  to  the  industry  and 
rials  from  the  ministries  of  finance  and  construction 
:ide  how  to  divvy  up  the  pie,  often  at  late-night  meet- 
^  in  exotic  clubs  (the  industry  spends  $11  billion  a  year 
"entertainment"). 

These  companies  also  allow  politicians  to  use  their  staff 
volunteers"  during  election  campaigns,  and  provide 
ler  favors  although  not  usually  anything  as  crude  as  an 
elope  full  of  cash.  The  biggest  beneficiary  by  far  is  the 
ing  Liberal  Democratic  Party. 
Bureaucrats  at  the  construction  ministry  also  benefit, 
aally  in  the  form  of  highly  lucrative  post-retirement 
os  at  construction  companies,  where  as  "advisers"  they 
I  given  a  car  and  driver  but  rarely  have  to  show  up  for 
>rk.  Teikoku  Databank,  a  corporate  research  outfit, 
and  that  17.5%  of  the  top  executives  at  100  construc- 
•n  companies  it  surveyed  in  1995  were  former  govern- 
:nt  officials. 
One  result  is  the  $28.5  billion  spent  to  build  three 
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Waste  includes  huge, 
underused  bridges, 
needless  draining 
of  bays,  and  airports 
for  produce  that 
would  be  faster 
to  truck  to  market. 
In  Tokyo's  Rainbow 
Town  (lower  right) 
architectural  excess- 
es rise  in  a  $31  billion 
landfill  project. 


giant  spans  (including 
the  world's  largest 
hanging  bridge)  to 
link  the  rural  island 
of  Shikoku  with 
the  main  Japanese 
island — never  mind 
that  traffic  patterns 
suggested  die  need  for 
only  one  bridge.  Then 
there  are  unused  fish- 
ing ports,  such  as  one 
in  Chiba  Prefecture 
built  at  a  cost  of  $3  million  for  the  benefit  of  one  boat. 

Metro  regions  get  into  the  act.  Rainbow  Town  is  a 
1,092-acre,  $31  billion  artificial  peninsula  in  Tokyo  Bay 
filled  with  fantastically  shaped  but  largely  empty  office 
buildings  and  serviced  by  a  specialized  mass-transit  line  that 
connects  to  no  odier  rail  line  in  Tokyo.  A  sort  of  Canary- 
Wharf-on-hallucinogens,  the  project  has  devastated  die 
financial  health  of  the  city  of  Tokyo. 

Most  of  the  excess  occurs  in  rural  areas  because  that's 
where  LDP  politicians  hail  from.  Rural  voters  in  Japan  enjoy 
a  vasdy  disproportionate  share  of  representation — the  LDP 
naturally  sees  to  that.  A  visitor  to  the  countryside  will  find 
new  roads  that  simply  peter  out,  empty  community  centers 
and  paved  mountainsides,  amid  other  waste. 

Meanwhile,  in  the  cities  traffic  jams  confound  Japan's 
famous  just-in-time  inventory  system  by  trapping  delivery 
vehicles,  causing  $110  billion  worth  of  lost  production 
every  year. 

Naohiko  Jinno,  economist  at  the  University  of  Tokyo, 
describes  public  works  as  a  massive  welfare  project.  "In 
Europe  they  give  people  unemployment  benefits;  in  Japan 
they  give  them  construction  jobs,"  he  says. 

Doesn't  this  at  least  put  money  in  people's  pockets  that, 
when  spent,  can  goose  the  economy?  Maybe,  but  the  latest 
bout  of  deficit  spending  has  spiked  long-term  interest  rates, 
which  will  drag  down  economic  growth. 

Problems  in  the  construction  sector,  then,  are  like 
problems  in  banking,  in  an  inefficient  retail  sector  and  in 
industries  that  haven't  figured  out  how  to  downsize. 
They  are  damaging  to  the  economy,  and  they  aren't  going 
away  overnight.  In  short,  don't  expect  Japan  to  snap  out 
of  its  malaise.  was 
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By  Thomas  Sowell 


My  overreaching  PC 


The  486  was 
the  high-water 
mark  of  my 
relationship 
with  comput- 
ers. Never 
again  would  I 
be  so  satisfied. 


Although  1  have  been  using  a  personal 
computer  for  less  than  a  decade,  I  have  still 
seen  several  generations  of  PCs  come  and  go. 
My  first  PC,  back  in  1991,  was  an  8088 
laptop  with  20  megabytes  of  hard  disk  space. 
Today,  you  couldn't  even  install  an  operat- 
ing system  with  that. 

My  wife  was  more  advanced  than  I  was  at 
that  point.  She  had  a  286  computer.  I  could 
tell  that  everything  worked  faster  on  her 
machine.  Eventually,  I  leap-frogged  up  to  a 
386  desktop  computer,  which  seemed 
incredibly  fast. 

Just  when  I  thought  technology7  had 
reached  its  limit,  the  486  computer  came 
out  and  I  got  a  desktop  and  then  a  laptop. 
Programs  that  took  half  an  hour  to  install 
before  could  now  be  installed  in  10  min- 
utes. When  I  turned  on  the  computer,  Win- 
dows 3.1  flashed  onto  the  screen  immedi- 
ately. When  I  used  my  word-processing 
program — WordPerfect  5 . 1  for  DOS — its 
timed  backups  took  place  so  fast  that  you 
could  barely  see  the  "please  wait"  notice 
before  it  was  gone.  You  could  keep  typing 
right  through  it  because  you  couldn't  type 
fast  enough  to  interfere  with  it. 

By  now  I  was  discovering  that  you  could 
do  more  than  word-processing  with  com- 
puters. I  loved  a  street  map  program  that 
enabled  me  to  simply  type  in  an  address  and 
get  a  map  showing  where  that  address  was 
located.  There  was  a  corresponding  high- 
way map  program  that  showed  you  how  to 
get  from  one  city  to  another.  All  you  had  to 
do  was  type  in  the  names  of  the  cities  and  it 
told  you  the  rest. 

There  was  so  much  storage  space  on  the 
hard  disk  that  I  could  install  street  maps  for 
a  couple  of  dozen  cities  in  my  desktop. 
Even  on  my  laptop,  there  was  enough  hard 
disk  space  for  a  few  key  cities  to  be  perma- 
nently stored.  When  I  went  to  another  city, 
I  would  just  install  that  city's  map  for  the 
duration  of  the  trip. 

This  was  the  high -water  mark  of  my  rela- 
tionship with  computers.  Never  before  had 
I  been  so  satisfied — and  never  again. 

Like  a  mythical  character  in  an  old 
fable,  I  did  not  know  when  to  leave  well 
enough  alone.  I  tempted  the  gods  by 
trying  to  go  too  far.  I  bought  a  Pentium 


computer  with  Windows  95. 

Since  a  486  had  been  so  much  faster  tha 
a  386  or  a  286 — I  tried  to  forget  that  I  hac 
ever  used  an  8088 — my  expectation  was 
that  everything  would  also  go  faster  and 
better  with  a  Pentium. 

Wrong.  Windows  95  took  forever  to  boc 
up.  My  computer  guru  explained  that  this 
was  because  it  had  so  many  more  program: 
with  so  many  more  elaborate  features — pro 
grams  and  features  that  I  never  used.  Some 
of  my  old  programs  wouldn't  even  run  any 
more  and  had  to  be  discarded. 

WordPerfect  5 . 1  started  crashing  repeatec 
ly.  I  installed  WordPerfect  6.1  for  Windows, 
but  found  it  not  nearly  as  convenient  for  my 
purposes,  nor  as  easy  on  the  eyes.  It  too  was 
loaded  with  features  that  I  never  used. 

After  numerous  tweakings  of  the  system  I 
by  my  computer  guru,  we  finally  got  Word 
Perfect  5 . 1  to  the  point  where  it  would  use 
ally  operate  all  right,  if  you  didn't  get  too 
fancy  with  it  or  speak  unkindly  to  it.  But 
now  when  WordPerfect  5.1  had  timed  back 
ups,  the  warning  "please  wait"  was  so  slow 
that  I  actually  had  to  wait. 

My  old  simple  and  reliable  tape  backup 
system  was  superseded  by  a  new  cartridge 
"one-step"  backup  system  that  could  never 
be  operated  in  one  step,  if  it  could  be  oper- 
ated at  all.  It  too  had  a  ton  of  new  features 
that  I  did  not  need,  but  which  I  had  to 
plow  through  in  order  to  use  the  features 
that  I  did  need.  Heaven  help  me  if  I  had  to 
restore  something. 

The  new  street  map  program  was  now  so 
elaborate  that  my  printer  did  not  have 
enough  memory  to  print  the  maps,  even 
after  I  finally  figured  out  how  to  navigate 
through  all  the  complications  introduced  b; 
sweeping  new  arravs  of  features.  However, 
after  I  bought  a  new  and  more  expensive 
printer,  things  were  almost  as  good  as  they 
had  been  when  I  had  a  486  computer.  But 
the  new  highway  map  program — now  on 
CD-ROM — was  so  complicated  that  I  simply 
stopped  using  it  and  just  carried  Triple  A 
paper  maps  with  me  instead. 

Sadly,  I  realized  that  I  had  gone  a  PC  too 
far.  When  I  bought  a  Pentium,  I  gave  my 
old  486  to  a  friend.  I  suppose  it  would  be 
bad  form  to  ask  for  it  back.  ■ 


i 


Dr.  Thomas  Sowell  Is  an  economist  and  a  senior  fellow  at  the  Hoover  Institution  in  Stanford,  Calif. 
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REWARD. 


Success  as  an  entrepreneur  requires  the 
capacity  to  identify  necessary  risks,  and  a  will- 
ingness to  take  them.  Your  insurance  should 
come  from  a  company  that  understands  that. 
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AS/400e=NT  Integration 


Now  you  can  get  the  best  of  both  worlds.  Right  here.  Right  now.  Thousands  of 


robust  AS/400e  business  applications.  And  thousands  of  Windows  NT  personal 


productivity  apps.The  good  news:  there's  no  need  to  stop  running  one  to  start 


the  other.  AS/400e  or  NT?  Choose  both  at  www.as400.ibm.com/NT3 


e-business  tools 


IBM.  AS/400  and  Ihe  e-business  logo  are  either  trademarks  or  registered  trademarks  ot  International  Business  Machines  Corporation  in  the  U.S. 
and/or  other  countries  Microsolt.  Window  and  NT  are  registered  trademarks  of  Microsolt  Corporation  in  the  U  S  and/or  other  countries.  ©  1998  IBM  Corp 
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The  newspaper  business  had  glamour  and  glory. 
But  Harte-Hanks  wanted  something  else. 

The  unsentimental 


publisher 


By  Daniel  Fisher 

In  the  hospital  and  near  death  in 
1972,  Houston  Harte,  the  crusty  West 
Texas  newspaperman  who  founded 
what  would  become  Harte-Hanks, 
Inc.,  refused  to  take  a  call  from  his  son. 
He  had  ordered  the  hospital  switch- 
board to  keep  the  line  open  so  his 
stockbroker  could  update  him  on  the 
price  of  Harte-Hanks  stock,  which  had 
just  been  offered  to  the  public. 

When  profits  are  at  stake,  there's  no 
room  for  sentiment  at  Harte-Hanks. 
Once  one  of  the  largest  U.S.  newspa- 
per publishers,  with  27  dailies,  Harte- 
Hanks  sold  off  every  last  one  of  them 
over  the  past  ten  years  without  hesita- 
tion— even  Harte 's  beloved  San  Angelo 
Standard-Times — to  invest  in  the  faster- 
growing  business  of  direct  marketing. 

"The  newspaper  business  is  a  prof- 
itable business,  but  there's  no  growth," 
says  Larry  Franklin,  chief  executive  of 
the  San  Antonio- based  company.  "The 
growth  rates  are  significandy  higher  in 
the  targeted  media." 

Computer-database  technology 
developed  in  the  1970s  and  1980s 
gave  advertisers  the  ability  to  target 
individual  consumers  with  their  mes- 
sage, bypassing  newspapers  entirely. 
The  Internet  has  only  accelerated  the 
process,  making  highly  targeted 
direct-marketing  campaigns  as  simple 
as  a  mouse-click. 

Harte-Hanks  bought  its  first  data- 
base marketing  company  in  1979  for 
$5.5  million,  although  it  still  derives 
about  10%  of  its  revenues  ($790  mil- 
lion last  year)  from  die  distinctly  low- 
tech  end  of  the  business — sending  out 
billions  of  pieces  of  junk  mail  each  year 
on  behalf  of  clients  such  as  Sears,  Roc- 
buck  &  Co.  and  Wachovia  Corp.  One 
of  the  largest  single-piece  mailers  out- 


side of  the  U.S.  gov- 
ernment, Harte- 
Hanks  also  operates  a 
chain  of  weekly  shop- 
pers, the  last  connec- 
tion to  its  roots  as  a 
publisher. 

But  that's  only  the 
beginning.  Harte- 
Hanks  also  answers 
the  phone  when  its 
junk-mail  recipients 
call  an  800  number 
for  more  information, 
charging  clients  $3  to 
$4  a  call.  High-tech 
companies  like  Sun 
Microsystems  Inc.  and  3Com  Corp. 
are  also  constantly  running  marketing 
campaigns  aimed  at  dieir  thousands  of 
corporate  customers  and  independent 
distributors.  These  pitches  generate 
thousands  of  return  phone  calls:  in  the 
case  of  3Com  alone,  up  to  60,000  of 
them  a  month.  If  the  customer  hits  the 
button  on  a  client's  Internet  site, 
Harte-Hanks  also  answers  that,  for 
another  75  cents  a  pop,  sending  out 
canned  or,  in  some  cases,  human-writ- 
ten responses  and  saving  clients  from 
tying  up  their  own  people  and  com- 
puter systems.  Internet  transactions  are 
running  at  over  600,000  a  month  and 
growing  fast. 

Behind  all  of  the  operations  are  mas- 
sive computer  databases  that  allow 
Harte-Hanks  to  identify  customers 
according  to  their  income,  spending 
patterns  and  even  professional  respon- 
sibilities. That  allows  the  company  to 
act  like  a  filter  for  high-tech  clients  like 
Motorola,  Inc.,  separating  out  die  tire- 
kickers  from  corporate  buyers  likely  to 
order  $1  million  worth  of  equipment. 


Harte-Hanks'  Larry  Franklin  and  Gary  Skidmore 
Going  from  newsprint  to  the  Internet. 


"If  the  data  show  it's  a  single  bus 
ness  with  five  PCs,  we  send  them  an 
mail,"  says  Gary  Skidmore,  preside 
of  Harte-Hanks'  response  manag 
ment  division  in  Austin,  Tex.  "If  it's 
bigger  company,  maybe  we  direct 
phone  call  their  way." 

Harte-Hanks  has  some  competitc 
in  the  high-tech  field,  includir 
Japan's  Softbank  Holdings  Inc.  ar 
Boston-based  SalesLink  Corp.  Bi 
Harte-Hanks  is  amply  prepared  for  tl 
fight.  Once  burdened  with  $900  m 
lion  in  debt  following  a  1984  leve 
aged  buyout,  the  company  went  puhl 
again  in  1993  and  sold  the  last  of  i 
newspapers  and  otiier  assorted  med 
properties  to  EW.  Scripps  Co.  in  19$ 
for  $790  million.  After  paying  off  det 
Harte-Hanks  was  left  with  $175  mi 
lion  in  cash.  It  will  probably  use  tl 
money  to  make  acquisitions  of  firn 
that  do  direct- marketing  of  pharm. 
ceuticals,  travel  and  financial  product 

Yes,  dumping  die  newspapers  was 
tough  decision  to  make,  but  nobody 
Harte-Hanks  is  shedding  any  tears.! 
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ASK  THIS  diabetes  patient  to  give 
•  \  en  more  blood  for  yet  another  test 
Go  ahead,  ask  her. 


Bayer  developed 
a  simple  home  blood 
test  for  people  with 
diabetes  that  uses  just 
a  tiny  drop  of  blood. 

Bayer® 

Changing  the  world 
with  great  care. 


On  the 

Companies  can  be  totally  committed  to  equal  opportunity  and  still  get 
blindsided  by  a  plaintiff's  attorney  with  new  strategies  and  a  nose  for  big  bucks. 

What's  your 
job-bias  liability? 


By  Dan  Seligman 

The  battlefield  has  shifted 
in  the  bias  wars.  The  players 
are  different.  The  rules  of 
the  game  have  changed.  The 
legal  and  financial  exposure 
of  the  corporate  sector  has 
soared.  Evidence  for  the 
foregoing  comes  in  the  form 
of  a  paper  produced  recent- 
ly by  two  antidiscrimination 
consultants,  James  C.  Sharf 
of  Employment  Risk  Advi- 
sors and  David  P.  Jones  of 
Aon  Consulting.  Their 
analysis  is  guaranteed  to  give 
a  lot  of  managers  a  case  of 
the  willies.  It  appears  as  a 
chapter  in  a  book  scheduled  to  be  pub- 
lished later  this  year  by  Jossey-Bass: 
Managing  Selection  in  Today's  Organi- 
zations, a  title  that  does  not  exactly 
promise  to  flutter  the  heart. 

So  what  exacdy  has  changed?  First, 
ponder  the  standard-model  antidis- 
crimination suit  that  em- 
ployers dealt  with  in  the  first 
quarter- century  after  the 
1964  Civil  Rights  Act  was 
passed.  It  typically  involved 
job  applicants  who  had  been 
turned  down  and  claimed 
they  were  victims  of  hiring 
procedures  with  an  adverse 
impact  on  racial  minorities 
or  women.  They  often  came 
into  court  with  statistics 
designed  to  prove  this 
impact,  and  often  prevailed 
even  when  the  employer 
clearly  had  no  intention  of 
discriminating;  what  mat 
tercd  was  the  effect,  not  the 
intent.  Such  cases  were 
often  supported,  or  initiat- 
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ed,  by  the  federal  Equal  Employment 
Opportunity  Commission.  They  were 
weighed  by  federal  judges,  not  juries. 
Companies  found  guilty  of  discrimina- 
tion were  liable  for  back-pay  awards, 
but  not  for  punitive  damages. 

Several  events  have  combined  to 


They'll  get  you  one  way  or  another 

Number  of  total  charges  by  types  of  discrimination  (thousands) 
35 

Race 
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Source:  U.S.  Equal  Employment  Opportunity  Commission. 

Federal  bias  cases  filed  by  the  EEOC  are  trending  down. 
But  that's  ;ittle  comfort.  Common-law  tort  suits  are  soaring. 


transform  this  familiar  st 
nario.  One  was  the  Cr 
Rights  Act  of  1991.  Red 
ing  over  the  contemporary 
ous  arguments  about  tl 
legislation,  one  is  strurj 
today  by  how  just  ab 
everybody    misjudged 
main    effects.    The    Bull 
Administration,  which  si 
ported  the  act,  pointed 
various  features  that  woi 
5  against    racial    quotas 
|  hiring — particularly      ri 
x  law's  ban  on  "race-non 
5  ing"  in  employment  test] 
(Race-norming  adds  bon5 
points  to  the  scores  of  minority  jc 
applicants.)  The  Democratic  Con 
that  passed  the  law  liked  it  because 
reversed  Supreme  Court  decisions 
had  restricted  affirmative  action. 

The  scariest  thing  of  all  is  that  pi; 
tiff  lawyers  liked  the  new  law.  It  pi 
vided,  for  the  first  time,  th 
victims  of  intentional  di 
crimination  were  entitled  i 
jury  trials.  Sharf  and  Joro 
cite  results  from  199 
(latest  year  for  which  da 
are  available):  Plaintiffs  wc 
43%  of  employment-di 
crimination  cases  heard  1 
juries  but  only  22%  of  cast 
heard  by  judges. 

The  new  law  also  provii 
ed  that  plaintiffs  who  pn 
vailed  were  entitled  not  ju 
to  back  pay  and  reinstatt 
ment  but  also  to  compel 
satory  and  punitive  dan 
ages.  Section  102(b)(3)  < 
the  act  serves  up  a  ratht 
expansive  statement  of  tr 
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WHAT  ARE  you  going  to  tell  him?  That  you 
didn't  see  the  stop  sign?  You  just  didn't  see  it? 
Think  he'll  bu)  it?  Would  you? 


Bayer  helped  develop 
a  polycarbonate  stop 
sign  that  is  more 
visible  than  any  other 
stop  sign. 


Changing  the  world 
with  great  care. 


Why  More  Fund 

Investors  Choose  Vanguard 

Bond  Funds. 


Bond  mutual  funds  can  play  an  important  role  in  any  investor's  portfolio. 
They  offer  typically  higher  yields  than  cash  investments.  And  they 
provide  diversification  which  can  help  reduce  the  effects  of  stock  market 
volatility  on  your  portfolio. 

Vanguard  has  long  been  known  as  a  leader  in  bond  investing.  Here  are 
four  powerful  reasons  why 

1 .  Proven  Long-Term  Performance 

Vanguard's  bond  funds,  almost  without  exception,  have  posted  higher  total 
returns  than  the  average  comparable  fund  over  the  past  1-,  5-  and  10-year 
periods  *  Of  course,  past  performance  is  no  guarantee  of  future  results. 

Vanguard's  exceptional  performance  is  the  result  of  our  low  costs,  as  well 
as  our  experienced  fund  management  Whereas  the  average  bond  fund 
expense  ratio  is  1.08%,  Vanguard's  is  0.24%.*  And  lower  expenses  mean  that 
more  of  your  Fund's  returns  can  be  paid  to  you. 

2.  High  Credit  Quality 

Vanguard's  bond  fund  managers  emphasize  high  credit  quality,  so  you  don't 
have  to  worry  that  your  returns  are  generated  by  lower-quality  holdings. 

3.  Experienced  Management 

With  some  45  professionals  overseeing  more  than  $70  billion  in  bond  assets, 
Vanguard  is  the  nation's  leading  manager  of  bond  mutual  funds. 

4.  Wide  Selection 

With  over  30  bond  funds,  Vanguard  offers  one  of  the  widest  selections  in  the 
industry.  These  include: 


•  Intermediate -Term  Tax-Exempt  Fund 
Short-Term  Corporate  Fund  •  GNMA  Fund 
•  High-Yield  Corporate  Fund 
•  Total  Bond  Market  Index  Fund 


To  better  understand  bond  funds  and  how  to  select  a  fund  that  will  meet 
your  investment  needs,  ask  for  our  Plain  Talk"  brochure  entitled  "Bond  Fund 
Investing." 

The  more  you  know  about  investing,  the  more  you'll  want  to  know 
about  Vanguard. 


For  A  Free  Information  Kit  Call: 


1-800-551-9996 


www.vanguard.com 


TH^nsuardGROUB 

The  Inlormation  Kit  contains  a  prospectus  with  more  complete  information  on  distribution  charges  and  other 

expenses  Please  read  it  carefully  before  investing.  Bonds  are  subject  to  a  variety  of  risks,  including  interest  rate, 

redit  and  inflation  risks.  Investors  should  consider  thse  risks,  as  well  as  others,  piior  to  investing.  'Upper 

-  Ip.c.  "For  low  costs  and  performance.  1999  Vanguard  Marketing  Corp.,  Distributor 


injuries  for  which  damages  might 
sought.  The  list  includes  "emotior 
pain,  suffering,  inconvenience,  men 
anguish,  [and]  loss  of  enjoyment  i 
life."  The  money  now  available  attra< 
ed  huge  numbers  of  contingency-f 
lawyers. 

To  be  sure,  the  awards  available 
jury  trials  were  capped  at  $300,0 
But  there  are  ways  to  get  around 
cap.  One  way:  Get  your  case  certified 
a  class  action.  Data  for  1995-96,  tl 
latest  available,  suggest  that  fedei 
courts  have  been  approving  about ', 
class  suits  a  year  on  discriminatio 
Texaco  was  intimidated  into  settlirl 
such  a  suit  in  1996  for  $176  millio 
for  good  measure  it  hired  Deval 
Patrick  as  its  general  counsel  in  Decer. 
ber  1998.  Patrick  had  been  an  insiste 
proponent  of  racial  preferences  whi 
he  was  in  President  Clinton's  justin 
department.  In  1993  Shoney's  pa' 
$105  million  in  another  race -bast 
case.  Lucky  Stores  and  State  Fan 
Insurance  settled  sex  discriminatio 
suits  for  $107  million  and  $157  mi 
lion,  respectively. 

Federal  and  state  antibias  laws  arer 
all  you  have  to  worry  about  in  th 
context.  In  recent  years  companie 
exposure  has  come  increasingly  fro 
common-law  tort  claims — from  lav 
suits  seeking  damages  not  related  t 
federal  or  state  legislation.  Data  suj 
plied  bv  Jury  Verdict  Research  sho 
that,  from  1989  to  1995,  lawsuij 
based  on  common-law  damage  clain 
outnumbered  all  suits  based  on  fede 
al  antidiscrimination  laws;  tl 
common-law  suits  represented  57%  ■ 
the  total. 

David  Copus,  a  former  Equ 
Employment  Opportunity  Commi 
sion  litigator  now  with  Jones,  Da 
Reavis  &  Pogue  in  Washington,  D.C 
has  been  warning  corporate  manage 
about  the  potential  for  expansion  ( 
these  common-law  claims.  Said  Copu 
"Tort  theories  pose  enormous  risks  ft 
employers  because  of  the  increasin 
creativity  of  plaintiff  lawyers,  the  appa 
ent  willingness  of  common-law  judgi 
to  find  ways  to  permit  plaintiffs  t 
recover  tort  damages,  and  the  esser 
tially  unlimited  nature  of  tort  damage 
The  risks  from  tort  liability  far  excee 
the  risks  posed  by  federal  statutory  civ 
rights  violations  in  almost  every  case. 

Get  out  your  pocketbook.  ■ 
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Finally, 

a  technology  event 

comes  to  New  York  ready  to 

HIT  the  STREET 


Think  of  it  as  high  tech  meets  high  finance.  It's 
where  everyone  from  MIS  directors  to  portfolio 
managers  to  insurance  and  banking  executives 
can  test-drive  next-generation  technologies  that 
are  transforming  financial  services.  It's  the 
digital  future  on  display  in  real  time  —  computer 
networks,  transaction  processing,  24X7  servers 
and  the  new  world  of  specialized  financial  appli- 
cations. Plus  an  expert-led  conference,  developed 
by  GartnerGroup,  will  examine  everything  from 
online  brokerage,  insurance  and  banking  services 
to  security  and  encryption  issues. 


Now. 

isnt it  high  time 

HIT  the  STREET? 


you 


I  TwallStreet  '99 

The  Technology  Event  for  Financial  Services 

February  23-25,  1999  •  Jacob  K.  Javits  Convention  Center  •  New  York,  New  York 


For  information  on  attending  or  exhibiting,  hit  the  Web 
at  www.itforwallstreet.com  or  call  781-433-1562. 


Conference  produced  and  developed  by 

CD  GartnerGroup 


corporate  sponsor 

Forbes 


program  sponsor 
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JOHN    WETMORE, 
PRESIDENT    AND    CEO    OF    IBM    CANADA 


Home  to  a  new  generation  of  knowledge  workers,  Ontario  is  fast  becoming  known  for  the 
richness  of  its  human  resources.  For  international  companies  like  IBM,  this  means  the  advantage  of 
drawing  on  the  best  possible  candidates  in  a  global  drive  to  offer  their  customers  a  complete  menu  of 
business  solutions.  As  John  Wetmore  explains'/'what  impresses  me  most  about  the  workforce  here  is 
the  sheer  depth  of  the  skill  base".  From  the  vantage  point  of  IBM's  experience  with  information  tech- 
nology, Wetmore  cites  the  emergence  of  new  forms  of  "thought  leadership"  -  innovative  solutions 
originating  here  and  destined  to  set  precedents  in  the  company's  operations.  •  It's  only  natural  that 
Ontario  has  become  such  a  hub  for  knowledge-intensive  industries.  The  population  is  distinctly  computer- 
literate,  fluent  with  existing  technologies  and  highly  proactive  in  creating  new  ones.  In  fact,  fifty  six  per 
cent  of  the  workforce  have  college  or  university  training,  among  the  highest  rates  in  North  America. 

Combine  that  with  very  competitive  costs,  a  receptive 
investment  climate  and  a  central  position  on  the  continent, 
and  you'll  appreciate  why  for  global  movers  and  shakers, 
Ontario  offers  everything  you  need  to  formulate  a  winning  V-xAJN  ADA 


Ontario 


business  solution.  For  more  about  the  future  right  here,  call 
1-800-819-8701,  or  visit  www.ontario-canada.com 


The  Futures  Right  Here 


computers  &  communications 


Earnings  growth  at  the  German  software  titan  SAP 
isn't  what  it  used  to  be.  Are  we  seeing  a  little  market 
saturation— or  symptoms  of  far  deeper  problems? 


Paradise  lost 


By  Stephan  Herrera 

It  was  nice  while  it  lasted:  ten  years 
of  spectacular  earnings  growth  at  SAP 
AG,  the  German  firm  that  makes  enter- 
prise software  which  automates  and 
synchronizes  everything  from  the 
accounting  department  to  the  ware- 
house. Between  1993  and  1997,  for 
example,  sap's  net  income  screamed 
upward  from  $88  million  to  $555  mil- 
lion. It  was  the  most  dazzling  technol- 
ogy success  story  in  Europe.  It  made 
Hasso  Plattner,  a  cofounder  and  the 
cochairman,  who  owns  a  23%  stake, 
worth  some  $7  billion  at  the  stock's 
peak  last  summer. 

And  then  this  winner  disappointed. 
In  January  it  announced  a  meager 
15%  gain  in  pretax  income,  to  $1.15 
billion,  on  sales  of  $5  billion.  And 
maybe  this  is  no  temporary  stumble. 

SAP,  based  in  Walldorf,  Germany, 
still  commands  36%  of  the  enterprise 
software  market,  versus  10%  for 
Oracle,  its  nearest  competitor.  People - 
Soft  and  the  Dutch  firm  Baan  trail  in 
third  and  fourth  place.  Yet  the  market 
is  changing,  and  SAP  can't  seem  to 
change  with  it. 

The  company  has  grown  fat  on  large 
corporate  customers,  which  alone  can 
handle  sap's  famously  complex  prod- 
uct, called  R/3.  "Installing  R/3  is 
about  as  easy  as  wading  through  a 
smelly,  three-foot-deep  bog,"  says  a 
longtime  SAP  analyst.  If  you  run  a  bil- 
lion-dollar corporation,  you  pay  the 
money  and  you  invest  the  years  to  get 
R/3  working.  But  what  if  you  are  run- 
ning a  $250  million  corporation? 

Now  that  the  market  among  the 
largest  corporate  users  is  pretty  well 
saturated,  sales  to  smaller  companies 
will  have  to  pick  up  the  slack.  But  they 
are  reluctant  to  bend  their  business 
practices  to  the  software.  They  want  to 
do  it  the  other  way  around,  with 
other,  more  user-friendly  products. 


PeopleSoft  and  Baan  are  prepared  to 
serve  them,  with  installations  that 
might  cost  as  little  as  $2  million  for 
1,000  users,  rather  than  the  $4  million 
that  SAP  was  wont  to  charge,  accord- 
ing to  Bruce  Richardson,  an  analyst  at 
Boston-based  AMR  Research. 

Financial  details  haven't  been 
released,  but  it  does  indeed  appear  that 
most  of  sap's  40%  growth  in  revenue 
last  year  probably  came  from  existing 
accounts.  Analysts  suspect  growth 
of  new  licenses  in  the  fourth  quarter 
was  flat. 

One  reason  the  falloff  is  apparent 
just  now  is  the  imminence  of  the  year 
2000  bug.  Until  recently  a  lot  of  com- 
panies were  avoiding  the  problem  by 
junking  old  systems  in  favor  of  sap, 
but  it's  too  late  for  that  now.  It  can 
easily  take  a  couple  of  years  to  fully 
implement  R/3  for  a  large  company. 

To  woo  smaller  companies,  sap 
issued  a  less  complex  version  of  R/3 
in  1995.  It  was  easier  to  install,  all 
right,  but  it  didn't  fit  the  bill,  so  SAP 
scrapped  it.  The  latest  fix  still  has  not 
convinced  most  of  this  market  to  take 
the  plunge.  It  still  perceives  SAP  as 
overly  complex  and  inflexible. 

The  5  5 -year-old  Hasso  Plattner,  an 
energetic  engineer  who  still  writes 
software  code,  concedes  not  an  inch 
to  his  rivals.  "While  they  try  just  to 
keep  their  customers  up  to  speed 
with  changing  technology,  we're 
going  around  them  because  we 
planned  ahead,"  he  says. 

Did  they?  SAP  has  missed  some 
important  developments  in  its  busi- 
ness. Intent  on  automating  back-office 
functions  like  inventory  and  manufac- 
turing, it  failed  to  seize  the  market  for 
the  so-called  front  office,  where  every- 
thing from  customer-service  manage- 
ment to  sales-force  automation  is 
processed.  Most  of  that  market  is  in 


Hasso  Plattner  and  Henning  Kagermann 
SAP's  cochairmen  have  some  work  to  t 


the  hands  of  two  smaller  rivals,  Siel 
Systems  and  Vantive. 

SAP  didn't  bother  to  pay  prop  I 
attention  to  supply-chain  manag  j 
ment — the  software  that  links 
enterprise  to  its  clients  and  contract 
or  suppliers,  enabling  Ford,  fl 
instance,  to  order  seats  and  its  st  | 
supplier  to  order  upholstery, 
tandem.  It  could  be  a  $13  billii 
market  in  die  next  few  years,  but  coi ; 
panies  such  as  i2  Technologies  ail 
Manugistics  (a  rumored  takeov ' 
target)  got  into  the  game  before  S  j 
did,  and  they  hold  the  whip  hand. 

With  18,500  employees  and  offi( 
in  more  than  50  countries,  sap  mig 
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Losing  altitude 


I  too  big  to  find  any  quick  solution  to 

c  plight.  After  spending  several  years 

Id  $50  million  on  artificial  intelli- 

Ince,  for  example,  SAP  scrapped  the 

logram.  "It  seems  like  we  had  to 

■rn.our  fingers  several  times  before 

I.*  got  the  message,"  Plattner  says. 

low  that  Al  seems  to  finally  be  work- 

rtx  its  way  into  commercial  products, 

Ich  as  voice -recognition  software,  SAP 

l now  here  to  be  found. 

I  Plattner  seems  a  bit  more  humble 

|  an  he  was  last  spring  at  a  technology 

ir  in  Hannover,  Germany,  when  he 

amed  SAP's  image  problems  in  part 

i  the  media  and  later  predicted  that 

:  would  snatch  business  back  from  his 

>mpetitors.  "We  made  some  mistakes 

\  id  we  were  slow  to  fix  them,  I'll 

Imit  that,"  Plattner  said. 
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SAP  stock  price 
NYSE* 


10  '       100 

7/4/97  1/12/99      7/4/97  1/12/99 

"Began  trading  on  8/3/98;  previously  traded  o-t-c.  Source:  FactSet  Research  Systems. 


After  screaming 
to  the  top  of  the 
tech  stocks, 
SAP  suffered 
a  triple  whammy: 
trouble  in  Asia, 
ever-crafty 
competition  and 
a  sluggish 
marketplace. 


Plattner  has  made  some  good 
moves.  A  few  years  ago  he  decided  to 
make  sap's  software  platform  more 
accommodating.  It  was  originally 
designed  not  to  work  with  the  legacy 
systems  already  installed.  "It  was  a  big 
problem,"  says  an  it  manager  at 
Microsoft.  "That  left  you  with  two 
choices:  trash  your  legacy  system  or 
pay  to  have  sap  program  around  it.  It 
wasn't  exactly  customer-friendly." 

sap  still  has  a  hard  time  acknowl- 
edging that  R/3  might  be  too  com- 
plex for  its  own  good.  And  that  raises 
another  question.  Does  it  promise 
more  than  R/3  can  deliver?  There  arc- 
some  who  think  so.  Witness  the  $500 
million  suit  filed  against  SAP  last 
summer  by  the  trustees  of  FoxMeycr, 
the  bankrupt  health  care  company. 
FoxMeycr  does  not  say  that  SAP's  soft- 
ware failed,  only  that  it  was  ill-suited 
for  the  company  and  exacerbated 
existing  problems. 

Beyond  the  scrabbling  for  market 
share  is  a  problem  afflicting  both  SAP 
and  its  competitors:  Where  will 
tomorrow's  growth  come  from? 

All  these  companies  have  concen- 
trated on  high-margin  software  sales 
and  left  the  low-margin  implementa- 
tion and  maintenance  work  to  out- 
siders, such  as  Andersen  Consulting, 
PricewaterhouseCoopers  and  kpmg. 
Not  only  does  that  throw  away  about 
90%  of  total  revenues,  it  also  puts  the 
vendors  at  the  mercy  of  contractors. 
By-the-hour  consultants  have  little 
incentive  to  finish  the  job  soon,  at  a 
reasonable  cost. 

SAP  decided,  rather  late  in  the  game, 
that  it  had  to  have  more  of  its  own 
people  doing  this  job.  Yet  today,  only 


a  tenth  of  the  50,000  consultants 
working  on  SAP  are  on  die  SAP  payroll. 

Then  there  is  the  matter  of  how  far 
the  outsourcing  trend  will  go.  Today 
it  means  that  a  company  like  Kodak 
contracts  with  a  consultant  like  IBM 
to  take  over  its  data-processing  depart- 
ment, with  all  of  the  equipment 
and  the  employees.  In  such  an 
arrangement  die  consultant  has  to  buy 
the  same  software  its  client  would 
have  bought.  In  years  to  come  many 
businesses  may  not  have  any  big 
computers  on  site  at  all,  but  will 
instead  link  to  faraway  data-processing 
centers  that  will  do  the  computing 
work  for  them.  Whether  that  might 
weaken  demand  for  enterprise  soft- 
ware is  unclear. 

The  earnings  disappointment  in 
early  lanuary  sent  SAP's  shares  down 
18%  on  the  Frankfurt  exchange,  where 
diey  are  most  widely  traded.  Its  Amer- 
ican Depositary  Receipts  dropped 
$2.50,  or  7.2%,  on  the  New  York 
Stock  Exchange.  SAP  still  trades  at  53 
times  estimated  1999  earnings. 

"All  of  a  sudden  they  seem  fallible, 
which  [raises]  the  question  of  whether 
they  should  be  valued  at  ten  times 
earnings,  like  a  hardware  company, 
instead  of  off  the  charts,  like  an  e- 
company,"  says  AMR  analyst  Richard- 
son. "The  rules  are  changing  in  this 
industry,  but  sap  has  been  too  vain  to 
do  anything  about  it." 

Plattner  is  fond  of  saying:  "I  learned 
a  long  time  ago  that  in  the  technolo- 
gy business,  the  best  time  to  start 
fixing  something  is  not  after  it's 
broken."  He's  got  the  right  attitude. 
But  that's  not  enough  in  a  market  that 
is  now  looking  beyond  SAP.  ■■ 
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Biotech 


That  deadliest  of  cancers,  pancreatic,  is  now 
sometimes  succumbing  to  medicine.  That  speaks 
volumes  about  where  cancer  treatment  is  going. 

Stopping  a  killer 


By  Alexandra  Alger 

Among  cancers,  nothing  kills  as 
surely  and  swiftly  as  pancreatic  cancer. 
Of  the  almost  29,000  Americans  diag- 
nosed with  the  disease  in  1998,  most 
will  be  dead  within  a  year.  The  five- 
year  survival  rate  is  4%. 

But  for  the  first  time  new  drugs  in 
development  show  real  promise  of 
extending  lives  while  producing  much 
less  severe  side  effects  than  past  treat- 
ments. First  in  line:  new  chemothera- 
pies. Coming  up:  experimental  vac- 
cines and  drugs  that  target  the  genetic 
machinery  of  pancreatic  cancer  cells. 

"Five  years  ago  pancreatic  cancer 
was  a  therapeutic  wasteland,"  says  Dr. 
Mace  Rothenberg  of  Vanderbilt  Uni- 
versity Medical  Center  in  Nashville. 
"Now  there  are  some  exciting  things 
going  on  for  patients." 

The  pancreas  is  a  6-inch-long, 
comma-shaped  organ  that  produces 
insulin  and  makes  enzymes  for  digest- 
ing fats  and  proteins.  Because  it's 
hidden  in  the  abdomen,  alongside  the 
stomach  and  liver,  tumors  grow  unde- 
tected until  they're  well  advanced. 

Even  when  spotted  early,  the  cancer 
is  ftighteningly  tenacious.  Only  20%  of 
tumors  can  be  removed,  and  in  most 
cases  they  grow  back.  Chemo  rarely 
shrinks  tumors.  The  leading  drug  in 
this  $480  million  world- 
wide market,  Eli  Lilly's 
Gemzar,  succeeds  only  in 
making  some  patients  feel 
better  and  extending  life  by 
a  few  months. 

New  chemo  agents, 
however,  have  shrunk  pan- 
creatic tumors  in  small- 
scale  human  trials,  far  more 
than  ever  before.  The  most 
promising  entry  is  9-nitro 
camptothecin,  or  9-nc. 
This  is  a  small  molecular 
variation  on  camptothecin, 
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SuperGen  Chief  Executive  Joseph  Rubinfeld 
Seeking  to  thwart  pancreatic  cancer. 


a  compound  from  the  Chinese  tree 
camptotbeca  acuminata  that  disrupts 
cell  replication. 

In  one  trial  of  61  patients  on  9-nc, 
tumor  size  was  reduced  in  one-third 
of  the  cases  (by  50%  or  more  in  some 
instances);  in  another  third  the  drug 
held  tumor  growth  in  check.  Among 
those  whose  tumors  shrank,  the 
median  survival  was  16  months. 

In  two  men,  moreover,  9-nc  made 
tumors  disappear.  "It's  really  a  mira- 
cle," says  one  of  them,  Gordon  Find- 


New  weapons  target  a  lethal  foe 


Treatment 

Researcher 

Effect 

9-nc 

SuperGen 

breaks  DNA  strands 

FT  inhibitor 

various 

blocks  key  cell-growth  enzyme 

C-raf  kinase  inhibitor 

Isis  Pharmaceuticals 

blocks  key  cell-growth  enzyme 

Taxotere 

Rhone-Poulenc 

disrupts  cell  structure 

MGI114 

MGIPharma 

breaks  DNA  strands 

Marimastat 

British  Biotech 

blocks  key  cell-growth  enzyme 

vaccine 

Johns  Hopkins 

directs  system  cells  to  fight  cancer 

These  c    gs  are  in  human  efficacy  trials. 


lay  of  Kingwood,  Tex.  In  March  19 
he  had  a  tumor  the  size  of  a  tennis  t 
even  after  finishing  a  course  of  chei 
and  radiation.  He  started  taking  9-i 
a  simple  regimen  of  two  pills  a  d 
Within  five  months,  his  tumor  was 
more  than  a  lump  of  scar  tis: 
Almost  four  years  later  he  rem 
cancer  free. 

SuperGen,  a  drug  company  in  S 
Ramon,  Calif.,  holds  the  license  for 
nc  and  has  begun  late-stage  humi 
trials.  If  the  results  hold  up,  a  dr 
could  be  on  the  market  in  a  few  ye 
says  Joseph  Rubinfeld,  chief  executr 
You  have  to  be  a  little  skeptical,  fi 
because  the  9-nc  data  hasn't  be 
published  in  a  peer-reviewed  medi 
journal.  Also,  publicly  held  SuperG 
is  small  ($3  million  in  sales)  a 
untested.  It's  raised  $55  million 
equity  to  date — $23  million  of  it  fro 
Oracle's  Larry  Ellison — but  there's 
guarantee  it  won't  run  out  of  mom| 

All  that  said,  there  seems  to 
some  reason  for  hope.  Dr.  Patri 
Loehrer  of  Indiana  University  Medi 
Center  says  that  9-nc  is  "an  intrigui 
drug.  If  it  turns  out  it  can  shri 
tumors,  that  would  be  great." 

Other  experimental  drugs  att 
pancreatic  cancer  at  its  genetic  ro 
Merck,  Bristol-Myers  Squibb,  Sch 
ing-Plough  and  Johnson  &  Johnsoi 
Janssen  unit  are  testing  compoun 
that  target  the  ras  gene,  which  pij 
duces  a  protein  critical  to  cell  di\isici 
A  mutant  form  is  found  in  mc 
human  cancers  and  is  believed  to  pj| 
a  role  in  90%  of  pancreatic  cases. 

The  new  drugs  inhibit  the  action 
a  ras  enzyme,  farnesyl  transferase,  a 
in  mice  this  approach  has  halt 
tumor  growth.  In  safety  trials  t 
drugs  have  been  well  tolerated.  N<. 
come  efficacy  trials. 

Another  effort:  a  vacd 
that  wards  off  recurri 
cancer.  At  Johns  Hopki 
University  in  Baltimore,  1 
Elizabeth  Jaffee  embc 
pancreatic  tumor  ce 
within  a  gene  that  activa 
immune  cells,  then  inje' 
the  concoction  into  cam 
patients  in  remission.  Wil 
work?  Dr.  Jaffee  is  keepi 
her  fingers  crossed.  "I 
humbled  at  how  sick  tht 
patients  are,"  she  says.      I 
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That's  because  NEC's  expertise  spans  the  computer,  communications,  imaging  and  semiconductor  technologies  that 
together  make  up  the  world  of  multimedia.  Our  ATM  systems  integrate  voice,  video  and  data  so  you  can  collaborate 
on  just  about  any  kind  of  project  with  colleagues  just  about  anywhere.  Our  graphics  accelerators  give  countless 
interactive  games  their  turbocharged  thrills.  Our  full-color,  hand-held  computers 
let  you  slip  your  office  into  your  briefcase.  Our  new,  flat  panel  monitors 
are  delivering  superior  image  quality  from  almost  any  angle.  And  our  virtual 
microscopes  are  creating  a  whole  new  way  to  study  the  motions  of  molecules. 
Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  can  help 
you  run  it.  WWW.nec.com    1.800.338.9549 


just  imagine 

NEC  MULTIMEDIA 
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A  few  more  examples 
of  commerce  solutions 
in  action: 

barnesandnoble.com 

offers  online  shoppers 
split-second  searches 
and  inventory  status 
on  millions  of  books. 

EddieBauer.com 

eatures  personal 
wish  lists,  a  reminder 
service  for  important 
dates,  and  more 
products  than  their 
largest  print  catalog. 

Starbucks.com  is  a 

new  way  for  Starbucks 
ans  to  experience 
the  coffee,  company, 
and  culture  of  Starbucks. 


uilt  its  commerce  solution  on  a  Microsoft®  platform  of  Windows  NT®  Server  and  the 
ckOffice®  family,  because  the  products  scaled  easily  to  meet  its  growing  capacity  needs 
d  its  $2  billion  in  annual  online  sales.  You,  too,  can  quickly  build  a  commerce  solution 
I  this  scalable,  flexible  platform  starting  with  many  of  the  systems  you  already  have,  along 
.h  an  industry  of  partners,  to  address  your  specific  needs.  To  find  the  mm~ 

ht  partner  who  can  best  help  you,  or  to  get  the  free  Digital  Nervous         IwHCT%f&\JH 
stem:  Commerce  Solutions  CD,  visit  www.raicrosoft.com/dns  Where  do  you  want  to  go  today?5 


A  British  shepherd  thinks  he's  got  a  good  way 
to  protect  us  from  mad  cow  disease. 
He  may  be  on  to  something  much  bigger. 

Counting  sheep 


By  Carleen  Hawn 

Richard  Webber  works  a  100-acre 
sheep  farm  in  Somerset,  England  and 
for  six  years  has  sold  silicon-chip 
animal  I.D.  tags.  This  side  business, 
Shearwell  Data,  generates  $1.2  mil- 
lion in  sales  annually — enough  to 
keep  his  farm  solvent  but  not  enough 
to  make  him  rich. 

Now  it  might.  Electronic 
identification  for  animals  has 
become  a  big  business  in 
Britain,  where  the  land  of 
beefeaters  has  been  terrified 
since  the  epidemic  of  bovine 
spongiform  encephalopathy 
began  in  the  late  1980s.  Mad 
cow  disease,  as  this  illness  is 
popularly  known,  attacks  the 
brain,  producing  dementia 
and  death.  Although  only  30 
human  deaths  have  been  ten- 
tatively linked  to  contaminat- 
ed meat,  the  British  cattle 
industry  has  been  devastated. 

A  light  went  on  in 
Webber's  head:  Why  couldn't 
farmers  use  die  same  comput- 
er chips  he  placed  in  I.D.  tags 
to  record  the  health  and 
nutritional  histories  of  their 
animals?  If  the  Health  Min- 
istry had  had  such  data  at  its 
disposal  during  the  crisis, 
Webber  reasoned,  it  might 
have  saved  Britain  from  indis- 
criminately slaughtering  sev- 
eral million  head  of  cattle. 

The  British  government,  known 
for  maintaining  one  of  the  strictest 
animal  health  standards  in  the  world, 
put  bite  into  the  new  regulations  for 
data  collecting  on  cattle  by  making 
noncompliance  an  offense  th.it  could 
lead  to  jail  time.  But  the  British 
Cattle  Movement  Service  tracks  just 
births,  sales  and  deaths  of  cat, 
Worse,  most  farmers  record  their  da 
manually,  making  the  system  burden 
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some  and  fraught  with  errors. 

Webber,  50,  a  former  sheep  shear- 
er who  left  school  at  15  to  go  work 
on  his  uncle's  farm,  is  a  step  ahead.  In 
1992  he  started  a  database  of  cattle, 
sheep  and  pigs  that  includes  their 
diets,  their  drug  intake,  their  genealo- 


gies, even  the  pesticides  used  on  the 
fields  where  they  graze.  And  the  data 
is  all  collected  electronically. 

Unlike  other  electronic  I.D.  tags, 
which  are  usually  plastic-encased 
chips  stapled  to  an  animal's  ear — 
where  they  can  easily  be  removed — 
microchips  for  Webber's  database  are 
encased  in  acid-resistant  porcelain 
and  inserted  in  an  animal's  stomach 
ten  days  after  birth.  The  read-only 


chip  is  encoded  with  the  animal 
unique  I.D.  number,  which  can 
read  by  a  handheld  computer  oi 
stationary  reader,  allowing  access 
the  animal's  profile  on  the  compu; 
Animal  records  are  downloaded 
modem    to   Shearwell's   Livest 
Management  Database.  Should 
epidemic  break  out,  the  Ministry 
Health  could  conceivably  use  t 
records  to  quickly  trace  contamit 
tion  to  food  sources,  regions,  bloa 
lines,  even  individual  animals. 

On  a  recent  rainy  day  in  Somers* 
Webber  drove  a  herd  of  unruly,  ye 
old  sheep  past  a  battery-operati 
scale  and  computer  scanner.  A  sere 
displayed  each  animal's  profile:  t 
past  weigh-in,  the  most  recent  vaa 
nation,  the  mother.  The  coi( 
puter  then  entered  ea: 
sheep's  new  weight  in  its  c 
tral  database.  This  isn't 
that  Webber  plans  for  t 
chips  to  do.  They  may  also 
adapted  to  communicate  wi 
global  positioning  satellites 
farmers  can  remotely  tra 
their  herds'  movements. 

Costs?  Webber  gets  $6  f 
the  stomach  implant,  S2,0I] 
for  the  electronic  reader  ai 
$500  plus  upgrade  fees  f 
the  software.  For  each  dow 
load  into  the  database,  She; 
well  charges  farmers  17  cen 
The  program  can  pay 
least  some  of  its  own  costs  • 
increasing  the  farmer's  pre 
itability.  "I  was  saying 
myself,  'I've  got  1,000  shec 
100  that's  making  go( 
money  and  100  that's  losh 
money,  but  which  ones  a 
they?'"  recalls  Webber. 

Webber  holds  up  a  sprea 
sheet  comparing  die  offsprii 
of  different  rams  and  ew< 
One  column  shows  t! 
weights  at  slaughter,  another  ti 
value  of  their  meat  at  market.  Usii 
the  database  and  the  spreadshet 
Webber  can  now  tell  which  genet 
combinations  produce  die  most  val 
able  meat  in  the  shortest  time. 

Shearwell's  program  is  currendy 
test  on  30  farms  in  England.  It  seei 
probable  that  he  will  have  no  pro 
lem  recovering  the  $1.7  million  I 
has  invested  in  Shearwell  Data.     I 
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rch  for  stronger,  lighter  aircraft  just  means  opening  the  right  door. 
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Smarter,  stronger  and  more  economical.  No  wonder  aircraft  makers  have  been  beating  a  path  to  our  door. 
We're  Cordant  Technologies  Inc.  where  investment  cast  parts  from  our  Howmet  International  com- 
pany have  made  us  a  leading  player  in  the  aviation  industry.  Because  our  products  not  only 
work  better,  they  help  our  clients  work  better  -  by  being  more  productive  and  more  cost 
efficient  throughout  the  manufacturing  process.  Our  customer  focus  and  technological 
superiority  not  only  help  us  build  better  aircraft  parts,  they  help  us  build  better 
relationships  as  well.  It's  simply  a  matter  of  opening  the  right  door. 

Cordant 
Technologies 


38.977. 6397/www.cordanttech.com 
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When  it  better  work, 

/  TM 

we  make  it  work  better. 


computers  &  communications 

It's  a  long  shot,  but  a  talk  show  might  be  more 
compelling  when  it  moves  from  the  radio  to  a  PC. 

Webcasting 


By  Nikhil  Hutheesing 

Kenneth  Williams  netted 
$150  million  in  stock  from 
the  $1  billion  sale  of  his 
computer  game  company, 
Sierra  Online,  to  Cendant 
Corp.  in  1996.  A  year  later 
he  retired,  after  wisely  sell- 
ing the  Cendant  shares, 
planning  an  oceanfront 
estate  in  Cabo  San  Lucas, 
Mexico  and  a  62-foot 
Nordhaven  yacht  to  go 
with  it.  Then  he  got  bored. 

"The  house  is  impracti- 
cal, and  the  boat  is  a 
paperweight,"  he  com- 
plains. Instead,  Williams, 
44,  decided  to  start  anoth- 
er company,  this  one  to 
provide  interactive  talk 
shows  on  the  Web. 

Is  this  what  digital  con- 
vergence is  all  about? 
Maybe.  The  intersection  of 
broadcasting  and  comput- 
er technology  was  sup- 
posed to  create  huge  new 
opportunities  for  profit, 
and  big  companies  like 
Time  Warner  have  dissipated  tidy 
sums  trying  to  find  them.  But  the  ear- 
liest success  stories  may  come  from 
modest  endeavors  like  Williams'. 
Williams  figured  that  the  proper 
model  was  neither  video  on  demand 
nor  sports  nor  hard  news,  but  rather 
talk  radio.  He  got  the  idea  when  his 
wife,  Roberta,  asked  him  to  find  a  way 
to  funnel  Seattle  talk  shows  to  their 
future  home  in  Mexico. 

Williams  hooked  up  with  Jarold 
Bowerman,  who  had  run  marketing 
and  product  development  at  Sierra 
Online,  and  in  November  1997  they 
founded  Worldstream  Communica- 
tions in  Bellevue,  Wash.  Williams 
invested  $3  million;  Bowerman  added 
$100,000.  Williams  hired  six  technical 
people  and  lured  James  Golden  away 


U.S.  attacks  on  Iraq  might  send  tl 
audience  off  on  the  tangent  of  higl 
tech  bombs.  This  flexible  form 
requires  the  host  and  the  producers  l 
react,  say,  by  quickly  pulling  up  a  pi 
ture  of  a  smart  bomb. 

It's  not  enough  to  find  such  a  pi 

ture  in  an  instant;  you  must  also  \ 

able  to  speed  it  to  the  viewers.  Work 

stream  tries  to  get  around  the  chron 

logjam  on  the  Internet  1 

|  anticipating  where  the  di 

i  cussion  is  going,  calling  u 

i  the  right  images  and  senc 

2  ing  them  to  your  compu 

er's       memory       befo; 

they're  needed.  That  w, 

the  producer  can  unvt 

them  instantly  when  tl 

time  is  ripe.  To  make  i 

this     happen,     Willian 

wrote  some  15,000  lin< 

of  software  code  in  Java  i 


Founder  Kenneth  Williams  and  producer  James  Golden  (back; 
Talk  is  cheap,  and  they  hope  it  turns  big  profits  on  the 


from  Ms  job  as  producer  of  Rush  Lim- 
baugh's  radio  talk  show. 

Worldstream  Communications'  Web 
site  (www.talkspot.com)  offers  shows  on 
3  channels;  Williams  expects  to  offer 
100  shows  by  the  end  of  the  year.  The 
topics  range  from  news  and  politics  to 
sex  (an  economic  engine  of  every  new 
medium  since  Gutenberg's  day). 

In  a  typical  show  the  host  interviews 
a  guest  to  the  accompaniment  of 
video  and  still  photographs.  You  get 
the  audio  oxer  your  computer's  speak- 
ers (as  long  as  you  have  a  recent 
browser);  on  your  screen  you  get  the 
video  plus  text-based  discussion 
between  the  host,  guests  and  the  audi- 
ence. The  discussion  can  change  the 
course  of  the  programming. 

Example:  A  newscast  on  the  recent 


compress  audio,  text  an 
images. 

Will  all  that  hard  wc 
pay  off?  It  won't  be  ear 
to  lure  couch  potatoc 
and  advertisers  to  th 
Web.  "People  won't  gh, 
up  TV  to  watch  soma 
thing  on-line,"  sa\ 
Daniel  King,  an  analyl 
with  LaSalle  St.  Securitii: 
in  Chicago.  "That's  wh 
ABC  doesn't  produce  tel< 
;round)  vision  shows  exclusive 
Web.  for  the  Web." 

Worldstream  must  als 
face  down  broadcast. cor 
its  main  webcasting  rival.  Unlil 
Worldstream,  broadcast.com  doesn 
try  to  make  its  own  content,  bi 
broadcasts  stuff  from  such  compani< 
as  abc  and  ESPN.  Another  differenc 
broadcast.com  runs  conference  cal 
for  investors  and  corporations.  I 
revenues  jumped  171%  in  the  first  h< 
of  1998. 

Williams  expects  revenues — most 
from  advertising  and  subscriptic 
fees — to  hit  $2  million  in  1999  an 
rise  to  $50  million  in  2000.  "Peop 
will  run  home  from  work  to  turn  i 
on,"  he  says. 

That  sounds  a  mite  optimistic  to  u 
But  hey,  if  Williams  loses  his  $3  millic 
investment,  he'll  still  have  $147  millic 
left  over— and  a  Mexican  estate  th 
will  be  ready  to  live  in  by  April.       I 
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There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business.  Seeking 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software — from  the  world's  leader  in  decision 
support — lets  you  get  down  to  business  with 
SAP  AG's  R/3  —  or  any  other  data. 


♦  Achieve  a  rapid  return  on  your  ERP  investment 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources — using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more 

SAS  software  leverages  strategic  partnerships  and 
is  Year  2000  compliant  and  platform  independent. 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 
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Digital  tools 


I 


By  Stephen  Manes 


Gutenberg  need  not  wowy— yet 


* 


The  electronic-book  version 
of  Frank  McCourt's  Angela's 
Ashes  sells  for  $20  at  barnesandno- 
ble.com.  No  paper,  no  ink,  no 
binding. 

And  no  bargain.  The  hardcover 
sells  for  just  $17.50. 

Welcome  to  the  wacky  world  of 
E-books,  where  it's  a  foregone 
conclusion  that  digital  tomes  will 
eventually  supplant  fusty  paper 
"P-books,"  but  nobody  quite 
knows  how  to  make  it  happen. 
Two  new  devices  suggest  just 
how  long  a  haul  it  could  be. 

NuvoMedia's  $499  Rocket 
eBook  reader  can  download  E- 
books  at  prices  rarely  lower,  and 
sometimes  higher,  than  their 
printed  counterparts.  But  it's  not 
as  if  the  whole  panoply  of  human 
knowledge  is  available:  The  B&N 
site  offers  precisely  209  tides  in  Rocket's  E-format. 

That's  better  than  the  on-line  bookstore  for  the  com- 
peting SoftBook.  Its  Rocket-incompatible  shelves 
include  fewer  than  40  titles  (including  McCourt's  ubiq- 
uitous tale  at  $17.50).  Not  much  choice  for  a  device 
costing  $599 — or  a  mere  $299  if  you  commit  to  spend- 
ing $20  a  month  on  content  from  their  E-bookstore  for 
two  years. 

The  Rocket  looks  like  a  thick  paperback  with  a  bulgy 
spine,  weighs  22  ounces  (plus  6  for  its  protec- 
tive leather  case)  and  has  a  battery  designed  to 
last  17  hours  with  the  backlight  on.  The 
screen  measures  just  5.6  inches  diagonally  and 
can't  display  shades  of  gray  or  more  than 
about  half  as  much  text  as  a  page  of  a  cheap 
paperback. 

Once  you  open  its  leather  front  flap,  Soft- 
Book looks  more  like  a  magazine  than  a  book. 
It  weighs  48  ounces  and  has  a  battery  life  of 
five  hours.  Its  9.5-inch  screen  can  display  16 
shades  of  gray  and  about  twice  as  much  text  as 
the  Rocket. 

Sights  for  sore  eyes  these  are  not,  even  if 
you  set  them  to  display  large  type.  The 
Rocket's  black-on-gray  characters  cry  out  for 
more  contrast.  SoftBook's  black-on-bluish 
screen  is  much  brighter,  but  its  characters  look 
even  more  jagged. 

The  Rocket  comes  with  a  dictionary  that 
omits  words  like  "consequential"  ami  "expira- 
tion." SoftBook  skips  the  dictionary  but  lets 


you  draw  annotations  directly  on  the  screen.  Withou 
memory  upgrades,  SoftBook  can  hold  just  a  couple  c 
novels  the  size  of  McCourt's;  the  physically  smaller 
Rocket  can  store  more  than  twice  as  much. 

SoftBook's  built-in  modem  connects  direcdy  to  th 
company's  on-line  bookstore,  whose  screen  displays  < 
be  glacial;  but  at  least  the  downloads  are  fast.  Rocket 
comes  with  a  PalmPilot-like  cradle  that  connects  to  a 
serial  port;  ordering  from  a  Web  site  involves  waiting 
for  e-mail  confirmation,  clicking  on  a  Web  address, 
doing  the  download  and  finally  transferring  the  book 
from  computer  to  reader.  The  Rocket  software  repea 
edly  displayed  "fatal  error"  messages;  SoftBook  repeal 
edly  had  trouble  connecting  via  modem. 

This,  in  short,  is  Version  1.0  stuff  meant  for  those 
very  tolerant  souls  known  as  "early  adopters."  But  thl 
is  a  future  here.  Evidence  suggests  that  people  really 
getting  information  from  screens.  Electronic  encyclo] 
dias  are  cheaper  and  easier  to  use  than  their  paper  for 
bears  and  have  all  but  supplanted  them.  Franklin  Elei 
tronic  Publishers  has  sold  18  million  electronic  boob 
mosdy  reference  titles  displayed  on  little  handheld 
devices.  Web  "pages"  are  actually  designed  for  screen 

In  Japan,  an  Electronic  Book  Consortium  encom- 
passing more  than  100  companies,  including  Microsc 
is  reportedly  spending  $90  million  on  its  vision  of 
E-books.  The  project  contemplates  a  device  with  one 
two  LCD  color  screens  boasting  a  snappy  180-dots-pe.i 
inch  resolution  (the  monochrome  Rocket  delivers  jus 
106).  Content  will  include  comic  books  and  novels 
delivered  by  satellite  to  kiosks  located  in  stores  that  ci 

E-Book  vs.  The  real  thing 


batteries  required 

breaks  if  you  drop  it 

readable  in  the  dark 

easy  to  search  by  word 

remembers  where  you  left  off 


rebooting  never  needed 
lasts  almost  forever 
requires  flashlight  in  bed 
easier  to  browse  the  entire  thin 
requires  cutesy  bookmark 


displays  ugly  graphics  *  originated  high-resolution 
saves  space  and  weight  •  extremely  portable 
free  content  available  •  easy  to  lend  or  sell 
high  initial  cost .  no  accessories  required 


may  recite  text  aloud 

large  type  instantly  available 

thousands  of  titles— someday 

may  beep  at  you 


requires  optional  "tape" 
sharp  type  always  available 
millions— now 
won't  ever 


i 


Stephen  Manes,  a  computer  industry  journalist  since  1983,  is  the  coauthor  of  Gates,  a  biography  of  Microsoft's  chairman. 
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tifitly  sell  similar  books  on  paper.  Trials 
\  1  begin  soon. 

But  the  most  telling  harbinger  may  be  a 
crtage  E-text  cult  centered  around  the 
]  mPilot.  Popular  shareware  programs 
1 1  put  text  riles  on  the  tiny  screen  a 
c  jple  of  fuzzv  paragraphs  at  a  time;  simi- 
1  software  is  available  for  other  Lillipu- 
i  a  units.  The  hundreds  of  preformatted 
t  cs  available  are  mosdy  in  the  public 
i  main,  but  you  can  also  get  a  few 
i  ent  and  E-onlv  works.  If  the 


fcket  eBook  (above) 
■1  SoftBook 
t  ong  way  to  go 
i  replace  what 
I tenberg 
i  errted. 


-.mi 
idea 
icms 
rd  to 
I  lieve,  check 
t  www.mac- 
i  ff.net  and 
w.  pilot 
rarx.org. 

Plenu  of  other  elec- 
ijnic  texts  can  be  found 
.  the  Internet.  The  grand- 
ddy  of  sources  is  Project 
atenberg  ( www.gutenberg. 
t),  a  loose  coalition  of  volun- 
:rs  that  has  been  collecting  out- 
copvright  tides  since  1971  and 

feting  them  to  the  public  free.  The  site  now  lists  1,600 
les,  from  As  Ton  Like  It  to  Tom  Swift  and  His  Giant 
wnon,  and  its  links  can  whisk  you  to  other  archives 
th  hundreds  of  tides  by  authors  from  Edwin  Abbott 
|  'latland)  to  Emile  Zola  (Nana,  in  Erench  or  English), 
ther  sites  specialize  in  E-onlv  tides. 
If  this  hints  that  standard  PCs  are  still  very  much  in 
e  running  for  E-reading  devices,  the  aggressive 
trance  of  Microsoft  into  the  E-book  arena  confirms 
The  company  has  already  announced  plans  to  bring 
diobook  technology  from  Audible,  Inc.,  to  Windows 
devices  and  will  reportedly  invest  in  Audible  and 
her  E-book  players.  Microsoft's  ClearType  font 
heme  (Forbes,  Dec.  14,  1998)  came  out  of  the  E- 
>ok  group.  Says  Dick  I.  Brass,  vice  president  for  tech- 
Jog)'  development,  "You're  going  to  be  able  to  play  a 
K>k  on  every  platform  Microsoft  makes." 
And  perhaps  play  it  securely.  Intel's  Pentium  III  and 


later  processors  will  include  an  integrated  serial 
number,  much  as  dedicated  readers  do  now, 
so  that  content  can  be  targeted  to  a  single 
machine.  That  added  security  blanket  might 
help  convince  publishers  to  release  copyright- 
ed tides  for  PCs,  which  they  have  been  loath 
to  do  for  fear  of  piracy. 

But  where's  the  content?  "The  feeling  was 
that  there  would  be  1 ,000  tides  by  now," 
said  SoftBook  Press  Chief  Executive  James 
Sachs.  "Publishers  are  even  slower  than 
everybody  anticipated — and  I  think 
the  publishers  feel  they're 

going  fast."  Contracts  may 
have  to  be  checked 
and  rights  negoti- 
ated. Then  comes 
translation  to  an 
E-format. 
Says  Jon  Gutten- 
berg,  Random  House 
vice  president  for  new 
media:  "Our  hope  is  a 
couple  of  hundred  tides 
by  the  middle  of  the  year." 
But  that's  a  tiny  fraction  of 
Random's  P-book  list. 
The  open  standard  promul- 
gated by  Microsoft  and  most  of 
the  E-book  players  may  help.  The 
first  draft,  due  last  month,  would 
specify  a  common  data  format, 
making  it  easier  for  publishers  to 

Sights  for  sore  eyes  these  are  not: 
The  Rocket's  black-on-gray  characters  cry 
out  for  more  contrast.  SoftBook's 
black-on-bluish  screen  is  much  brighter, 
but  its  characters  look  even  more  jagged. 


create  a  single  file  for  each  title  that  vendors  can  encrypt 
their  own  way.  Device  compatibility  may  come  later. 

Won't  customers  blanch  at  paying  the  same  price  for 
bits  as  they  do  for  ink  on  paper,  particularly  given  the 
economies  of  production  and  distribution?  Right  now 
there's  no  discount  for  the  intangible  versions  of  books. 
But  Martin  Eberhard,  NuvoMedia's  chief,  expects 
prices  to  fall  to  about  20%  less  than  the  cheapest  print 
edition. 

Of  course,  if  E-books  take  off,  authors  might  one  day 
be  able  to  eliminate  the  middleman.  Stephen  King  E- 
Press,  meet  Joe  Wannabe  E-House.  But  not  just  yet.  H 
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Italy's  Gucci  Group  is  on  the  rebound— and  LVMH's 
Bernard  Arnault  is  on  the  prowl. 

Gucci's 

$4  billion  man 


By  Richard  Heller 


Before  his  wife  had  him  gunned 
down  in  a  Milan  doorway  in  March 
1995,  the  late  Maurizio  Gucci  was 
doing  a  pretty  good  job  of  running  his 
family's  Gucci  Group  luxury  goods 
company  into  the  ground.  In  1993 
the  company  whose  supple  leather 
loafers  adorn  some  of  the  world's 
wealthiest  feet  and  whose  handbags 
hang  from  some  very  fancy  shoulders 

108 


lost  more  than  $23  million,  on  rev- 
enues of  $203  million.  Unhappy  trade 
creditors  were  banging  on  Gucci's 
doors.  Payrolls  went  unpaid. 

Less  than  six  years  later  Gucci  is 
coining  so  much  money  from  one  of 
the  planet's  hottest  brand  names  that 
the  $1  billion  (sales)  company  has 
become  a  takeover  play.  Last  month 
Bernard  Arnault,  chairman  of  France's 


mighty  lvmh  luxury  goods  groi 
deftly  acquired  26.7%  of  Gu> 
Group's  60  million  publicly  trac 
shares,  at  prices  that  value  the  comi 
ny  at  more  than  $4  billion. 

The  story  of  how  this  76-year-<i 
firm  has  moved  so  quickly  fro 
derelict  to  darling  involves  some  sa^ 
international  investors  and  a  Te» 
named  Thomas  Ford — who  just  hr 
pened  to  be  at  the  right  place  at  1 
right  time  when  Gucci's  chief  exe^ 
tive,  Domenico  De  Sole,  named  hi 
top  designer  in  1994. 

There  was  little  time  to  waste.  Gut 
Group's  then-owner,  Bahraini  inve 
ment  company  Investcorp,  had  I 
Maurizio  Gucci  and  his  cousins  cu 
and  was  impatient  for  results.  "We  f  J 
ured  we  had  to  do  something  qtrj 
and  splashy,"  De  Sole  recalls,  "becae 
if  we  didn't,  Investcorp  would  pai^ 
and  sell  out." 

But  do  what?  With  what?  The  coj 
pany  was  awash  in  red  ink  and  19^ 
wasn't  going  to  be  a  whole  lot  bett 

"There  wasn't  much  money  i 
advertising,"  cc 
Gucci's  Domenico        tinues    De    So 
De  Sole  "so   we    decid 

Rescue  job.  to  sink  what 

■■^H  had  into  fashic 

which  is  a  higl 
publicized  business.  Somehow  we  h 
to  send  out  the  message  that  a  n 
Gucci  was  being  born.  We  had 
make  the  brand  fly!" 

For  the  twice-yearly  media  circu: 
known  as  the  Milan  ready-to-wt 
shows,  Ford  designed  and  produc 
stunning  new  men's  and  women's  o 
lections,  starting  with  the  fall  19' 
show.  They  won  raves  from  the  fas 
ion  elite  and  moved  the  Gucci  ima 
back  into  the  forefront  of  the  luxuj 
goods  field. 

A  kind  of  virtuous  cycle  was  begi 
As  upmarket  shoppers  again  frequei 
ed  Gucci  stores,  looking  for  For< 
clothes,  they'd  pick  up  a  new  pair 
$350  loafers  or  another  $600  han 
bag.  And  once  back  in  the  habit 
buying  Gucci's  leather  goods,  the) 
buy  a  $2,200  cocktail  dress  or 
$3,500  sport  coat. 

In  1995  Gucci  Group  earned 
record  $83  million,  on  revenues 
$500  million.  Investcorp  decided 
was  time  to  take  some  marbles  offt 
table.  In  October  1995  it  sold  part 
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\k  Gucci  holding  in  an  initial 
lblic  stock  offering  in  Amster- 
im  and  New  York;  a  year  later  it 
>ld  the  balance  in  a  secondary 
'Tering.  On  its  S800  million 
ucci  investment,  Investcorp 
•uned  S2  billion  and  would  have 
ade  more  had  it  held  on.  By 
}9~  revenues  had  reached  $975 
illion,  and  the  net  came  in  at 
176  million,  a  high  (even  by 
xurv  goods  standards)  18%  of 
les. ' 

As  the  money  began  pouring 

to  Gucci's  registers,  De  Sole 

unneled  much  of  it  back  into 

Hpporting  the  company's  image. 

idvertising  rose  to  $80  million 

1st  vear  from  $28  million  in 

J95.   Over  $300  million  has 

L*en  spent  to  buy  out  franchisees, 

oen  new  Gucci-owned  stores 

id  refurbish  older  ones.  Gucci 

m   owns   and   operates    120 

*ores,  more  than  twice  as  many 

t  in  1995,  and  new  ones  are 

^routing  all  the  rime — in  Milan, 

•lienna,  Zurich,  Hong  Kong  and 

*okyo  last  year  alone.  This  year 

'ill  see  the  upgrading  of  stores  in 

e\v  York,  Verona,  Honolulu, 

levcrly  Hills  and  Paris,  as  well  as 

ucci's  original  store  in  Milan. 

t  But  for  all  the  control  they  exer- 

se  over  Gucci's  products  and 

linage,  De  Sole  and  Ford  cannot 

pntrol  the  price  of  Gucci's  stock. 

hich  is  why  Gucci  is  now  a     ■ 

Idteover  play.  Because  nearly  half 

p  operating  profits  come  from  Asia,  its 

ock  fell  steadily  in  the  midst  of  the 

♦997  Asian  financial  crisis,  from  around 

170  to  $30  before  bouncing  to  around 

40,  where  it  remained  throughout 

fcost  of  last  year. 

"In  our  case,  the  market  treated  Asia 

i  if  the  continent  were  about  to  sink 

inder  the  waters,  like  Adanris,  and  us 

itli  it,"  grumbles  De  Sole,  who  says 

|e  was  already  battening  down  Gucci's 

sian  hatches  in  April  1997.  "The  idea 

:iat  we  might  recognize  a  problem  and 

}o  something  about  it  never  seemed  to 

Itccur  to  anyone." 

I  In  fact,  Gucci  has  weathered  the 
sian  storm  in  splendid  shape.  Last 
fear's  first  nine  month  revenues  rose 
1.2%,  to  $741  million;  net  profit  for 
he  period  rose  3.5%,  to  $127  million, 
letter  yet,  De  Sole  was  able  to  use 


Gucci  head  designer  Tom  Ford  and  the  1998  men's  line 
"We  had  to  make  the  brand  fly!" 


Gucci's  strong  cash  flow  to  buy  in  sev- 
eral franchisees  in  South  Korea,  Taiwan 
and  Guam  at  very  attractive  prices  and 
to  renegotiate  several  expensive  leases 
in  Hong  Kong  and  elsewhere. 

While  the  stock  market  thought  Asia 
would  buffet  Gucci,  some  very  smart 
competitors  could  see  that  the  compa- 
ny was  in  no  real  danger.  Among  them 
was  Bernard  Arnault,  chairman  and 
controlling  shareholder  of  $9  billion 
(estimated  1998  revenues)  lvmh,  the 
Gallic  luxury  goods  company  whose 
brands  include  Dior,  Guerlain,  Veuve 
Clicquot  and  Louis  Vuitton. 

After  secretly  acquiring  a  5%-plus 
stake  in  Gucci  in  early  January,  Arnault 
bought  another  9.5%  stake  that  had 
been  quietly  purchased  by  Patrizio 
Bertelli,  the  husband  of  designer 
Miuccia  Prada  and  chief  executive  of 


her  family's  Milan-based  fashion 
company. 

Arnault  has  said  he  does  not 
presendy  intend  to  make  a  bid  for 
Gucci.  But  if  he  changes  his  mind, 
he's  in  a  strong  position  to  make  a 
run  at  the  company.  As  this  issue  of 
Forbes  went  to  press,  lvmh  had 
increased  its  position  to  26.7%. 

Grouses  De  Sole,  who  thinks 
Arnault  might  have  had  the  cour- 
tesy to  let  him  know  he  was  inter- 
ested in  Gucci:  "The  guy 
[Arnault]  just  asked  himself  over 
to  dinner  without  calling  first." 

On  paper  a  full  LVMH/Gucci 
merger  makes  some  sense.  Gucci 
would  pick  up  valuable  new  out- 
lets through  which  to  sell  its 
growing  line.  LVMH  would  get 
badly  needed  new  products  from 
the  hot  hand  of  Tom  Ford. 

Price  would  be  a  problem. 
Arnault  might  well  have  to  pay 
close  to  $100  a  share  for  the  44 
million  Gucci  shares  lvmh  does 
not  already  own,  bringing  the 
total  cost  of  the  acquisition  to 
around  $5.6  billion.  But  Arnault 
could  probably  justify  the  price  on 
the  grounds  that  Gucci  is  debt 
free,  is  throwing  off  close  to  $300 
million  a  year  in  cash  flow  and 
stands  to  throw  off  much  more 
cash  as  the  Asia  storms  abate. 

Cedric  Magnelia,  a  London- 
based  luxury  business  analyst  with 
Credit  Suisse  First  Boston,  believes 
Arnault  badly  wants  to  go  after  the 
rest  of  Gucci  but  needs  De  Sole,  Ford 
and  other  senior  Gucci  management  to 
swing  the  deal.  Losing  them,  he  says, 
"would  cost  too  much  in  Gucci's  good- 
will value."  Publicly,  Arnault  gushes  that 
De  Sole  is  "an  excellent  manager,"  and 
Ford  "an  exceptional  designer." 

But  could  all  these  egos  operate 
under  one  corporate  roof?  A  true  Gallic 
autocrat,  50-year-old  Arnault  is  unlike- 
ly to  share  any  real  power  with  De  Sole. 
And  having  created  an  immensely  valu- 
able franchise  out  of  ashes,  De  Sole  is 
unlikely  to  take  orders  from  Arnault, 
five  years  his  junior. 

But  to  his  credit,  De  Sole  says  his 
job  is  to  "protect  my  shareholders, 
and  that  means  to  get  them  the  best 
deal  around.  If  the  greatest  value 
turns  out  to  be  offered  by  lvmh, 
then  so  be  it."  wm 
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driver 


By  Jerry  Flint 


Back  to  the  future 


Would  you 
pay  $50,000 
for  a  Lincoln 
Navigator 
with  a  small 
pickup  box 
at  the  end 
and  wood- 
veneer  sides? 


Back  in  the  1980s  Kohler  Corp.  tried  to 
jazz  up  its  sales  of  bathroom  fixtures  by 
copycatting  a  concept  from  Detroit:  the 
annual  model  change.  That's  right;  if  your 
toilet  wasn't  the  latest  version,  you  weren't 
keeping  up  with  the  Joneses. 

I'm  not  sure  this  made  plumbing  prod- 
ucts fly  off  the  shelves,  but  it  demonstrates 
the  desirability  of  having  something  new. 

You  remember  the  annual  model  change 
from  your  youth.  Every  year  the  cars  were  a 
litde  different,  which  kept  the  buying  juices 
flowing.  All  this  changed  in  the  1970s  and 
1980s,  as  Detroit's  big  three  had  so  many 
models  that  they  just  couldn't  keep  chang- 
ing them  all  the  time.  Models  lasted  six  to 
ten  years,  or  even  longer,  which  took  much 
of  the  excitement  out  of  the  business. 

Now  the  annual  model  change  in  autos  is 
back,  but  it  isn't  like  the  old  one.  The  new 
idea  is  to  bring  out  serious  variations  often 
and  let  them  run  just  a  few  years,  during 
which  the  new  models  get  top  dollar.  Then, 
when  enough  competitors  show  up,  kill  off 
the  old  models  and  bring  out  new  variations. 

Examples: 

Ford  builds  450,000  Explorer  sport  utili- 
ty models  a  year.  But  competition  is  grow- 
ing. Next  spring  Ford  will  add  a  variation, 
the  Explorer  Sport  Trac,  with  a  short  open 
pickup  bed  in  back.  Ford  figures  there 
might  be  as  many  as  50,000  customers  for 
such  a  vehicle.  Figure  it's  a  $35,000  vehicle. 
Maybe  an  $8,000  gross  profit  on  each. 
That's  a  $400  million  contribution  to  oper- 
ating income.  Since  Ford  is  out  there  first,  it 
won't  have  to  trim  its  markup. 

Lincoln  has  a  similar  but  bigger  vehicle 
coming  later,  the  Navigator  Blackwood, 
with  a  small  pickup  box  at  the  end  and 
wood-veneer  sides.  Figure  $50,000.  If  Ford 
can  sell  7,000  a  year  at  a  $15,000  profit, 
that's  $105  million. 

DaimlerChrysler  has  the  PT  Cruiser 
coming  early  next  year.  Call  it  neo-retro.  It 
looks  like  a  1936  car,  but  it's  built  on  the 
platform  of  Chrysler's  low-priced  Neon. 
Now,  Neons  aren't  very  profitable — thev 
sell  for  $12,000  or  so,  with  a  $1,500  rebate. 
The  PT  Cruiser,  though,  might  sell  for 
$18,000.  That  difference  could  make  the 
entire  Neon  platform  profitable.  A  year  later 
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Chrysler  might  create  a  sleeker  two-door 
variation.  A  year  later  it  might  make  an  all 
wheel-drive  version.  How  many  pts  can  be 
sold?  No  one  knows — but  150,000  a  year 
worldwide  is  not  unthinkable. 

gm  is  getting  into  this  act,  too.  Late  ney 
year  it  will  have  a  chubby  Pontiac,  built  of 
the  minivan  platform,  but  essentially  a  car. 
The  next  year  it  might  add  all-wheel  driven 

All  these  examples  represent  variations 
of  something  already  in  production.  They 
don't  cost  a  billion  dollars  to  design,  engi- 
neer and  tool. 

But  understand  three  things:  (1)  No  on 
really  knows  if  unusual  styles  will  sell.  Willi 
tens  of  thousands  of  buyers  want  a  sport 
utility  with  a  small  pickup  box  in  back?  Oi 
car  that  looks  like  a  1936  reincarnation? 
(2)  This  isn't  easy.  Chrysler  executives  bat 
tied  for  18  months  over  the  design  of  the 
PT  Cruiser.  Most  wanted  a  modern  design 
something  like  the  boxy  Volkswagen  Golf 
or  a  small  minivan.  The  retro  design  that 
won  out  could  be  called  a  matter  of  last- 
chance  luck.  (3)  Carmakers  will  have  to 
be  willing  to  kill  these  variation  models 
quickly  when  the  competition  comes  in  an 
profits  fade. 

The  old  way  to  get  rich,  to  sell  high- 
volume  products,  is  still  around.  Honda 
sells  400,000  Accords.  Toyota  sells  400,00 
Camrys.  Ford  sells  nearly  500,000  Taurus 
platform  cars,  too  (half  of  them,  it's  true, 
go  to  fleets,  not  retail  customers),  and  Fon 
sells  800,000  big  pickups  and  400,000 
Explorers,  while  GM  makes  1 .2  million  big 
pickups  and  suvs  from  the  same  platform. 
But  the  high-volume  models  are  few  and 
hard  to  create. 

That's  why  this  new  type  of  annual  mod< 
change  is  welcome.  Detroit  needs  to  come 
up  with  some  clever  profit  boosters,  to 
counteract  overcapacity  in  the  industry. 

One  more  point:  This  writer  predicted 
more  than  once  that  Ford's  Lincoln  would 
outsell  Cadillac  in  1998.  Cadillac  reported 
amazing  sales  in  December  and  beat  Lin- 
coln by  a  couple  hundred  units  for  the  yea 
But  there's  no  respite  in  the  fight  for  lead- 
ership in  luxury  vehicle  sales.  This  year 
Mercedes  and  Lexus  are  coming  fast. 

Good  luck,  Caddy.  ■ 


to 
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Jerry  Flint,  a  former  FORBES  Senior  Editor,  has  covered  the  automobile  industry  since  1958. 
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rug  companies  have  figured  out  a  way  to  hide  their  research  and  development 
)sts.  The  big  question  is  whether  this  gimmickry  fools  anybody. 

Putting  a  spin  on  R&D 


Zina  Moukheiber 

>U  can  subscribe  to  either  of  two 
lools  of  thought  on  how  investors 
id  earnings  statements.  One  school 
■s  that  investors  are  too  sharp  to  be 
Med  by  accounting  shenanigans  so 
ig  as  all  the  facts  are  disclosed  in 
:  footnotes.  The  other  school  says 
at  investors  are  basically  dumb. 
ley  are  mesmerized  by  reported 
nings  per  share,  even  where  the 
Dtnotes  clearly  state  that  the  report- 
earnings  are  not  to  be 
cen  seriously. 

We  may  soon  get  a  reading 
i  which  theory  is  closer  to 
truth.  Watch  the  price  of 
za  Corp.  shares  if  and  when 
herished  accounting  she- 
nigan  is  outlawed. 
|Alza  specializes  in  drug- 
livery  techniques.  It  makes 
in  patches  for  SmithKline 
:echam's  nicotine  drug,  for 
ample,  and  Procardia  XL, 
e  controlled-release  version 
Pfizer's  angina  drug.  Alza 
is  founded  in  1968  by  Ale- 
ldro  Zaffaroni,  a  Uru- 
yan-born  scientist  who  had 
en  part  of  the  team  that 
rented  the  birth  control  pill. 
>r  many  years  Alza  was  in  the 
velopment  stage — meaning 
had  tiny  revenues  but  big 
sts  on  its  income  statement.  MM 
Those  years  of  R&D  eventu- 
y  paid  off.  Under  its  chief  executive, 
•nest  Mario,  Alza  hauled  in  an  esti- 
ated  S590  million  in  revenue  last  year 
Dm  product  sales  and  royalties.  It  is 
pected  to  report  $137  million  in  net 
come;  at  a  recent  $47.50,  its  stock 
is  a  $4  billion  market  value. 
But  is  Alza  as  profitable  as  it  seems? 
continues  to  pour  a  lot  of  money 
to  R&D,  only  now  those  expenses 
e  kept  off  the  income  statement, 
nis  clever  maneuver  was  created  with 
Ivice  from  Merrill  Lynch. 

>rbes  ■  February  8,  1999 


In  1993  Alza  founded  a  company 
called  Therapeutic  Discovery  Corp. 
and  parked  $250  million  of  cash  in  it. 
Alza  spun  tdc  off  to  its  shareholders, 
and  the  shares  traded  separately,  tdc 
then  hired  Alza  to  develop  drugs  for 
it,  reimbursing  Alza  for  its  costs. 
Between  1993  and  1997  tdc  paid 
Alza  $275  million  to  develop  drugs. 

The  money  was  well  spent.  During 
the  time  that  Alza  scientists  were 


Alza's  ch 
Are  the 


lef  executive,  Ernest  Mario 
earnings  as  good  as  they  seem? 


laboring  on  behalf  of  tdc,  they  laid 
the  groundwork  for  a  urinary  incon- 
tinence drug  called  Ditropan  XL.  The 
active  ingredient  was  discovered  by 
another  drug  firm  years  ago,  and  its 
patent  had  expired.  But  by  creating 
an  extended-release  version,  Alza  gave 
the  drug  a  new  lease  on  life.  Ditropan 
XI.  hits  pharmacy  shelves  in  February. 
TDC  wasn't  destined  to  get  rich  off 
this  deal.  Alza  retained  the  right  to 
either  buy  TDC  or  license  its  drugs  at 
favorable  prices.  Alza  purchased  TDC 


from  the  public  in  1997  for  a  mere 
$100  million  and  dissolved  it. 

So  for  a  price  equal  to  less  than  half 
its  original  investment,  Alza  was  able 
to  pick  and  choose  the  most  promis- 
ing new  drugs  and  dump  the  failures. 
By  clever  attention  to  derails  Alza  will 
be  able  to  use  TDC's  losses  to  shelter 
its  own  royalty  income  on  its  tax 
returns.  What  do  we  make  of  the 
accounting,  which  caused  a  major 
expense  item  to  disappear  from 
the  P&l .?  David  Steinberg,  a 
senior  analyst  at  Volpe,  Brown, 
Whelan  &  Co.,  calls  the  exer- 
cise misleading. 

A  charade  it  may  be,  but  the 
technique  is  catching  on.  After 
folding  tdc,  Alza  created  an- 
other company,  Crescendo 
Pharmaceuticals  Corp.,  to  pick 
up  where  tdc:  left  off.  Crescen 
do  was  handed  seven  promis- 
ing drug  development  projects 
and  $300  million — to  pay  Alza 
to  do  research.  Crescendo  was 
spun  off  in  September  1997; 
its  shares  now  trade  at  $14. 
Alza  retains  the  right  to  buy 
back  all  of  Crescendo  or 
license  its  creations  on  favor- 
able terms,  so  there's  not 
much  upside  to  Crescendo. 

Alza  has   inspired  others: 
Elan  Corp.  and  Forest  Labora- 
tories set  up  similar  R&D  vehi- 
cles to  keep  earnings  intact. 

Robert  Willens,  an  accounting 
expert  at  Lehman  Brothers,  predicts 
that  the  Financial  Accounting  Stan- 
dards Board  will  spoil  things  in  Feb- 
ruary with  a  proposal  to  force  con- 
trolling parent  companies  to 
consolidate  R&D  vehicles,  fasb  has 
strong  backing  from  the  SEC.  Open  for 
debate:  what  an  accounting  crack- 
down would  do  to  shares  of  small 
drug  companies.  We  may  get  a  chance 
to  see  how  dumb  investors  are.       M 
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In  the  right  hands,  iron,  steel  and  alumii 


Sebring   Convertible 


At  Chrysler,  we  have  one  simple  philosophy:  to  create  great  cars.  It's  about  sculpting  innovative,  influential  di 
the  quest  for  engineering  excellence.  It's  about  taking  the  basic  elements  and  crafting  something  dynamic,  1 1 
extraordinary.  For  more  information,  just  call  1.800.CHRYSLER  or  you  can  visit  our  Web  site  at  www.chrysle 
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How  do  you  account  for  the  explosive  success 

of  that  strange  business  called  Vanguard? 

Maybe  it  isn't  really  a  business  at  all.  It's  a  religion. 

The  Gospel 
according  to 


By  Thomas  Easton 


SOMETIME,  PROBABLY  IN  2003,  Fidelity  Invest- 
ments will  cease  to  be  the  largest  fund  purveyor  in 
the  world.  Vanguard  Group  will  take  its  place. 

Vanguard  has  $442  billion  under  management 
now,  to  Fidelity's  nearly  $700  billion.  But  the  gap  is 
closing.  Last  year  Fidelity  expanded  its  fund  assets  by 
roughly  20%,  reflecting  mostly  the  bull  market.  Van- 
guard grew  by  33% — half  from  new  money. 

When  Vanguard  pulls  ahead,  news- 
papers will  record  the  event.  But  will 
they  take  note  of  what  is  freakish 
about  it?  The  market  leader  in  a  com- 
petitive, consumer-oriented  industry 
will  be  a  company  that  scarcely  adver- 
tises at  all.  Think  about  this  for  a 
minute.  Can  you  imagine  a  world  in 
which  AT&T  or  General  Motors  or 
Procter  &  Gamble  is  still  a  market 
leader  but  does  not  advertiser 

Vanguard  Group  does  buy  a  few  ads 
to  get  people  to  ask  for  prospectuses.  But  the  sum 
spent  is  tiny — $8  million  a  year. 
On  its  asset  base  this  comes  to 
a  fifth  of  a  basis  point.  Mean- 
ing: If  you  had  $10,000  parked 
last  year  at  Vanguard's  head- 
quarters in  Valley  Forge,  Pa., 
Vanguard  spent  20  cents  of 
your  money,  not  even  the  cost 
of  a  postage  stamp,  to  drum  up 
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THE  FAITHFUL 

John  Bogle,  senior 
chairman,  and  Jack 
Brennan,  chief  exec- 
utive, with  the 
morning  receipts. 


new  business.  To  look  at  the  $8  million  another  way: 
It's  the  amount  that  the  Kaufmann  Fund,  a  hun- 
dredth Vanguard's  size,  spends  every  year  on  adver- 
tising; it's  half  the  amount  that  General  Mills  will 
spend  this  year  on  advertising  to  roll  out  Sunrise 
cereal. 

How  common  is  it  for  a  relatively  unadvertised 
brand  without  any  mass  sales  force  to  be  a  top  name 
in  a  mass-marketed  industry?  We  posed 
that  question  to  Philip  Kotler,  long- 
time marketing  professor  at  North- 
western's  Kellogg  Graduate  School  of 
Management.  "It's  unusual,"  he  says. 
"Very  unusual."  He  pauses  and  adds: 
"Maybe  even  unique." 

It's  not  that  Vanguard  succeeds 
despite  a  tiny  marketing  effort.  Van- 
guard succeeds  because  of  its  tiny  mar- 
keting effort.  Its  12  million  customers 
have  flocked  to  it — and  are  adding  new 
money  at  a  rate  of  $200  million  a  day — because  Van- 
guard promises  to  put  the  maximum  amount  possible 
to  work  for  them  with  the  smallest  possible  amount 
taken  out  for  overhead.  Any  money  spent  at  all  on 
marketing  conflicts  with  this  selling  proposition. 

Put  it  this  way:  Vanguard  portrays  fees  and  costs 
as  an  evil  and  efficiency  as  a  virtue.  Vanguard  is  in  the 
business  of  selling  virtue. 

Other  money  managers  may  sell  you  performance 
or  a  famous  name  like  Peter  Lynch  or  excitement  of 
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the  sort  that  comes  from  a  hedge  fund.  Vanguard  sells  next 
to  none  of  that  because  its  funds,  for  the  most  part,  are  pas- 
sive index  equity  or  bond  funds  that  merely  track  the 
market. 

If  you  are  not  already  a  convert  to  this  religion,  take  a 
look  at  what  you  are  missing.  The  average  mutual  fund  in 
the  U.S.  runs  up  an  expense  ratio  of  1.24%  of  assets  annu- 
ally. The  ratio  for  Vanguard's  101  funds  is  0.28%.  The  dif- 
ference between  typical  expenses  and  Vanguard  expenses 
is  close  to  a  percentage  point;  multiply  that  by  Vanguard's 
asset  base  and  you  see  that  this  religion  is  saving  its  cus- 
tomers $4  billion  a  year. 

In  most  of  American  business  the  catchphrase  "You  get 
what  you  pay  for"  holds  true.  A  $12,000  car  just  isn't  as 
good  as  a  $30,000  car.  Not  so  in  money  management. 
Do  hedge  funds,  with  the  highest  fees  of  all,  deliver  more 
performance  than  conventional  funds?  As  a  group  they 
utterly  fail  to  do  that,  as  we  detailed  in  an  article  last 
spring  (FORBES,  Apr.  20,  1998).  Does  an  expensive  muni 
bond  fund  from  Putnam  earn  more  than  a  cheap  one 
from  Vanguard?  No,  just  the  reverse.  Does  a  high-over- 
head index  fund  deliver  a  higher  return  than  a  cheap  one? 
No,  the  correlation  runs  the  other  way. 

Vanguard's  flagship  fund,  the  $75  billion  Vanguard  500 
Index  Fund,  tracks  the  500  stocks  in  the  Standard  & 
Poor's  Index.  Partly  because  the  market  has  recently 
favored  U.S.  blue-chip  stocks  of  the  sort  found  in  this 
fund,  partly  because  of  its  low  overhead  and  partly 
because  actively  managed  funds  squander  a  lot  of  dollars 
trying  to  beat  the  index,  the  500  index  is  at  the  top  of  the 
pack  in  performance.  It  beat  86%  of  all  stock  funds  last 
year  and  a  higher  percentage  of  all  stock  funds  over  the 
past  decade.  It  has  appeared  three  times  on  the  Forbes 
Honor  Roll  of  steady  performers.  This  is  the  hottest-sell- 
ing fund  on  the  market  today,  and  there  is  a  good  chance 
that  sometime  before  the  end  of  IRA  season  in  April  it  will 
overtake  Fidelity's  famed  Magellan  Fund  in  size. 

The  virtue  of  keeping  your  costs  down  shines  through 
not  just  in  indexed  stock  funds  but  in  any  kind  of  bond 
fund.  Vanguard  has  $77  billion  in  fixed-income  funds; 
those  funds  get  a  disproportionate  share  of  the  honors  in 


Vanguard's  market 
share  grows... 


because  its  cost 
edge  widens. 


Market  share 


Expense  ratio 


the  FORBES  ranking  of  Best  Buys  (seep.  124). 

Vanguard's  assets  have  been  growing  at  a  method 
30%  annual  rate  over  ten  years,  and  there  is  no  reason  t 
can't  keep  doing  that  so  long  as  the  bull  market  holds 
When  the  correction  comes,  there  will  be  a  downward  I 
in  the  dollar  total  but  not  in  Vanguard's  market  sha 

And  its  equity  funds 
gain  favor. . . 
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Sources:  ICI;  Vanguard  Group:  Tnmtabs.com  (1998  estimate). 
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i**     During  all  the  turbulence  of  last  year's  market 
Vanguard  didn't  experience  a  single  day  of  nega- 
tive cash  flow.  The  money  keeps  coming. 
Why  stop  at  Fidelity's  share  of  the  fund  business, 
now  hovering  near  12%?  "We're  a  small  company, 
and  we  haven't  begun  to  exploit  our  opportunities 
vet,"  says  Vanguard  Group's  chief  executive,  44- 
vear-old  John  J.  Brennan.  There's  Europe  and 
Asia,  to  say  nothing  of  the  trillions  of  dollars  held 
.  ^     in  non-Vanguard  U.S.  funds.  "It's  humbling." 
•  _  Brennan,  who  joined  the  company  17  years  ago 

£j  after  a  brief  stint  at  S.C.  Johnson  &  Son  as  a  minor 
bureaucrat,  is  an  insider  type,  almost  shy  around 
outsiders,  and  not  given  to  boastfulness  or  sales- 
Jgp  manship.  But  he  makes  this  boast  about  his 
employer:  No  other  company  offers  the  highest- 
quality  product  and  the  lowest-possible  price.  In 
quality,  he  is  talking  not  just  about  investment  per- 
formance but  also  about  service — picking  up  the 
telephone  and  answering  the  mail.  Vanguard's 
2,000  phone  reps  are  told  to  answer  the  phone  by 
the  fourth  ring.  During  a  market  panic  or  on  Apr. 
15  Brennan  brings  out  a  brigade  of  executives, 
himself  included,  to  man  the  phones,  and  he  drops 

tin  biweekly  for  additional  shifts  to  stay  in  touch. 
Does  anything  else  come 
close  to  this  business  model? 
^I^fir-vj  ivr\Lo        There  are  some  verv  success - 
rul  companies  that  otter  ter- 
George  (Gus)  Sauter       rifk  value  in  the  form  of  low 
runs  $75  billion  prices.    Costco,   the   ware- 

S&P  index  fund  house  retailer,  and  Southwest 

by  the  seat  of  Airlines  come  to  mind.  But 

his  pants.  these  are  bare -bones  suppli- 

ers. (Costco  sells  high-quali- 
J  goods,  but  its  retailing  service  is  very  spartan.)  You  get 
Jhat  you  pay  for,  or  maybe  a  little  more  than  you  pay  for. 
J  Teachers  Insurance  &  Annuity  Association  comes 
.jretty  close.  This  vendor  of  funds  and  annuities,, with 
Jsets  of  $232  billion,  has  expense  ratios  a  bit  higher  than 
•iinguard's.  It  only  began  selling  to  the  general  public  in 


1997.  For  most  of  its  existence  it  has  had  a  captive  clien- 
tele among  college  professors. 

What  about  other  financial  institutions  that,  like  Van- 
guard and  TIAA,  are  organized  as  nonprofits  owned  by 
their  customers — that  is,  as  mutuals?  The  life  insurance 
industry  used  to  be  dominated  by  mutuals,  but  they  did 
not  stand  out  for  their  low  costs  or  high  performance. 
Nor  did  they  necessarily  see  their  main  purpose  as  serving 
their  customer-owners.  The  big  ones  have  been  demutu- 
alizing  as  fast  as  they  can  draw  up  fancy  option  packages 
for  their  executives. 

Might  Vanguard  convert  to  stock  ownership?  It  will 
never  happen  while  John  C.  Bogle — founder,  senior  chair- 
man and  guiding  light  of  this  company — is  alive. 

The  concept  for  Vanguard  goes  back  to  a  thesis  written 
by  Bogle  in  1951,  when  he  was  a  senior  at  Princeton.  At 
the  time,  all  mutual  funds  ran  up  fairly  high  overhead  and 
were  sold  with  sales  loads.  Why  not,  speculated  the  21- 
year-old  Bogle,  create  funds  that  would  be  bought,  not 
sold — without  a  sales  commission?  Why  not  try  to  maxi- 
mize growth  by  keeping  overhead  down? 

The  ideas  lay  dormant  until  1974,  when  Bogle  was  fired 
as  chief  executive  of  then-publicly-traded  Wellington  Man- 
agement, an  old-line  firm  brimming  with  higher- than -aver- 
age costs  and  active  managers.  Out  of  Wellington's  back 
office  he  created  Vanguard  as  a  fund  distribution  company 
mutually  owned  by  shareholders  and  built  around  those 
investor  friendly  notions  he  wrote  about  years  before. 

The  world  wasn't  waiting.  For  80  straight  months 
investors  redeemed  more  shares  of  Vanguard-distributed 
funds  than  they  bought.  The  S&P  500  index  fund  Bogle 
brought  out  in  1976  was  initially  a  flop.  An  underwriting 
aimed  at  raising  $150  million  brought  in  just  $12  million. 
Then  the  fund  underperformed  for  several  years.  Bogle's 
answer:  In  1977  he  axed  the  longtime  sales  force  inherit- 
ed from  Wellington,  making  the  funds  no-load. 

Risky  thing,  that.  It  was  a  bear  market.  Investors  weren't 
buying,  and  Vanguard  wasn't  selling.  What  sustained  him? 

Faith.  "Only  because  I  believed"  [in  the  logic  of  low- 
cost  investing],  he  writes  in  his  follow-up  to  the  thesis, 
Bogle  on  Mutual  Funds  (Dell,  1994),  did  he  create  Van- 


hen  Peter  Lynch  is 
ard  to  find. 


The  advantages  add  up,  so  clients  will 
take  "no"  for  an  answer. 


omental  return  over  S&P  500  index  (in  %pts) 


I  l  I  I   I   l  I   i   i   i   i   i  T  i   i  T 
'84        '87       '90        '93        '96    '98 

p  10%  of  active  fund  managers  barely  beat 
e  market  in  periods  when  small  stocks  lag. 

Source:  Wilshire  Associates. 


Service  offered 

Vanguard 

Merrill  Lynch 

Fidelity 

Schwab 

phone  purchase  of  all  funds 

no 

yes 

yes 

yes 

credit/debit  cards 

no 

yes 

yes 

yes 

life  insurance 

no 

yes 

yes 

yes 

monthly  statements 

no 

yes 

yes 

yes 

unlimited  checking 

no 

yes 

yes 

yes 

branch  offices 

no 

yes 

yes 

yes 

ATM  access 

no 

yes 

yes 

yes 
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I  FUND  SURVEY  -  VANGUARD 

guard;  "only  because  I  believed"  [in  passive  investing]  did 
he  create  an  index  fund;  "only  because  I  believed"  [in 
funds  being  bought,  not  sold,]  did  Vanguard  go  no-load. 

In  case  you  missed  the  religious  undertone,  look  for 
Bogle's  second  book,  Common  Sense  on  Mutual  Funds, 
due  out  from  John  Wiley  &  Sons  this  year.  "The  mission 
[of  Vanguard]  is  not  very  complicated,"  he  writes,  "but 

anyone  who  preaches  it  had  better  live  it The  business 

of  managing  other  people's  money — no  matter  how  an 
enterprise  is  structured — must  be  focused  on  the  human 
beings  it  serves  and  the  human  beings  who  provide  those 
services.  A  mutual  structure  may  be  necessary  to  provide 
both  optimal  services  and  maximum  return  to  sharehold- 
ers, but  it  is  not  sufficient.  Mutual  funds  must  also  be 
mutual  in  spirit.  Organizational  principles  are  involved, 
but  so  too  are  human  principles." 

Bogle  is  preachy,  sanctimonious  even.  But  his  passion 
for  cost-cutting  and  serving  the  investor-owner  is  what 
sells  the  funds.  When  you  become  a  convert  to  the  Van- 
guard religion,  you  know  what  you  are  buying — frugali- 
ty. You  don't  need  to  see  it  on  a  billboard.  Bogle  has  said 
it  all  in  thousands  of  letters,  to  shareholders,  to  magazine 
editors,  to  Securities  &  Exchange  Commission  members, 
to  congressmen.  And  he  has  delivered  it  with  a  relentlessly 
declining  expense  ratio  (see  chart,  p. 
116).  Because  he  will  turn  70  in 
May,  he  is  supposed  to  step  down  as 
one  of  Vanguard's  directors,  but 
don't  bet  on  it. 

All  this  passion  to  save  a  few  basis 
points  continues  under  Jack  Bren- 
nan,  Bogle's  anointed  successor  and 
the  chief  executive  since  1996.  Wit- 
ness the  scene  in  early  January  as 
Brennan  leads  a  two-hour  pep  rally 
for  2,000  of  his  8,000  employees 
huddled  under  a  circus  tent  in  frigid 
weather.  He  exhorts,  praises  and 
then  warns  against  complacency  and  competition.  He 
reminds  the  crowd  that  Vanguard  must  work  hard  to  get 
as  many  statements  in  the  mail  as  possible  before  the 
1-cent  postage  increase  goes  into  effect  Jan.  10.  Then, 
Oprah-style,  he  dives  into  the  audience  to  take  questions. 
By  his  arrival  back  at  work  at  6  a.m.  the  next  day,  the  e- 
mails  start  pouring  in,  almost  1,000.  There  are  plaudits, 


THE  HERETICS 

They  hire  the  non- 
index  managers: 
"We  wouldn't  have 
them  if  we  didn't 
think  there  was  a 
reasonable  opportu- 
nity to  beat  the 
market,"  says 
Jeffrey  Molitor, 
group  head. 


complaints  (notably  cold  feet)  and  even  tips.  He 
respond  to  each  one  personally. 

If  Vanguard  holds  anything  more  sacred  than 
expense  ratio,  it  might  be  those  employees.  Layoffs  cai 
to  Fidelity  in  1997  and  1998  and  to  Franklin  Resoun 
in  January,  but  never  to  Vanguard  in  its  2  5 -year  histo 
Bogle  once  told  directors  of  one  of  his  funds  that 


Thinking  the  unthinkable 


IT'S  ALMOST  sacrile- 
gious, but  we'll  ask  the 
question  anyway:  What  if 
Vanguard  Group  went 
public?  With  permission 
from  their  boards  of 
directors,  John  Bogle  and 
John  Brennan  could 


deliver  most  of  the  shares 
to  account  holders,  hand 
out  a  few  to  employees 
and  grab  some  options 
for  themselves. 

Valued  as  a  conven- 
tional, for-profit  firm, 
Vanguard  would  fetch  a 


tidy  sum — maybe  $10 
billion,  says  Milton 
Berlinski,  an  investment 
banker  at  Goldman, 
Sachs.  That  assumes, 
however,  that  Vanguard 
jacks  up  its  fees  so  that  its 
pretax  profit  margin  is 
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the  30%  typical  of  the 
industry  rather  than  the 
0%  it's  set  at  currently. 
It  will  never  happen, 
says  Bogle.  A  profit 
motive  would  fly  in  the 
face  of  all  that  Vanguarc 
has  ever  stood  for.  Adds 
Brennan:  "We'll  be  the 
last  mutual  institution  ii 
the  world." 
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Vanguard  equity  scorecar 


Among  its  101  total  funds.  Vanguard 
is  justly  famous  for  its  indexed  offer- 
ings— stock,  bond  and  balanced.  But 
it  also  has  noteworthy  managed  equi- 
ties. Here's  a  sampling  of  both  types 
of  its  stock  funds,  with  assets  as  of 
Dec.  31  and  annual  expense  ratios  (for 
bond  funds,  see  Best  Bets). 

INDEX  500.  $70  billion,  0.20% 
Mimicker  of  500-stock  S&P  index  is 
heavy  on  blue  chips  (GE,  Microsoft). 
Has  been  the  place  to  be  in  recent 
years.  Better  values  may  now  exist  in 
the  broader  market. 

TOTAL  STOCK  MARKET.  $9  billion,  0.20% 
John  Bogle's  pick  as  single  Vanguard 
fund  to  buy.  If  you  believe  in  index- 
ing, look  no  further.  Hot  market  seg- 
ments tend  to  rotate — so  buy  them 
all,  reduce  the  odds  of  missing  out. 
Since  fund  created  in  1992,  has  lagged 
S&P  500  fund  by  1.5  percentage 
points  annually  because  of  25% 
weighting  in  smaller  companies.  But 
over  decades,  says  Bogle,  results  arc 
identical. 

HEALTH  CARE.  $8  billion,  0.38% 
World  beater  I.  Has  seen  assets  triple 
in  two  years,  meaning  much  of  sector 
standout  is  parked  in  largest  drug 
companies.  Perfect  place  to  this 
point,  but  fund's  average  P/E  is  40, 
even  with  value-oriented  manager 


>uld  allow  an  increase  in  the  expense  ratio  for  only  one 
ison:  to  save  jobs. 

Certainly  nothing  that  the  customer  might  want  in  the 
y  of  frills  will  be  permitted  to  interfere  with  the  crusade 
ainst  costs.  Fidelity  and  Charles  Schwab  have  peppered 
:  country  with  walk- in  sales  outposts.  Vanguard  has  just 
e,  in  Philadelphia,  and  plans  to  fold  it  in  April  to  save 


money.  E-trading  is  the 
hottest  area  in  the  bro- 
kerage business  these 
days.  So  Vanguard 
booted  up  an  on-line 
trading  service  last 
December,  along  with 
access  to  1,200  com- 
peting funds.  How  to 
signal  it  is  now  a  player 
in  the  fund  supermar- 
ket business  that 
Schwab  created?  It 
won't.  Advertising 
budget:  zero. 

"It  won't  be  a  fail- 
ure if  we  don't  sell," 
says  Joseph  Rizzello, 
recently  hired  from  the 
Philadelphia  Stock 
Exchange  to  head  the 
discount  brokerage. 
Vanguard  wants  its 
customers  to  have  con- 
solidated accounts  and 
make  the  odd,  impor- 
tant transaction,  but  it 
doesn't  want  the  day 
traders  that  an  ad  cam- 
paign would  attract. 

Telephone  switch- 
ing is  a  popular  sport 
at  other  fund  compa- 
nies. You  can't  do  it  in 
or  out  of  the  Vanguard 
500  Index;  redemp- 
tion orders  for  that 
fund  have  to  come  in 
by  mail.  That's  to  discourage  market  timers. 

Why  is  market  timing  discouraged?  In  the  Vanguard 
dogma,  timing  is  bad  for  you — it  runs  up  transaction  costs 
and,  outside  of  a  401(k)-like  account,  your  tax  bill.  To  be 
sure,  you  don't  pay  a  fee  to  get  in  or  out  of  this  no-load, 
but  a  flurry  of  sell  orders  might  impose  trading  costs  on 
fellow  shareholders,  and  that  would  be  wrong. 


Edward  Owens  scouting  for  cheapest 
worthy  names  in  industry.  Buy  only 
to  hold  cream  of  corporate  world  at 
nonfat  fee. 

U.S.  GROWTH.  $12  billion,  0.43% 
World-beater  II.  Superb  numbers,  but 
look  closer:  Performance  and  portfolio 
overlap  strongly  with  Vanguard  index 
fund  tied  to  growth-priced  stocks  in 
S&P.  And  index  version  has  done 
better,  at  lower  cost. 

CAPITAL  OPPORTUNITY  FUND, 

$175  million,  0.49% 

Same  outside  managers  for  Vanguard 

star  Primecap  (closed  to  new  investors) 

took  over  this  small,  heretofore  lousy 

performer.  Opportunity  knocks. 

EQUITY-INCOME  FUND.  $3  billion,  0.42% 
The  Vanguard  edge:  Noted  value 
investor  John  Levin  co- manages  this 
fund,  which  has  an  expense  ratio  half 
that  of  his  own  closed -end  fund,  Baker 
Fentress. 

WINDSOR.  $18  billion,  0.31% 
For  years  Vanguard's  flagship,  its  recent- 
ly lagged  market  and  similar  funds,  even 
well-managed  sister  Windsor  II.  Major 
holding  of  Bogle's,  likely  because  shares 
bought  long  ago  carry  huge  capital 
gains.  Upholds  his  adage  that  indices 
beat  managers:  "Always  exceptions,  but 
not  in  the  long  run."  -T.E. 


in  insiders  get  rich  at  a 
atual  institution? 
though  they  are  secre- 
e  about  their  compen- 
don,  it  appears  that, 
of  two  years  ago, 
)gle  and  his  protege 
:re  pulling  down  com- 
nsation  of  $3.3  million 
d  $1.9  million,  respec- 
ely.  The  Independent 


Adviser  for  Vanguard 
Investors,  a  Potomac, 
Md. -based  newsletter, 
extrapolated  these  figures 
from  some  scanty  public 
reports.  The  newsletter 
also  calculated  that  the 
pair  had  $45  million 
between  them  invested  in 
Vanguard  funds. 

In  short,  management 


at  this  outfit  did  not  take 
vows  of  poverty.  But  it 
appears  that  there  are  no 
personal  billion -dollar 
fortunes  of  the  sort  seen 
at  Fidelity  Investments 
and  Franklin  Resources. 

If  the  unthinkable  ever 
does  happen  and  you  get 
a  proxy  statement  asking 
you  to  vote  for  demutual- 


izing  this  company,  vote 
"no."  Even  if  fund  share- 
holders were  given  100% 
of  the  equity  value  in 
Vanguard  Group,  they 
would  be  poorer  by  the 
amount  of  the  corporate 
income  tax  bill  Vanguard 
would  pay.  You're  better 
off  with  a  low  expense 
ratio.  -T.E.  ■■ 
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A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Howe  Price  Blue  Chip  Growth  Fund  invests  in  the 
leaders  of  today  as  well  as  companies  expected  to  become 
the  industry  leaders  of  tomorrow.  These  blue  chip  compa- 
nies can  offer  you  excel-  _^ 
lent,  long-term  capital 
appreciation  potential. 


Performance  Versus  Competitors 

Average  Annual  Total  Returns  as  of  12/31/98 

■  Blue  Chip  Growth  Fund 

□  Lipper  Growth  Funds  Average 


28.84% 


|22.86%   23.89%  24.48% 

1 18.63%    ■ 


1  year 


Since  inception 


A  record  of  proven 
performance.  The 

fund's  focus  on  excel- 
lence has  rewarded 
investors  well.  As  the 
chart  shows,  it  has  out- 
performed the  average  of 

its  peer  growth  funds  over  time.  The  fund  has  also  earned 
Morningstar's  highest  rating — five  stars — for  its  overall 

risk-adjusted  performance.  It 
was  rated  among  2,802  and 
1,702  domestic  equity  funds  for 
the  three-  and  five-year  periods 
ended  12/31/98,  respectively.* 

Invest  in  blue  Chip  Stocks.  If  you're  considering 
enhancing  your  portfolio  performance  with  a  select  group 
of  market  leaders,  call  us  today.  Of  course,  past  perform- 
ance cannot  guarantee  future  results.  No  sales  charges. 


ASK 

ABOUT 
OUR 


ROTH 
IRA 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800  541-7871 

www.  troweprice.  com 


Invest  With  Confidence 

TRoweflrice 


m 

-Ik 


Fund  inception  dale:  6/30793.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions 
Investment  return  and  principal  value  will  van,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  pur 
chase.  (Source  for  Lipper  data:  Lipper.  Inc  ) 

•Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  12/31/98.  These  ratings  may  changi 
monthly  and  are  calculated  from  the  fund's  J-  and  5-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  return: 
with  appropriate  fee  adjustments  and  a  risk  factor  that  refects  fund  performance  below  90-day  Treasury  bill  returns.  Th« 
fund  received  5  stars  for  the  3-  and  5-year  periods.  The  top  10%  of  the  funds  in  an  investment  category  receive  5  stars 
Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  i«  GO4730 


Vanguard   tends   to   attract  tj 
believers — you  probably  wouldn' j 
shopping  here  if  you  didn't  krl 
something  about  expense  ratios,  it 
the  other  fund  giants  can  fight  b 
Responding  to  price  competition  fi 
Vanguard,  Fidelity  has  created  a  Sf 
tan  line  of  funds  with  expense  fll 
about  half  the  Fidelity  norm.  The 
is  that  in  passive  money  managem 
Vanguard  has  popularized  a  style  t 
others  can  easily  replicate.  Above 
desk  of  index  fund  portfolio  manaj 
George  (Gus)  Sauter  hangs  a  poste  if  j 
his  face  morphing  into  a  monkey's  l  i 
appreciative  gift  from  the  bond  gro« 
which,  given  its  own  indexed  <jl 
semi-indexed    strategy,    could   | 
thought   of  as  just   slightly   m'f 
evolved  along  the  primate  scale. 

An  index  fund  from  any  other  fi  i 
vendor  will  suffice  for  an  invest; 
assuming  the  vendor  has  enouj 
scale  and  processing  competency} 
run  one  efficiently  and  is  willing;! 
pass  the  cost  savings  along.  To  attn] 
business  from  corporate  spons  l 
with  fat  401  (k)  plans,  Fidelity  oft) 
a  loss  leader  S&P  index  fund  at  a  cJ 
often  basis  points,  just  over  half  i! 
rate  on  the  Vanguard  fund.  Fidekj 
and  a  handful  of  other  fund  vend 4 
are  in  a  position  to  capture  most 
all  of  Vanguard's  operational  efficit 
cies.  "I  always  said  there  w* 
economies  of  scale  that  could 
applied  to  the  rest  of  the  industr 
says  Bogle.  "But  I  didn't  say  the 
were  more  that  could  be  applied 
Vanguard.  Economies  of  scale 
cease.  I  think  we're  close." 

But  could  the  competing  fund  v< 
dors  eliminate  their  marketi 
expenses?  Probably  not — they  do 
have  that  religious  aura  to  trade  ( 
Bogle  figures  his  company  has  a  ] 
basis-point  advantage  here.  Mc 
important:  All  the  other  fund  giai 
that  sell  primarily  to  the  gene 
public  are  for-profit  companies.  I 
they  prepared  to  sacrifice  their  ent 
profit  margin — Bogle  figures  he  1 
40  basis  points  of  advantage  here— 
win  back  the  Vanguard  conver 
Almost  certainly  not. 

Vanguard  wins  because  it  haj 
very  simple  message  to  sell.  It  is  lik 
to  keep  winning  because  that  sim| 
message  is  hard  to  imitate.  I 
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FUND  SURVEY 


=und  shopping  made  simple 


v  Eric  S.  Hardv 


*HE  BABY  bear  market 
'  the  summer  of  1998 
'as  followed  by  a 
'  urth-quarter  bull 
umpede.    The    S&P 

)0  finished  1998  with 
:tota!  return  of  29%, 
'arking  the  eighth 
bnsecutive  calendar 
'ar  of  positive  perfor- 

ance.  Chances  are 
'  at  the  next  correction 

on't     be     as     kind, 

:ntle  or  short. 

•  Concerned  about 
kierving  capital  in  the 
Ext  bear  market?  If  so, 
Ink  for  mutual  funds 
fat  fared  well  in  previous  downturns, 
fhe  FORBES  fund-rating  system — 
•hich  rates  funds  separately  in  up  and 
bwn  markets — simplifies  this  search. 
|  Although  a  handful  of  funds — 
inus  Twenty  Fund,  Longleaf  Fart- 
ers Fund  and  Fidelity  Growth  & 
licome  being  examples — score  well 

♦  both  bull  and  bear  markets,  most 
Iccel  in  only  one  environment.  If 
l)u  are  aiming  for  the  highest  possi- 
l.c  bull  market  return,  you  should 
leer  clear  of  funds  such  as  Scudder 
Irowth  &  Income,  which  FORBES 
Ites  only  C  in  up  markets.  In  a 
bwn  market,  however,  this  fund  is 
Ited  A,  and  is  likely  to  fare  better 
nan  most  of  its  peers. 

I  U.S.  stock  funds  are  graded 
tariast  their  peers  over  four  up  and 


down  markets  displayed  in  the  graph 
below.  Funds  around  for  only  three 
cycles  are  graded  against  others  of 
that  vintage;  those  newer  than  that 
aren't  graded  and  won't  be  found  in 
the  tables  that  follow.  Balanced,  for- 
eign, international  and  junk  bond 
funds  are  rated  in  similar  fashion 
against  differing  benchmarks,  and  are 
listed  in  the  Best  Buy  tables  begin- 
ning on  page  124. 

Costs  matter  a  lot  in  intelligent 
fund  selection  and  are  an  important 
component  of  the  Best  Buy  selec- 
tions. Contrary  to  popular  belief, 
costs  matter  as  much  in  raging  bull 
markets,  such  as  we  have  had,  as  they 
do  in  bear  markets.  If  you  lose  1%  of 
your  pot  of  money  one  year  to  an 
excessive  fund  expense  burden,  then 


this  pot  will  be  1% 
smaller  when  you 
retire,  and  it  matters 
not  a  whit  whether  the 
costly  year  came  when 
the  stock  market  was 
going  up  or  when  it 
was  going  down. 

And  what  if  you  are 
inattentive  to  costs 
year  in  and  year  out? 
Then  the  damage  is 
staggering.  With  a 
very  conservative  set 
of  assumptions  on 
what  you  have  in  your 
401(k)  plan  and  what 
you  add  to  it,  a  con- 
tinuing 1%  cost  differential  can  easily 
translate  into  a  $100,000  shrinkage 
at  retirement.  Try  out  your  own 
assumptions  in  the  calculator  at 
www.forbes.com/tool/toolbox/calc/ 
fundcalc.asp. 

The  main  tables  in  this  issue,  begin- 
ning on  page  130,  cover  domestic 
and  international  stock  funds.  For 
performance  and  other  data  on  fixed- 
income  funds  and  stock  funds  too 
new  to  be  graded,  turn  to  Forbes 
Digital  Tool  Mutual  Fund  Center, 
www.forbes.com/funds. 

The  Web  site  has  information  on 
fund  minimums  and  sales  commis- 
sions, and  also  allows  you  to  screen 
for  funds  according  to  investment 
objective,  cost,  performance  and 
other  features.  ■■ 


Rising  markets 


Declining  markets 


11/30/87  to 
5/31/90 


400 


8/31/87  to 
11/30/87 


Ratio  scale  (8/31/87 


200 


-30% 

arbes  ■  February  8,  1999 


10/31/90  to 
2/18/97 

5/31/90  to 
10/31/90 

The  Standard  &  Poor's  500  price  index, 
scaled  so  that  Aug.  31,  1987  is  100,  shows 
the  market  cycles  against  which  Forbes 
measures  U.S.  stock  fund  performance. 


4/11/97      8/31/98 

to  to 

6/30/98     12/31/98 


2/18/97  to 
4/11/97 


6/30/98  to 
8/31/98 
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{After  32  yeanB 


In  the  Quest  for  High  Performance,  Si 


By  John  Cafa  I  ( 


If  you're  an  automotive  designer,  there  isn't  a 
more  challenging  or,  ultimately,  a  more  reward- 
ing assignment  than  to  be  given  the  opportunity 


_ 

w\b£i 

*** 

^^^*"                    i^ wmm                                             ~m — __ 

The  new  lighter,  stiffer  hardtop  takes  Corvette 
performance  capabilities  to  the  ultimate  degree. 


to  create  the  next  Corvette*  It's  not  something 
we  take  lightly.  Great  automotive  design  and 
Corvette  have  gone  together  since  the  very  first 
one  in  1953.  It's  about  heritage,  passion,  tradition 


and  the  future,  all  at  once.  And  the  fact  that- any 
new  Corvette  design  must  speak  loudly  of  the 
performance  potential  that  lies  underneath  the 
skin.  The  new  Corvette  hardtop  would  certainly 
have  to  measure  up  to  some  pretty  lofty  standards. 

Our  Future  Must  Start  With  Our  Past.  Our  past 
is  really  important  to  the  Corvette  Design 
Team.  Each  and  every  day,  we  live  and 
breathe  Corvette  history.  Legends  like  the 
Corvette  SS.  The  original  Sting  Ray.  The  '63 
Coupe.  The  Mako  Shark.  It's  all  there  for  us  to 
see  whenever  we  turn  a  corner  in  the  halls  of 
our  design  studios.  From  memorable  street 
cars  and  significant  race  cars  to  forward-looking 
concept  cars  and  design  studies,  we  feel  the 


{  Detailed  aerodynamics:  Like  all  Corvette  mod  I 

presence  of  every  Corvette  that  e  4 
before.  Which  is  exactly  why  it's  sucl 
to  have  the  opportunity  to  design  t| 
Because  as  designers,  we  don't  ju'l 
new  Corvette,  we  get  a  chance  to  m 


l-)p  Corvette  is  back.} 

res  You  Have  to  Get  Back  to  the  Basics 

c  er,  Corvette 


■  is  designed  to  manage  air  flow  and  reduce  drag. 


/>  the  Essence  of  Corvette. 
Ma  of  the  competition  Grand  Sport,  a 
-■configuration  has  always  meant  the 
■erformance  Corvette,  and  the  new 
m  no  exception.  To  accentuate  the 


purity  of  the  shape,  we  created  a  minimal  "green- 
house," getting  back  to  the  functional  simplicity 
of  all  sports  cars.  By  doing  this,  we  enhanced  the 
taut,  muscular  fenders,  elegant  wheel  openings 
and  aggressive  wheels.  We  feel  the  look  empha- 
sizes the  true  spirit  of  the  car.  The  net  impact  we 
were  going  for  is  one  of  no-nonsense  power  and 
pure  performance;  in  other  words,  the  very 
essence  of  what  Corvette  is  all  about. 

For  Purists,  It's  the  Ultimate  Corvette.  We  didn't 
want  this  Corvette  to  lack  for  anything.  After  all, 
this  was  the  first  fixed-roof  Corvette  in  32  years, 
so  it  had  to  have  all  the  performance  ingredients 
that  make  the  new  convertible  and  coupe  so 
special  to  begin  with.  The  Corvette  Design  Team 
went  to  work  from  there.  Starting  with  its 
lighter-weight  structure  consisting  of  a  strong 
perimeter  frame  combined  with  a  center  back- 
bone (the  C5  was  already  over  four  times  stiffer 
than  the  previous  generation),  the  new  hardtop 
configuration  is  even  more  rigid  for  enhanced 
road  "feel"  and  overall  solidity.  From  there,  this 
new  Corvette  gets  all  the  right  stuff:  all-aluminum 
5.7-liter  V8  with  sequential-port  fuel-injection,  345 
horsepower  at  5600  rpm,  350  lb.-ft.  of  torque  at 
4400  rpm  and  electronic  "drive-by-wire"  throttle 
control.  Close-ratio  six-speed,  rear-mounted 
manual  transmission.  Limited  slip  differential. 
Speed -sensitive,  variable-effort,  rack-and-pinion 
power  steering.  Huge  4-wheel,  ventilated  power 
disc  brakes.  17"x  8.5"  aluminum  wheels  in  the 
front,  18"x  9.5"  in  the  rear  with  Goodyear  Eagle  Fl 
GS  high-performance,  extended-mobility  tires. 
Lightweight  aluminum  suspension  pieces  and 


standard  Z51  Performance  Handling  Package 
(which  includes  stiffer  springs,  larger  stabilizers 
and  larger  mono  tube  shocks).  In  short,  there's 
enough  performance  hardware  here  to  please 


(The  rear-mounted  transmission  in  Corvette  contributes  to  the  1 
excellent  weight  distribution  and  responsive  performance.  J 

even  the  most  hard-core  enthusiasts.  And 
that's  what  it's  all  about,  really.  Performance 
for  performance  sake.  For  purists,  it  is  easy  to 
see  why  the  hardtop  is  the  ultimate  Corvette. 

Work?  It's  a  Labor  of  Love.  To  say  everyone  here 
on  the  Corvette  Design  Team  loves  these  cars  is 
an  understatement.  We  drive  them.  We  collect 
them.  We  even  race  them.  We're  Corvette 
enthusiasts  through  and  through.  That's  why 
we  love  the  new  hardtop.  It  represents  every- 
thing Corvette  stands  for:  Power.  Passion. 
Advanced  Technology.  Performance.  And  The 
Future.  Drive  one  and  you'll  see  what  we  mean. 


Call  1-800-950-2438 
or  visit  www.chevrolet.com. 


©1998  GM  Corp.  Buckle  up,  America!  ■ 


BEST  BUYS        TOCK  FUNDS 

Market 

FUND/800  phone  number 

5-year 

Total 

Assets 

Weighted 

Median 

Annual 

Minimi 

Performance 

annualized 

return 

11/30/98 

average 

market 

expenses 

initial] 

B 

rwjn 

total 
return 

7/31/98 
to  8/31/98 

($mil) 

P/E 

cap 

($bil) 

per $100 

investm  j  i 

U.S.  STOCK 

B 

B 

Vanguard  US  Growth/835-1510 

26.2% 

-14.1% 

$7,922 

41.9 

$86.5 

$0.43 

$3,00  M 

■  C 

■  B 

Vanguard  Equity  Income/835-1510 

19.6 

-9.8 

2,023 

19.4 

24.4 

0.42 

3,00  ■ 

A 

A 

Fidelity  Growth  &  Income/544-8888 

22.7 

-13.6 

35,486 

30.7 

47.2 

0.73 

2,50-H 

C 

B 

Fidelity  Fund/544-8888 

23.1 

-15.0 

'■  6,336 

20.6 

41.9 

0.62 

2,50'fl 

C 

A 

T  Rowe  Price  Equity  Income/638-5660 

18.8 

-9.7 

12,325 

19.8 

14.4 

0.81 

2,50hfl 

B 

C 

Vanguard  Growth  &  Income/835-1510 

22.8 

-15.1 

2,077 

19.3 

26.8 

0.38 

3,00i| 

B 

B 

Vanguard  Windsor  11/835-1510 

21.3 

-14.2 

23,545 

16.9 

24.7 

0.39 

3,00ll 

A 

C 

Vanguard  Primecap  Fund/835-1510 

25.1 

-15.7 

8,064 

24.6 

11.1 

0.59 

3,00(1 

B 

B 

Dreyfus  Appreciation  Fund/645-6561 

24.6 

-14.0 

1,930 

21.6 

82.4 

0.91 

2,501  ■ 

A 

C 

Safeco  Equity  Fund/426-6730 

21.7 

-12.9 

1,463 

18.3 

64.3 

0.79 

1,00(1 

A 

B 

Janus  Twenty  Fund/525-8983 

29.6 

-15.1 

5,943 

23.5 

79.4 

0.93 

2.50(H 

A 

C 

Mairs  &  Power  Growth  Fund/304-7404 

22.9 

-14.6 

398 

20.0 

5.8 

0.89 

2.50(11 

U.S.  BALANCED 

A 

C 

Vanguard  Asset  Allocation/835-1510 

19.6 

-8.8 

3,984 

21.4 

55.2 

0.47 

3,00(1 

B 

C 

Vanguard  Balanced  Index/835-1510 

15.8 

-8.5 

1,211 

20.7 

23.9 

0.20 

3,00(1 

C 

A 

Columbia  Balanced  Fund/547-1707 

14.8 

-7.5 

811 

21.3 

50.0 

0.66 

1.00(1 

B 

A 

Pax  World  Fund/767-1729 

17.9 

-5.9 

608 

22.3 

21.3 

0.89 

251  J 

A 

C 

Vanguard  Wellington  Fund/835-1510 

16.3 

-7.7 

21,340 

NA 

20.9 

0.31 

3.00(1 

A 

B 

Preferred  Asset  Allocation/662-4769 

18.0 

-4.8 

138 

21.4 

51.4 

0.99 

1,00(1 

D 

A 

Vanguard  Wellesley  Income/835-1510 

12.6 

-2.4 

7,616 

NA 

18.7 

0.31 

3.00C 

B 

B 

Fidelity  Puritan  Fund/544-8888 

15.2 

-9.8 

22,378 

19.8 

56.1 

0.67 

2.50C 

B 

B 

JP  Morgan  Diversified/521-5411 

15.1 

-8.7 

98 

NA 

37.8 

0.98 

2.50C 

B 

C 

BT  Investment— Lifecycle  Long  Range/730-1313 

15.5 

-8.0 

111 

21.2 

44.6 

1.00 

2,5001 

FOREIGN  STOCK 

A 

■  B 

Vanguard  European  Stock  Index/835-1510 

19.3 

-12.5 

2,340 

28.0 

29.2 

0.35 

3,000: 

B 

■  B 

T  Rowe  Price  European  Stock/638-5660 

18.6 

-11.6 

999 

28.1 

24.5 

1.12 

2,500' 

A 

■  D 

Growth  Fund  of  Spain/621-1048 

24.0 

-14.9 

387' 

NA 

NA 

1.25 

1,000 

B 

C 

Invesco  Intl— European/525-8085 

18.1 

-14.8 

322 

36.9 

11.8 

1.36 

1,000 

t'C 

■  A 

59  Wall  Street-European/625-5759 

13.8 

-14.6 

153 

28.4 

33.7 

1.33 

100,000 

B 

D 

Vanguard  International  Growth/835-1510 

10.1 

-13.2 

6,843 

28.1 

23.1 

0.57 

3,000 

C 

B 

Scudder  International  Fund-I  Shares/225-2470 

9.8 

-13.0 

2,633 

30.2 

16.8 

1.15 

2,500 

■  C 

■  A 

Hotchkis  &  Wiley-lnternational/236-4479 

9.0 

-14.1 

1,026 

17.0 

7.8 

1.00 

10,000 

B 

C 

Fidelity  Overseas  Fund/544-8888 

9.3 

-18.0 

3,684 

23.5 

15.4 

1.14 

2.500 

C 

B 

T  Rowe  Price  International  Stock/638-5660 

8.9 

-12.9 

9,843 

28.2 

17.5 

0.88 

2.500 

GLOBAL  STOCK 

A 

B 

Janus  Worldwide  Fund/525-8983 

19.3 

-14.3 

10,366 

NA 

23.2 

1.02 

2,500 

A 

B 

New  Perspective  Fund/421-4120 

16.5 

-14.1 

16,096 

NA 

27.2 

0.82 

250 1 

D 

A 

USAA  Invest-Cornerstone  Strategy/382-8722 

10.3 

-10.4 

1,399 

3.6 

4.2 

1.06 

3.000 

A 

B 

Gabelli  Global  Telecommunications/422-3554 

16.7 

-15.6 

114 

NA 

8.5 

1.72 

1,000 

c 

A 

Tweedy,  Browne  Global  Value/432-4789 

13.6 

-13.4 

1,932 

NA 

2.5 

1.58 

2.500 

B 

A 

Capital  World  Growth  &  Income/421-4120 

15.4 

-12.9 

7,207 

NA 

9.7 

0.85 

1,000 

C 

A 

Merrill  Lynch  Global  Utility-D/637-3863 

14.4 

-8.0 

353 

9.6 

13.6 

1.07 

1,000 

: 

B 

Scudder  Global  Fund/225-2470 

11.6 

-12.7 

1,554 

NA 

11.9 

1.37 

2.500 

A 

Fremont  Global  Fund/548-4539 

9.5 

-11.2 

664 

15.0 

15.8 

0.87 

2.000 

B 

C 

USAA  Invest-World  Growth/382-8722 

11.0 

-17.0 

319 

NA 

11.9 

1.20 

3,000 

INDEX 

■ 

B 

Vanguard  500  Index/835-1510 

24.0 

-14.5 

48,265 

21.6 

54.1 

0.20 

3,000 

■  B 

■  B 

T  Rowe  Price  Equity  Index  500/638-5660 

23.7 

-14.5 

1,834 

21.4 

53.9 

0.40 

2,500 

■  B 

■  B 

Spartan  Market  Index/544-8888 

23.7 

-14.5 

3,698 

21.4 

49.3 

0.44 

10,000 

■  B 

■  B 

Dreyfus  S8.P  500  Index/645-6561 

23.4 

-14.5 

1,368 

21.4 

54.9 

0.57 

2,500 

Five-year  return  12/31/93  through  12/31/98.  ■  Fund  rated  for  three  periods  only; 

maximum  allowable  grade  A.  NA  Not  applicable 

or  not  available 

.  'As  of  October  1998. 

Sources:  Forbes:  Upper,  Inc.:  Morningstar.  Inc. 
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You  can  be  young 
without  money, 
»ut  you  can't  be  old 
vdthout  it." 

-  Tennessee  Williams 

est  as  little  as  $100  a  month  through  Easy  Invest.™ 

1  \ou're  >oung,  it  can  be  hard  to  even  imagine  retirement,  much  less  save  for  it.  But  with  our  Easylnvest™ 
bam,  it  really  is  easy  to  plan  for  retirement.  You  can  invest  in  one  of  our  mutual  funds  for  as  little  as  $100 
onth.  And  the  money's  deducted  automatically  from  your  checking  account.  It's  pretty  close  to  painless. 

m  more,  call  one  of  our  Financial  Advisors.  They'll  do  a  personalized  analysis  of  your  financial  situation. 
i  they'll  show  you  which  funds  can  help  you  meet  your  individual  goals. 

Morgan  Stanley  Dean  Witter  Family  of  Funds 
1  see  THE  OEAN  /  www.oeanwitter.com/funds 


MORGAN  STANLEY  DEAN  WITTER 

Measuring  success  one  investor  at  a  timeSM 


Drour  free  brochure  and  a  prospectus,  which  contains  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectus  carefully  before  you 
t  or  send  money. 

'nvest*1  is  a  free  service  that  allows  you  to  invest  automatically  from  $100  to  $5,000,  semimonthly,  monthly  or  quarterly,  on  days  you  designate.  The 
:y  is  transferred  from  your  checking  or  savings  account  into  your  existing  Morgan  Stanley  Dean  Witter  mutual  fund  account.  For  most  of  our  funds,  a 
iccount  can  be  opened  through  Easylnvest  with  a  minimum  initial  investment  of  $100.  However,  your  investment  schedule  must  result  in  investments 
ng  at  least  $1,000  in  the  first  12  months.  Of  course,  systematic  investment  plans,  like  Easylnvest,  cannot  assure  a  profit  or  protect  against  a  loss  in 
ling  markets. 

an  Stanley  Dean  Witter  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  Services  are  offered  through  Dean  Witter  Reynolds  Inc.,  member  SIPC. 

98  Morgan  Stanley  Dean  Witter  Distributors  Inc.  Member  SIPC. 


BEST  BUYS 

r—  i  j  »  j  r 

Market 

FUND/800  phone  number 

5-year 
annualized 

SEC 

Assets 

-Weighted  average- 

Annual 

Minimi 

Performance 

yield 

11/30/98 

maturity 

duration 

expenses 

inifrfl 

ESI 

MW/fl 

total 

($mil) 

years 

per $100 

invesbil 

El 

o 

return 

TAXABLE-U.S.  TREASURY 

A 

D 

Vanguard  Admiral  L-T  Treasury/835-1510 

9.8% 

6.1% 

$290 

18.5 

10.5 

$0.15 

$50,ol 

A 

D 

Vanguard  Admiral  l-T  Treasury/835-1510 

7.3 

5.9 

814 

6.6 

5.4 

0.15 

50,ol 

A 

D 

Vanguard  Long-Term  Treasury/835-1510 

9.0 

6.0 

989 

18.5 

10.5 

0.25 

3,0| 

D 

B 

Vanguard  Admiral  S-T  Treasury/835-1510 

6.0 

5.7 

"■     729 

2.8 

2.2 

0.15 

50,0 1 

TAXABLE-GINNIE  MAE 

C 

B 

Vanguard  GNMA  Fund/835-1510 

7.4 

7.0 

8,534 

5.6 

4.2 

0.27 

3,ol 

C 

C 

USAA  Invest-GNMA  Trust/382-8722 

7.3 

6.7 

341 

9.5 

6.1 

0.30 

3.0 1 

C 

C 

Spartan  Ginnie  Mae/544-8888 

6.9 

6.8 

575 

5.5 

1.6 

0.51 

10,0-1 

C 

B 

Amer  Century-Benham  GNMA-lnv/345-2021 

6.8 

6.5 

1,225 

NA 

1.5 

0.55 

2,5*1 

TAXABLE-JUNK 

B 

B 

Northeast  Investors  Trust/225-6704 

10.3 

8.2 

2,129 

8.0 

NA 

0.69 

1.0)1 

A 

D 

Vanguard  High  Yield  Corp/835-1510 

8.7 

8.4 

4,452 

NA 

4.8 

0.29 

3,0(1 

B 

A 

Fidelity  High  Income/544-8888 

10.8 

8.3 

2,431 

8.4 

NA 

0.80 

2,5ll 

A+ 

F 

Nicholas  income  Fund/227-5987 

8.2 

NA 

249 

7.1 

NA 

0.55 

51  § 

TAXABLE-SHORT-TERM 

D 

B 

Vanguard  Short-Term  Corp/835-1510 

6.1 

6.0 

4,608 

2.6 

2.2 

0.25 

3,01 

D 

A+ 

Harbor  Short  Duration/422-1050 

5.8 

5.4 

159 

4.4 

1.0 

0.33 

2,01  1 

D 

A 

USAA  Short-Term  Bond/382-8722 

5.9 

6.0 

144 

2.7 

2.3 

0.50 

3,0( 

D 

A 

Hotchkis  &  Wiley-Low  Duration/236-4479 

7.4 

6.5 

188 

3.1 

1.9 

0.58 

10.01 

TAXABLE-MEDIUM-TERM 

B 

C 

Vanguard  Bond  Market  Index/835-1510 

7.2 

6.4 

4,838 

7.9 

4.4 

0.20 

3.0C 

B 

C 

Standish  Fixed  Income/729-0066 

6.5 

6.6 

3,217 

9.9 

5.5 

0.38 

lOO.OCJ 

A 

D 

USAA  Mutual-lncome/382-8722 

7.6 

6.4 

1,707 

9.3 

NA 

0.39 

3.0C 

B 

C 

Dodge  &  Cox  Income  Fund/621-3979 

7.5 

NA 

693 

9.7 

4.0 

0.50 

2,5C| 

TAXABLE-LONG-TERM 

A 

D 

Vanguard  Intermediate-Term  Corp/835-1510 

7.1 

6.4 

830 

15.1 

5.3 

0.25 

3.0C  1 

C 

B 

T  Rowe  Price  Spectrum-lncome/638-5660 

8.5 

6.1 

1,887 

11.5 

5.4 

0.53 

2.5C  I 

B 

D 

Excelsior-lntermed-Term  Managed  lnc/446-1012 

6.6 

5.6 

89 

10.4 

NA 

0.63 

50  J 

B 

C 

JP  Morgan  Bond  Fund/521-5411 

6.7 

6.4 

170 

12.1 

5.2 

0.66 

2,501 

MUNICIPAL-SHORT-TERM 

F 

A+ 

Vanguard  Limited  Term  Tax-Exempt/835-1510 

4.6 

4.1 

1,979 

3.3 

2.9 

0.19 

3,00 

F 

A+ 

Vanguard  Short-Term  Tax-Exempt/835-1510 

3.9 

3.8 

1,489 

1.2 

1.1 

0.19 

3.00  J 

F 

A+ 

USAATax-Exempt-Short-Term/382-8722 

4.8 

4.1 

878 

2.8 

2.3 

0.41 

3.00 1 

D 

A 

Spartan  Short-lntermed  Muni  Income/544-8888 

4.4 

5.5 

713 

3.2 

2.7 

0.55 

10.00 1 

MUNICIPAL-MEDIUM-TERM 

C 

B 

USAATax-Exempt-lntermediate/382-8722 

6.1 

4.7 

1,902 

9.0 

5.4 

0.37 

3,00 1 

D 

A 

Vanguard  Intermediate-Term  Tax-Ex/835-1510 

5.6 

4.4 

6,793 

6.6 

5.7 

0.19 

3,00 1 

D 

A 

Excelsior  Tax-Ex-lntermed/446-1012 

5.6 

4.0 

251 

8.0 

NA 

0.58 

50 

C 

B 

Spartan  Intermediate  Muni  Income/544-8888 

5.5 

4.5 

900 

8.6 

5.3 

0.56 

10,00 1 

MUNICIPAL-LONG-TERM 

A 

C 

Vanguard  High  Yield  Tax-Exempt/835-1510 

6.4 

4.9 

2,266 

12.2 

7.3 

0.19 

3,00 

A 

D 

Vanguard  Long-Term  Tax-Exempt/835-1510 

6.2 

4.8 

1,260 

10.7 

7.2 

0.19 

3,00 

A 

D 

Vanguard  Insured  Long-Term  Tax-Ex/835-1510 

6.1 

4.8 

2.052 

12.4 

7.3 

0.19 

3,00  1 

A 

C 

USAATax-Exempt-Long-Term/382-8722 

5.9 

4.9 

1,995 

16.6 

6.3 

0.37 

3,00 

MUNICIPAL-ONE-STATE 

A 

D 

Vanguard  Calif  Insured  L-T  Tax-Ex/835-1510 

6.4 

4.8 

1,198 

11.0 

7.7 

0.19 

3.00i 

B 

D 

Spartan  Massachusetts  Muni  lnc/544-8888 

5.8 

4.3 

1,187 

13.5 

6.6 

0.56 

10,001 

B 

D 

Vanguard  NJ  Insured  L-T  Tax-Ex/835-1510 

5.8 

4.7 

937 

7.9 

6.0 

0.20 

3,00i 

B 

C 

Vanguard  NY  Insured  L-T  Tax-Exempt/835-1510 

6.0 

4.7 

1,130 

9.4 

6.5 

0.20 

3,001 

B 

C 

Vanguard  Penn  Insured  L-T  Tax-Ex/835-1510 

5.9 

4.8 

1,741 

9.0 

6.3 

0.19 

3,001 

Five-year  return  12/31/93  through  12/31/98  NA.  Not  applicable  or  not  available. 

Sources:  Forbes,-  Upper,  Inc.;  Morningstar,  Ax 
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It's  tax  time,  friend.  You're  looking  for  a  nice,  tax- deferred  place  to  stash  some  cash.  *■  Short-term  need, 
long-term  investment:  you're  looking  at  stock  funds.  ►  Go  for  a  Janus  fund.  Put  your  money  in  the  hands 
of  the  people  who  wrote  the  book  on  stock-picking.  ►  So  make  a  smart  pick  yourself.  Happy  stashing. 

Can  you  dodge  the  tax  man  by  April  15?   How  fast  can  you  call  Janus? 


s. 


800-223-5993 


www.janus.com 


Pasl  performance  does  nol  guarantee  future  results.  Call  for  a  prospectus  containing  more  complete  information  including 
expenses.  Please  read  it  carefully  before  you  invest  or  send  money.  Janus  Distributors.  Inc.  Member  NASD.   FORB  415 


When  you  invest  with  Federated,  you  invest  in  a  world-class  company  with  a  commitment  tc  t 
A  company  whose  43  years  of  experience  as  an  industry  leader  is  matched  only  by  the  i  m 
average  of  its  por; folio  managers.  A  company  that  helped  pioneer  the  trillion  dollar  mutual  mm. 
and  today  brings  its  expertise  to  work  for  countless  banks,  brokerage  firms  and  institutional  cliei 
which  means  your  clients  will  be  in  good  company  when  they  invest  in  a  world-class  company. 


THERE  ARE  A  LOT  OF  WAYS  TO  DEFINE  "WORLD  CLASS." 


OUR  DEFINITION  READS:  "$110  BILLION  UNDER  MANAGEMENT," 


INTERNATIONAL  PRESENCE,"  "OUTSTANDING  SERVICE," 


"43  YEARS  OF  EXPERIENCE." 


Federa 

World-Class  Investment  Manager 

m 

(800)  341-7400,  www.federatedinvestors.com 


FUND  SURVEY! 


Stock  funds 


OUR  STOCK  FUND  RATINGS  exclude  funds  with  less  than 
$50  million  in  assets  and  those  that  lack  enough  history 
to  be  rated  for  both  up  and  down  markets.  The  start  of 
the  four  market  cycles  for  rating  funds  begins  in  August 
1987.  We  rate  newer  funds  if  they  have  at  least  three 
market  cycles  of  history  (grades  of  such  funds  are  marked 
with  a  bullet). 

That  means  you  won't  find  any  funds  less  than  eight 
years  old  here.  We  also  exclude  U.S.  stock  funds 
whose  annual  expenses  exceed  1.5%  of  assets.  There 
are  thousands  of  funds  to  pick  from.  Why  even  think 
about  one  that  charges  more  than  enough  to  wipe  out 
your  dividends? 


The  aftertax  return  column  assumes  the  federal  ina 
tax  liability  for  an  upper-middle-income  investor  ^ 
owned  the  fund  for  five  years  and  still  owns  it.  The^l 
no  allowance  for  state  income  taxes,  nor  for  the  long-t  to 
capital  gain  tax  (or  loss  deduction)  that  would  come  job 
play  if  this  hypothetical  investor  sold  the  fund  share  it 
the  end.  People  investing  in  a  tax-deferred  account  sn 
as  a  401(k)  need  not,  of  course,  concern  themselves  \  hi 
the  aftertax  return. 

Foreign  stock  funds  are  tabulated  on  pages  152  d 
154.  Bond  funds  are  covered  in  our  summer  funds  i{< 
(Aug.  24, 1998  and  Aug.  23,  1999)  and  on  our  Web  J 
www.  for  bes .  com/funds . 


Mar 
Perfor 

H 

c 

ket 
nance 

■  B 

FUND/phone  number 

ANNUALIZED  TOTAL  RETURN 

8/31/87 

to               r—  5-year— i 
12/31/98       Pretax       Aftertax 

Assets 

11/30/98 

($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annus 
expens 
per  $1  i 

Standard  &  Poor's  500  stock  average 

15.5% 

24.0% 

Forbes  stock  fund  composite 

13.1% 

17.3% 

22.3 

$18.3 

S1.0 

AAL  Capital  Growth  Fund-A/800-553-6319 

* 

22.0% 

20.4% 

$2,306 

31.5 

$42.4 

4.00% 

$1.0 

B 

D 

AARP  Growth-Capital  Growth/800-225-2470 

13.8% 

18.8 

16.5 

1,202 

20.1 

38.3 

none 

0.9' 

C 

A 

AARP  Growth-Growth  &  Income/800-225-2470 

13.2 

18.1 

15.2 

6,604 

15.4 

18.5 

none 

0.6 

A 

D 

Acorn  Fund/800-922-6769 

14.0 

12.7 

10.1 

3,619 

4.6 

1.4 

none 

0.5 

D 

B 

Advantus  Horizon  Fund-A/800-665-6005 

13.6 

21.0 

17.5 

55 

25.7 

47.7 

5.00 

1.4 

C 

B 

AIM  Advisor-Large  Cap  Value-A/800-347- 1919 

12.9 

18.7 

16.5 

171 

22.8 

16.5 

5.50 

1.41 

C 

A 

AIM  Blue  Chip-A/800-347-1919 

14.7 

24.1 

22.1 

828 

24.1 

30.0 

5.50 

1.21 

A+ 

F 

AIM  Equity-Aggressive  Growth/800-347-1919 

15.8 

17.4 

16.6 

3,695 

27.3 

0.8 

t 

1.1. 

A 

A 

AIM  Equity-Charter-A/800-347-1919 

14.5 

19.7 

17.0 

4,620 

20.5 

50.3 

5.50 

l.i: 

D 

AIM  Equity-Constellation-A/800-347-1919 

15.5 

16.5 

15.1 

14,162 

27.6 

4.1 

5.50 

i.i' 

C 

C 

AIMEquity-Weingarten-A/800-347-1919 

14.7 

21.5 

17.5 

6,402 

18.8 

16.5 

5.50 

1.15 

■  C 

■  D 

AIM  Mid  Cap  Equity-A/800-347-1919 

— * 

12.4 

9.4 

515 

12.8 

2.3 

5.50 

1.41 

D 

D 

AIM  Select  Growth-A/800-347-1919 

11.2 

18.2 

16.2 

625 

35.3 

9.6 

5.50 

l.H 

B 

C 

AIM  Summit  Fund/800-347-1919 

14.5 

21.3 

18.7 

1,656 

25.0 

9.1 

** 

0.7( 

A 

C 

AIM  Value  Fund-A/800-347-1919 

18.3 

21.3 

19.2 

13,444 

16.0 

23.5 

5.50 

1.11 

B 

C 

Alger  Fund-Growth-A/800-992-3863 

16.3 

21.7 

19.5 

364 

41.6 

39.4 

4.75 

1.3( 

B 

■  D 

Alger  Fund-Small  Capitalization-A/800-992-3863 

— * 

8.6 

7.3 

573 

32.1 

1.8 

4.75 

1.3J 

B 

D 

Alliance  Fund-A/800-221-5672 

12.4 

15.4 

10.3 

1,301 

19.7 

3.5 

4.25 

1.04 

C 

B 

Alliance  Growth  &  lncome-A/800-221-5672 

13.4 

20.7 

16.8 

1,409 

18.4 

15.3 

4.25 

0.9/ 

C 

C 

Amcap  Fund/800-421-4120 

13.8 

20.0 

16.0 

4,373 

21.4 

19.4 

5.75 

0.6? 

A+ 

F 

Amer  Century-20th  Giftrust/800-345-2021 

13.7 

7.4 

6.1 

972 

22.3 

1.2 

none 

0.98 

C 

C 

Amer  Century-20th  Growth-l/800-345-2021 

13.4 

19.2 

14.8 

5,172 

20.6 

46.2 

none 

1.0C 

c 

■  D 

Amer  Century-20th  Heritage-l/800-345-2021 

— * 

10.3 

7.8 

1,312 

22.5 

3.1 

none 

0.99 

D 

B 

Amer  Century-20th  Select-l/800-345-2021 

12.7 

19.3 

14.8 

4,955 

23.2 

74.7 

none 

100 

A 

D 

Amer  Century-20th  Ultra-l/800-345-2021 

18.8 

20.1 

17.1 

22,205 

28.0 

64.3 

none 

1.00 

B 

F 

Amer  Century-20th  Vista-l/800-345-2021 

7.4 

5.2 

3.9 

1,749 

30.6 

2.7 

none 

0.99 

Five-year  return  12/31/93  through  12/31/98   "Fund  rated  for  three  periods  only,  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  ford 
period.  tClosed  to  new  investors.  "Available  only  through  monthly  contractual  plan.  NA:  Not  available. 

Sources:  Forbes;  Upper.  Inc.,  Morningstar,  li 
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"With  all  my  job  changing, 

I  should  consolidate  my  retirement 
savings  at  Fidelity."  -  Don  Rickles 


Call  to  roll  over  your  eligible  401  (k),  403(b)  or  pension  savings  with  Fidelity  Rollover  Express!' 


If  you've  changed  jobs,  Fidelity  can  make  it  easy 
to  roll  over  your  eligible  retirement  savings  to  a 
Fidelity  Rollover  IRA.  Consolidating  your  money 
at  Fidelity  helps  make  it  easy  to  manage.  You  also  gain 
access  to  our  money  management  expenence  and  van- 
ety  of  mutual  funds,  stocks,  bonds,  and  annuities,  so 


Fidelity 

ROLLOVER 
Express 


you  can  develop  a  strategy  to  match  your  needs.  All 
it  takes  is  a  phone  call  to  get  started,  and  our  Rollover 
Specialists  will  help  you  find  an  investment  strategy 
that's  right  for  you,  and  even  complete  the  Rollover 
paperwork.  Call  today  or  visit  our  website  to  get 
your  Rollover  Express  Kit.  It's  fast.  It's  easy.  It's  smart. 


Fidelity 


investments' 


WHERE    12   MILLION   INVESTORS  PUT  THEIR  TRUST." 


CALL        1-800-FID 


L    I   T  Y 


o   P 


SIT        US        AT        WWW 


DELITY.COM 


For  more  complete  information  on  any  fund  or  annuity  available  through  Fidelity,  including  charges  and 
expenses,  call  for  a  free   prospectus.   Please   read   it  carefully  before  you   invest  or  send   money. 

Annuities  are  distributed  by  Fidelity  Insurance  Agency,  Inc.  and  Fidelity  Investments  Insurance  Agency  of  Texas,  Inc. 

Fidelity  Brokerage  Services,  Inc.,  Member  NYSE,  SIPC.  6624 1 .001 


STOCK 


Market 

FUND/phone  number 

^ANNUALIZED  TOTAL  RETURN-, 

Assets 

Weighted 

Median 

Maximum 

Annui 

Performance 

8/31/87 

11/30/98 

average 

market 

sales 

expens 

■m 

lipffffl 

to 

r-  5 

year— i 

($mil) 

P/E 

cap 

charge 

per$1      • 

H 

-F 

o 

■  A 

12/31/98 

Pretax 

Aftertax 

($bil) 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

15.5% 
13.1% 

24.0% 
17.3% 

- 

22.3 

$18.3 

S1.0 

American  Gas  Index/800-343-3355 

* 

13.3% 

11.8% 

$220 

22.8 

$4.0 

none 

$0.8! 

D 

A+ 

American  Mutual  Fund/800-421-4120 

12.9% 

17.3 

14.0  *  - 

9,707 

18.5 

22.0 

5.75% 

0.5' 

D 

B 

American  National  Growth/800-231-4639 

11.1 

17.5 

14.3 

178 

20.4 

20.9 

5.75 

1.1! 

D 

A 

American  National  Income/800-231-4639 

11.6 

15.5 

12.4 

196 

19.3 

24.3 

5.75 

1.11 

■  D 

■  B 

AmSouth  Equity  Fund-Classic/800-451-8382 

* 

18.2 

15.7 

1,070 

20.4 

14.7 

4.50 

1.01 

■  C 

■  D 

AmSouth  Regional  Equity-Classic/800-451-8382 

— * 

11.3 

10.2 

121 

17.8 

3.4 

4.50 

1  Of 

D 

C 

Amway  Mutual  Fund/800-346-2670 

11.7 

15.4 

10.5 

138 

19.9 

13.5 

none 

1.0( 

■  C 

■  C 

Ariel  Appreciation  Fund/800-292-7435 

— * 

18.3 

15.7 

190 

18.4 

2.8 

none 

1.3: 

C 

C 

Ariel  Growth  Fund/800-292-7435 

13.3 

16.0 

13.0 

160 

17.8 

1.6 

none 

1.2! 

B 

D 

Babson  Enterprise  Fund/800-422-2766 

11.5 

11.2 

7.1 

216 

14.6 

0.1 

t 

1.05 

C 

C 

Babson  Growth  Fund/800-422-2766 

12.8 

21.9 

18.3 

401 

22.4 

20.0 

none 

0.8: 

B 

C 

Babson  Value  Fund/800-422-2766 

12.4 

17.3 

15.9 

1,418 

14.5 

9.9 

none 

0.9€ 

A 

■  D 

Baron  Asset  Fund/800-992-2766 

— * 

19.9 

19.6 

3,499 

25.5 

1.6 

none 

1.3C 

D 

B 

Bartlett  Basic  Value-P/800-800-3609 

11.1 

16.0 

12.4 

130 

16.3 

7.0 

4.75 

lie 

A 

C 

Berger  One  Hundred/800-333-1001 

16.1 

11.2 

7.4 

1,777 

24.7 

10.7 

none 

1.42 

B 

C 

Berger  Small  Cap  Value-lnv/800-333-1001 

12.9 

18.5 

15.1 

66 

18.7 

0.6 

none 

1.66 

C 

D 

Berwyn  Fund/800-992-6757 

7.8 

7.7 

5.2 

101 

13.8 

0.2 

none§ 

121 

■  D 

■  A 

BlackRock-Large  Cap  Growth  Eq-lnv/800-44 1-7762     — * 

20.9 

18.7 

34 

23.4 

85.5 

4.50 

1.22 

B 

C 

Wm  Blair-Growth/800-742-7272 

15.0 

19.9 

17.9 

573 

26.0 

8.5 

none 

0  79 

A 

D 

Brandywine  Fund/800-656-3017 

13.9 

13.5 

10.8 

9,020 

24.6 

8.1 

none 

1.04 

D 

A 

Burnham  Fund-A/800-874-3863 

11.9 

16.9 

14.7 

137 

20.1 

70.5 

5.00 

1.30 

F 

■  C 

Calvert  Social  lnv-Equity-A/800-368-2748 

— * 

11.3 

9.0 

153 

16.6 

11.9 

4.75 

1.29 

D 

A+ 

Capital  Income  Builder/800-421-4120 

13.5 

14.6 

12.1 

7,522 

13.3 

9.8 

5.75 

0.71 

D 

B 

Capstone  Growth  Fund/800-262-6631 

11.8 

17.3 

13.2 

72 

21.1 

46.7 

none 

129 

B 

C 

Century  Shares  Trust/800-321-1928 

15.0 

19.6 

17.7 

370 

14.3 

9.7 

none 

0.82 

A+ 

D 

CGM  Capital  Development/800-345-4048 

16.2 

13.4 

9.0 

758 

17.7 

3.2 

t 

0.82 

A 

■  D 

Chase  Vista  Capital  Growth-A/800-348-4782 

— * 

14.3 

11.8 

1,293 

17.9 

2.9 

5.75 

1.37 

A 

■  C 

Chase  Vista  Growth  &  lncome-A/800-348-4782 

— * 

16.8 

13.9 

2,044 

18.4 

18.9 

5.75 

1.32 

D 

C 

CitiFunds  Large  Cap  Growth-A/800-721-1899 

10.2 

21.1 

17.7 

260 

24.7 

71.3 

none 

1.05 

B 

A 

Clipper  Fund/800-776-5033 

16.0 

21.3 

17.6 

805 

21.1 

55.9 

none 

1.08 

B 

D 

Colonial  Select  Value-A/800-426-3750 

14.2 

19.8 

16.8 

562 

24.8 

3.8 

5.75 

1.17 

C 

D 

Colonial  Small  Cap  Value-A/800-426-3750 

8.6 

15.0 

14.0 

550 

17.4 

0.8 

5.75 

1.32 

B 

B 

Columbia  Growth  Fund/800-547-1707 

15.6 

21.3 

18.0 

1,342 

22.3 

32.0 

none 

0.71 

A 

D 

Columbia  Special  Fund/800-547-1707 

14.6 

14.5 

11.5 

1,386 

23.5 

2.4 

none 

0.94 

D 

B 

Concert  Invest-Growth  &  lnc-A/800-451-2010 

12.4 

18.2 

14.1 

1,301 

28.2 

19.7 

5.00 

112 

! 

C 

Concert  lnvest-Growth-A/800-451-2010 

13.4 

20.3 

16.4 

3,876 

34.4 

37.9 

5.00 

1.13 

A+ 

Copley  Fund/800-424-8570 

10.7 

11.6 

11.6 

79 

14.1 

8.2 

none 

100 

■  B 

■  C 

Crabbe  Huson  Equity  Fund-A/800-345-6611 

* 

10.0 

7.4 

381 

22.5 

4.6 

none 

1.38 

D 

D 

Crabbe  Huson  Special  Fund-A/800-345-6611 

6.2 

-3.6 

-5.0 

372 

17.0 

0.4 

none 

1.37 

C 

D 

Davis  Growth  Opportunity-A/800-279-0279 

11.8 

15.8 

13.7 

112 

20.0 

7.8 

4.75 

1.49 

A 

B 

Davis  New  York  Venture-A/800-279-0279 

17.2 

21.8 

20.0 

6,805 

19.8 

31.0 

4.75 

0.89 

D 

B 

Delaware  Group  Decatur  lncome-A/800-523-4640 

11.7 

17.7 

13.0 

2,030 

27.2 

18.5 

5.75 

0.85 

C 

B 

Delaware  Group  Decatur  Tot  Ret-A/800-523-4640 

12.7 

18.8 

14.9 

1,024 

18.6 

18.6 

5.75 

1.11 

C 

D 

Delaware  Group  DelCap-A/800-523-4640 

12.7 

13.4 

9.0 

753 

24.8 

3.3 

5.75 

1.35 

B 

C 

Delaware  Group  Small  Cap  Val-A/800-523-4640 

13.9 

12.1 

10.1 

320 

13.1 

1.0 

5.75 

1.45 

A 

F 

Delaware  Group  Trend-A/800-523-4640 

14.8 

14.0 

10.9 

544 

18.4 

1.3 

5.75 

1.34 

B 

B 

Dodge  &  Cox  Stock  Fund/800-621-3979 

13.1 

18.4 

16.2 

3,999 

17.3 

10.2 

none 

0.59 

B 

B 

Dreyfus  Appreciation  Fund/800-645-6561 

14.9 

24.6 

24.1 

1,930 

21.6 

82.4 

none 

0.91 

■  B 

■  B 

Dreyfus  Disciplined  Stock/800-645-6561 

— * 

23.1 

20.8 

1,584 

22.2 

47.2 

none 

0.90 

Five-year  return  12/31/93  through  12    1/98.  ■Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  forfu 

period.  tClosed  to  new  investors.  §U    nbutor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  NA:  Not  available. 

Sources:  Forbes;  Upper  Inc.,  Morningstar.  to 
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$1.2  Million 


Time  Well  Spent 

Obviously,  we  can't  assure  you  that  American  disciplined  approach  we  used  the  last  27  years. 

Century's  Growth  Fund  will  turn  $10,000  into  Call  American  Century  at  1-800-345-2021  to 

a  million  dollars  over  the  next  27  years.  But  find  out  more  about  a  growth  fund  that  can 

we  can  assure  you  we'll  continue  the  same,  make  very  good  use  of  your  time. 


■'lease  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you  invest. 
'lease  consult  a  prospectus  for  information  about  other  share  classes.  Naturally,  past  performance  can't  guarantee  future  results,  these  figures  are 
or  investor  class  shares  and  assume  all  dividends  were  reinvested.  Investment  return  and  the  value  of  your  principal  will  fluctuate,  and  the  final 
mlue  of  your  investment  may  be  more  or  less  than  what  you  started  with.  'Although  the  Growth  fund's  initial  inception  date  was  10/31/58,  its 
performance  for  the  period  shown  corresponds  with  American  Century's  implementation  of  its  current  investment  philosophy  and  practices  on 
i/30/71.  Funds  Distributor,  Inc.  ©1999  American  Century  Services  Corporation  fbs389-hd 


American 
Century 


■ 


ww.americancentury.com 


1-800-345-2021 


STOCK  FUNDS ! 


Market 
Performance 


FUND/phone  number 


-ANNUALIZED  TOTAL  RETURN- 

8/31/87 

to  i—  5-year^ 

12/31/98       Pretax        Aftertax 


Assets 
11/30/98 

(Smil) 


Weighted 

average 

P/E 


Median 

market 

cap 

($bil) 


Maximum  Annul 
sales  expen: 
charge      per  $1 


Standard  &  Poor's  500  stock  average 

15.5% 

24.0% 
17.3% 

Forbes  stock  fund  composite 

13.1% 

22.3 

S18.3 

S1.0 

Dreyfus  Fund/800-645-6561  9.6%  12.2%  8.0%  $2,705  21.6  $27.9  none  $0.7 

Dreyfus  Growth  Opportunity/800-645-6561  9.7  14.5  10.1  ' .  506  21.4  25.1  none  1.0 

Dreyfus  New  Leaders/800-645-6561  11.1  11.8  9.5  844  27.5  2.4  none  1.1 

Dreyfus  Premier  Aggress  Growth-A/800-645-6561  -0.5  -9.5  -10.2  316  35.5  2.5  5.75%  1.5 

Dreyfus  Premier  Core  Value-A/800-645-6561  11.4  17.2  12.5  588  23.0  16.6  5.75  1.1 


A  Dreyfus  Premier  Value-A/800-645-6561  10.4  10.8  7.5  258  24.4  20.9  5.75  1.1 

B  Dreyfus  S&P  500  Index/800-645-6561  — *  23.4  21.8  1,368  21.4  54.9  none  0.5 

B  Dreyfus  Third  Century/800-645-6561  14.5  21.3  17.6  756  23.8  38.0  none  1.0 

A  Eaton  Vance  Growth  &  lncome-A/800-225-6265  12.9  19.5  15.3  147  21.9  18.3  5.75  1.0' 

C  Eaton  Vance  Growth  Fund-A/800-225-6265  11.2  17.3  13.7  191  23.4  11.5  5.75  1.0 


D  Eaton  Vance  Special  Equities-A/800-225-6265 

B  Eclipse  Trust-Equity/800-872-2710 

C  Elite  Growth  &  Income/800-423-1068 

A  Enterprise  Group-Equity  lncome-A/800-432-4320 

F  Evergreen  Aggressive  Growth-A/800-343-2898 


11.1 
13.0 


13.3 


12.8 
15.3 
17.6 
17.4 
13.7 


8.4 

10.3 
15.3 
14.8 
12.5 


78 
191 

68 
116 
200 


24.1 
17.2 
31.5 
19.5 
24.7 


1.3 
0.4 
8.0 
21.9 
8.4 


5.75 
none 
none 
4.75 
4.75 


i 

1.5i| 

1.2:1 


Five-year  return  12/31/93  through  12/31/98.  ■Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for* 
period.  NA:  Not  available. 

Sources.  Forbes;  Upper.  Inc.;  Mormngstar.  t 


THE   MORE  YOU    KNOW  THE 


7 


THE   MORE  ATTRACTIVE   FOUNDERS   BALANCED   FUND   BECOMES. 


"Rated  ****  bv 


\  3 5 -year 


iij>  am 


mamas. 


"A  member  of  the  Dreyfus  investment  family." 


Our  Balanced  Fund's  ••••  rating  from  Morningstar  is  no  small  honor.  It's  based  on  a  ••••  overall  rating,  with  ••••  for  the  3-,  5-,  and  10-year 
periods  ended  1 2/31  /98,among  2802, 1 702,  and  732  domestic  equity  funds,  respectively.  Find  out  how  this  or  any  of  our  other  no-load  growth-and-income, 
aggressive  growth,  or  growth  funds  may  fit  into  your  investment  plan.  Call  today  for  a  prospectus  to  put  Founders' 60  years  of  experience  to  work  for  you. 


FOUNDERS   BALANCED  FUND 


PERFORMANCE   HISTORY: 

AVERAGE   ANNUAL  TOTAL   RETURN   AS   OF     12/31/98 

1  year         5  year        10  year        20  year 
13.96po     14.96%     14.26%     14.03% 


35  year 
10.78% 


Founders  Funds 

Growth  Specialists  from  J^fvnrflic 


1-800-265-4944  www.founders.com 


Past  performance  is  no  guarantee  of  future  results  Investment  return  and  principal  value  will  fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Please  read  t 
prospectus  carefully  before  you  invest  or  send  money.  It  contains  i  re  complete  information,  including  management  fees  and  expenses  that  apply  to  a  continued  investment  in  the  Fund.  Morningstar  proprietary  ratings  reffc 
risk-adjusted  performance  through  12/31/98.  The  top  10%  of  the  i  ids  in  an  investment  category  receive  5  stars  and  the  next  22.5%  receive  4  stars.  Subject  to  change  every  month,  a  fund's  rating  is  based  on  its  3-,  5-,  a 
(when  available)  10-year  average  annual  total  returns  (with  fee  adju  nents)  in  excess  of  90-day  Treasury  bill  returns.and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill  returns.  "Dreyfus'is  the  umbre 
designation  for  the  investment  products  and  services  available  from  filiates  of  Mellon  Bank  Corporation,  including  Founders  Asset  Management  LLC.  Founders  Funds  is  a  registered  trademark  and  the  logo  is  a  trademark 
Founders  Asset  Management  LLC.  ©  1999  Founderc  Asset  Managemem  LLC,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor. 


CONSUMER  ONLINE 

Forum 

profitable  Internet  Strategies  for  Mainstream  Media 


MARCH  1-3, 1999    NEW  YORK  CITY 


Session  Highlights: 

Will  Content  Be  King? 
The  Value  Ot  Media  Re-Examined 

Vision,  Hype  &  Reality: 
The  First  Movers  Discuss  The  Next  Move 

Partnering,  Ownership  &  Independence: 
Defining  The  Strategic  Model 

Internet  Business  Model: 
What's  The  Cost  Of  "Growth  At  Any  Cost"? 

Navigating  The  Revenue  Morass:  Determining 
The  Potential  Of  Commerce  &  Advertising 

>ortal  Building  Blocks:  Service,  Utility  &  Information 

Content  For  Convergence 

Portal  Deals:  Who  Pays  Who? 

Utilizing  Utilivision 

Developing  A  Medium  That  Can 

Make  'Em  Cry:  Analyzing  The  Creative 

Potential  Of  Broadband  Advertising 

Lards  and  Practices:  Building  The  Broadband  Future 


Featured  Keynotes  Include: 

Barry  Diller,  Chairman  &  CEO    USA  Networks 
Jerry  Yang,  Chief  Yahoo!    Yahoo! 
Partial  List  of  Speakers: 

Herb  Scanned.  President    Nickelodeon 

Halsey  Minor,  Chairman  &  CEO    CNET 
Scott  Cook,  Founder    Intuit 
Bill  Gross,  Founder,  Chairman  &  CEO     idealab! 
Richard  Smith,  Chairman,  Editor-in-Chief    Newsweek 

Michael  Lynton,  Chairman  &  CEO    The  Penguin  Group 
Jason  Olim,  Chairman  President  &  CEO    CDnow 
Steve  Perlman,  President    WebTV 

Alan  Citron,  President    USA  Networks  Interactive 
Martin  Peretz,  Chairman  &  CEO    New  Republic 
George  Bell,  President  &  CEO    Excite 
David  Bohnett,  Chairman    GeoCities 
Mark  Cuban,  Chairman  &  President    Broadcast.com 

Lisa  Simpson,  President    Sony  Online  Entertainment 
Rich  Karlgaard,  Publisher    Forbes 
Jeremy  Verba.  President    E!  Online 
Steve  Necessary,  President,  PowerTV    Scientific-Atlanta 
Mitchell  Kurtzman,  CEO    Network  Computer 
Robert  Zitter,  SVP     HBO 
Mike  Levy,  Chairman,  President  &  CEO    CBS  Sportsline 


To  register  or  receive  your  free  conference  brochure, 
—  -,060  x103      Web:  www.jup.com/events/forums/cot 


Exhibit  or  sponsors 


hip:  Faine  Speyer,  21 2-780-6060  xllSJ-maih  faine@iup.com 


Industry  Standard 


UPSIDE 


Forbes 


JupiteR 


COMMUNICATIONS 


Online  Intelligence- 


STOCK  FUNDS 


Ma 
Perfor 

H 

c 

ket 
mance 

C 

FUND/phone  number 

-ANNUALIZED  TOTAL  RETURN^ 

8/31/87 

to               i—  5-year  — i 
12/31/98       Pretax        Aftertax 

Assets 

11/30/98 

($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annu  1 

expen: 
per  SI  i 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

15.5% 

24.0% 

13.1% 

17.3% 

22.3 

S18.3 

S1.0 

Evergreen  Fund-A/800-343-2898 

11.3% 

17.5% 

15.8% 

$694 

21.9 

$3.6 

4.75% 

$1.4' 

D 

A 

Evergreen  Fund  for  Total  Return-A/800-343-2898 

12.6 

17.4 

15.0 '  ■ 

166 

18.3 

14.2 

4.75 

1.41 

B 

B 

Evergreen  Growth  &  lncome-A/800-343-2898 

14.1 

18.0 

16.6 

915 

21.0 

3.6 

4.75 

1.4 

F 

A 

Evergreen  Income  &  Growth-A7800-343-2898 

8.8 

10.1 

7.2 

63 

21.0 

4.2 

4.75 

1.41 

B 

C 

Evergreen  Omega  Fund-A/800-343-2898 

15.1 

17.9 

14.7 

282 

46.4 

22.8 

4.75 

1.3 

F 

A+ 

Evergreen  Utility  Fund-A/800-343-2898 

11.4 

11.9 

8.8 

134 

20.4 

4.8 

4.75 

0.8 

B 

C 

Excelsior-Blended  Equity-A/800-446-1012 

14.2 

20.9 

19.1 

558 

23.0 

72.7 

none 

1.0 

C 

B 

Excelsior-Income  &  Growth/800-446-1012 

10.7 

12.8 

10.1 

161 

18.0 

4.9 

none 

1.0 

C 

C 

FAM  Value  Fund/800-932-3271 

13.7 

16.0 

14.6 

308 

17.9 

0.9 

none 

1.21 

■  C 

■  C 

Fasciano  Fund/800-848-6050 

* 

17.5 

15.9 

53 

25.5 

0.8 

none 

14 

B 

B 

Federated  American  Leaders-A/800-341-7400 

13.6 

20.5 

17.4 

2,357 

20.8 

9.8 

5.50 

1.1 

- 

C 

C 

Federated  Capital  Appreciation-A/800-341-7400 

12.9 

20.5 

18.0 

174 

17.9 

12.7 

5.50 

1.2) 

C 

D 

Federated  Growth  Strategies-A/800-341-7400 

13.2 

17.6 

13.7 

531 

21.6 

7.4 

5.50 

1.1 

B 

B 

Federated  Stock  Trust/800-341-7400 

12.8 

20.9 

17.0 

1,232 

21.9 

12.2 

none 

0.9 

F 

A+ 

Federated  Utility-A/800-341-7400 

13.0 

13.3 

9.5 

1,551 

15.0 

5.6 

5.50 

1.1 

A 

■  B 

Fidelity  Advisor  Growth  0ppors-T/800-522-7297 

— * 

20.8 

19.0 

20,973 

18.8 

27.1 

3.50 

1.3 

D 

B 

Fidelity  Advisor  Strategic  Oppor-T/800-522-7297 

10.8 

10.6 

8.5 

661 

14.9 

0.4 

3.50 

1.2 

■  A 

■  B 

Fidelity  Blue  Chip  Growth/800-544-8888 

* 

22.7 

20.7 

13,166 

36.1 

47.7 

none 

0.8 

C 

C 

Fidelity  Capital  Appreciation/800-544-8888 

12.9 

15.7 

12.7 

2,047 

17.2 

6.5 

none 

0.8 

A 

B 

Fidelity  Contrafund/800-544-8888 

19.1 

21.6 

19.1 

30.263 

20.8 

25.3 

3.00 

0  8 

A 

C 

Fidelity  Destiny  Portfolio  1/800-544-8888 

17.1 

22.8 

19.0 

6,035 

19.2 

40.9 

** 

0.3, 

A 

C 

Fidelity  Destiny  Portfolio  11/800-544-8888 

17.6 

22.7 

18.9 

3,693 

19.1 

40.2 

** 

0.5 

■  B 

■  c 

Fidelity  Disciplined  Equity/800-544-8888 

— * 

20.0 

17.1 

2,452 

16.8 

11.0 

none 

0.8 

B 

B 

Fidelity  Equity-lncome/800-544-8888 

13.6 

18.6 

16.1 

20,545 

23.7 

25.7 

none 

0.6, 

C 

B 

Fidelity  Fund/800-544-8888 

15.1 

23.1 

20.3 

6,336 

20.6 

41.9 

none 

0.6:^ 

A 

A 

Fidelity  Growth  &  Income/800-544-8888 

17.5 

22.7 

20.5 

35,486 

30.7 

47.2 

none 

0.7:i 

A 

D 

Fidelity  Growth  Company/800-544-8888 

16.6 

19.3 

17.1 

10,524 

38.3 

19.4 

none 

0.8H 

■  A 

■  B 

Fidelity  Low-Priced  Stock/800-544-8888 

— * 

16.2 

13.1 

10,459 

16.7 

0.6 

3.00 

1.9 

B 

C 

Fidelity  Magellan  Fund/800-544-8888 

16.1 

20.5 

17.8 

63.035 

19.0 

54.6 

t 

0.6: 

A 

D 

Fidelity  OTC  Portfolio/800-544-8888 

15.8 

20.8 

18.4 

3,957 

37.9 

6.5 

none 

0  8: 

D 

A 

Fidelity  Real  Estate  Investment/800-544-8888 

9.9 

8.8 

6.9 

2,405 

25.1 

1.7 

none 

0.9'1 

B 

C 

Fidelity  Retirement  Growth/800-544-8888 

13.6 

16.8 

12.6 

4,018 

22.7 

14.6 

none 

A+ 

D 

Fidelity  Select-Computers/800-544-8888 

19.6 

36.4 

32.5 

658 

20.3 

31.2 

3.00 

l.d 

F 

F 

Fidelity  Select-Energy  Service/800-544-8888 

3.6 

10.0 

8.4 

1,269 

25.6 

1.4 

3.00 

1.4' 

A+ 

D 

Fidelity  Select-Financial  Services/800-544-8888 

17.3 

24.9 

21.9 

475 

14.9 

23.7 

3.00 

1.4! 

A 

A 

Fidelity  Select-Health  Care/800-544-8888 

20.0 

30.5 

26.4 

1,638 

22.1 

57.3 

3.00 

1.3: 

A+ 

D 

Fidelity  Select-Home  Finance/800-544-8888 

19.0 

21.8 

18.9 

1.489 

17.2 

2.2 

3.00 

1.31 

A+ 

■  D 

Fidelity  Select-Regional  Banks/800-544-8888 

* 

26.6 

24.5 

1,120 

15.1 

24.0 

3.00 

1.41 

A 

D 

Fidelity  Select-Retailing/800-544-8888 

18.7 

21.6 

21.4 

395 

24.4 

12.5 

3.00 

1.4! 

A+ 

D 

Fidelity  Select-Technology/800-544-8888 

17.9 

28.8 

24.9 

545 

22.8 

10.4 

3.00 

1.4! 

D 

A+ 

Fidelity  Select-Utilities  Growth/800-544-8888 

16.8 

20.9 

17.7 

318 

19.1 

14.5 

3.00 

1.4; 

. 

C 

D 

Fidelity  Trend  Fund/800-544-8888 

9.6 

8.3 

5.5 

1,498 

21.1 

2.3 

none 

0.6* 

D 

■  A 

Fidelity  Utilities  Fund/800-544-8888 

— * 

18.5 

15.6 

1,511 

22.7 

11.5 

none 

0.8' 

■ 

B 

C 

Fidelity  Value  Fund/800-544-8888 

12.3 

14.2 

10.9 

7,943 

19.9 

3.9 

none 

0.8! 

D 

B 

Fifth  Third  Cardinal  Fund/800-334-0483 

13.0 

19.1 

15.4 

293 

21.1 

58.2 

4.50 

0.7! 

■  A 

■  D 

First  American  Mid  Cap  Growth-A/800-866-7778 

— * 

15.1 

12.0 

254 

27.1 

4.1 

4.00 

l.U 

■  B 

■  D 

First  American  Mid  Cap  Value-A/800-637-2548 

* 

12.7 

8.4 

72 

18.1 

1.6 

4.50 

i.i: 

■  D 

■  B 

First  Investors  Blue  Chip-A/800-221-3846 

— * 

18.5 

16.2 

379 

31.8 

34.5 

6.25 

1.4/ 

■  B 

■  B 

Firstar-Equity  lndex-Retail/800-982-8909 

* 

23.5 

22.5 

81 

21.6 

56.2 

4.00 

0.6f 

Five-year  return  12/31/93  through  l;   1 '  '98.  "Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  fori 
period    tClosed  to  new  investors.  *V  -liable  only  through  monthly  contractual  plan  NA:  Not  available. 

Sources:  Forbes:  Upper  Inc.:  Morningstar,  1 
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STOCK  FUNDS 


1 


Market 

FUND/phone  number 

^  ANNUALIZED  TOTAL  RETURN  _, 

Assets 

Weighted 

Median 

Maximum 

Annual 

■a 

erformance 

8/31/87 

11/30/98 

average 

market 

sales 

expenses 

■ 

i^KiZQ 

to 

12731/98 

r-  5- 
Pretax 

year— i 
Aftertax 

($mil) 

P/E 

cap 
($bil) 

charge 

per  $100 

■  A 

Standard  &  Poor  s  500  stock  average 

15.5% 

24.0% 

i 

Forbes  stock  fund  composite 

13.1% 

17.3% 

22.3 

$18.3 

$1.06 

Firstar-Growth  &  lnc-Retail/800-982-8909 

* 

22.4% 

20.2% 

$135 

20.1 

$13.3 

4.00% 

$1.15 

■  D 

Firstar-SpecialGrowth-Retail/800-982-8909 

* 

13.0 

10.8 

149 

26.7 

3.3 

4.00 

1.13 

A 

Flag  Investors  Communications-A/800-767-3524 

21.1% 

29.3 

26.5 

1,113 

19.8 

41.4 

4.50 

1.14 

■  F 

Flag  Investors  Emerging  Growth-A/800-767-3524 

— * 

17.0 

16.1 

77 

26.4 

0.5 

4.50 

1.50 

■  A 

Flex-funds-Muirfield/800-325-3539 

— * 

16.0 

12.8 

130 

25.9 

NA 

none 

1.19 

c 

C 

Fortis  Capital  Fund-A/800-800-2638 

12.8 

18.9 

14.8 

360 

25.6 

25.0 

4.75 

1.18 

D 

Fortis  Growth  Fund-A/800-800-2638 

11.8 

12.9 

9.4 

764 

30.6 

4.1 

4.75 

1.07 

A 

Founders  Blue  Chip/800-525-2440 

12.4 

17.5 

13.1 

548 

21.3 

38.1 

none 

1.16 

B 

Founders  Growth  Fund/800-525-2440 

15.7 

21.0 

18.0 

1,730 

26.5 

22.4 

none 

1.20 

D 

Founders  Special  Fund/800-525-2440 

11.5 

9.5 

6.7 

324 

23.1 

3.0 

none 

1.36 

A+ 

D 

FPA  Capital  Fund/800-982-4372 

16.0 

19.7 

16.6 

742 

17.0 

1.1 

t 

0.84 

B 

FPA  Paramount  Fund/800-982-4372 

8.1 

3.3 

-0.4 

754 

15.2 

1.1 

6.50 

0.87 

B 

FPA  Perennial  Fund/800-982-4372 

11.2 

12.9 

8.2 

48 

18.0 

0.9 

6.50 

1.19 

A 

Franklin  Asset  Allocation/800-342-5236 

11.0 

13.5 

12.3 

83 

21.5 

14.6 

5.75 

1.21 

■  B 

Franklin  Balance  Sheet  Invest/800-342-5236 

— * 

14.2 

12.3 

1,221 

18.2 

0.4 

t 

1.08 

A 

Franklin  OynaTech  Fund-l/800-342-5236 

13.5 

20.1 

19.0 

268 

27.9 

73.3 

5.75 

1.04 

D 

Franklin  Equity  Fund-l/800-342-5236 

10.7 

18.2 

15.5 

544 

31.5 

14.6 

5.75 

0.91 

D 

■  A 

Franklin  Equity  lncome-l/800-342-5236 

— * 

13.9 

11.5 

399 

16.2 

9.2 

5.75 

0.98 

1+ 

Franklin  Growth  Fund-l/800-342-5236 

13.2 

18.5 

17.8 

1,594 

22.2 

29.6 

5.75 

0.89 

A 

Franklin  Mutual-Beacon-l/800-342-5236 

13.5 

15.0 

12.0 

6,604 

20.4 

3.9 

5.75 

1.09 

A 

Franklin  Mutual  Series-Shares-l/800-342-5236 

13.4 

15.5 

12.0 

9,117 

20.3 

4.8 

5.75 

1.07 

A 

Franklin  Mutual-Qualitied-l/800-342-5236 

13.4 

15.1 

11.8 

5,702 

21.3 

4.8 

5.75 

1.10 

A 

Franklin  Rising  Dividends-l/800-342-5236 

12.2 

16.4 

14.2 

401 

23.1 

2.8 

5.75 

1.40 

■ 

A+ 

Franklin  Utilities  Fund-l/800-342-5236 

10.6 

9.6 

7.1 

1,983 

13.0 

5.6 

4.25 

0.75 

B 

Fundamental  Investors/800-421-4120 

13.8 

19.3 

16.4 

10,196 

20.2 

20.8 

5.75 

0.66 

A 

Gabelli  Asset  Fund/800-422-3554 

15.3 

17.8 

15.1 

1,296 

19.4 

4.9 

none 

1.34 

■  B 

Gabelli  Growth  Fund/800-422-3554 

— * 

23.2 

19.0 

909 

21.2 

19.2 

none 

1.43 

c 

■  B 

Gabelli  Value  Fund/800-422-3554 

— * 

19.5 

15.5 

575 

15.3 

2.3 

5.50 

1.40 

■  C 

Galaxy  Equity  Value-Retail  A/800-628-0414 

— * 

20.4 

16.7 

205 

18.9 

14.5 

3.75 

1.45 

A+ 

Gateway  Fund/800-354-6339 

9.7 

10.3 

9.0 

254 

23.1 

111.3 

none 

1.14 

c 

■  B 

GMO  Trust-Pelican  Fund/617-346-7600 

— * 

17.9 

14.4 

228 

17.2 

9.5 

none 

0.95 

■  C 

Goldman  Sachs  Capital  Growth-A/800-292-4726 

* 

22.3 

18.3 

1,212 

34.3 

36.8 

5.50 

1.40 

A 

Gradison  Established  Value/800-869-5999 

11.4 

14.5 

12.1 

517 

21.8 

6.2 

none 

1.12 

C 

Gradison  Opportunity  Value/800-869-5999 

10.9 

12.6 

10.3 

151 

16.9 

0.7 

none 

1.36 

A 

Greenspring  Fund/800-366-3863 

9.4 

9.3 

7.3 

171 

18.8 

0.6 

none 

1.04 

C 

Growth  Fund  of  America/800-421-4120 

15.0 

20.0 

17.4 

12,021 

20.0 

18.0 

5.75 

0.72 

C 

Growth  Fund  of  Washington/800-348-4782 

12.3 

20.3 

18.8 

59 

16.7 

13.2 

4.75 

1.42 

c 

Guardian  Park  Avenue-A/800-22 1-3253 

16.2 

22.3 

19.5 

2,436 

21.6 

52.8 

4.50 

0.79 

■  D 

Hancock  Emerging  Growth-A/800-225-5291 

— * 

15.9 

14.2 

659 

24.2 

0.8 

5.00 

1.32 

w 

C 

Hancock  Growth  Fund-A/800-225-5291 

12.1 

15.9 

13.0 

348 

41.2 

61.3 

5.00 

1.48 

A+ 

C 

Hancock  Regional  Bank-A/800-225-5291 

20.8 

24.7 

23.5 

6,726 

19.0 

7.3 

5.00 

1.36 

A 

Hancock  Sovereign  lnvestors-A/800-225-5291 

12.8 

17.3 

15.1 

2,290 

19.5 

19.8 

5.00 

1.13 

A+ 

F 

Hancock  Special  Equities-A/800-225-5291 

13.6 

9.6 

9.4 

1,702 

26.1 

1.0 

5.00 

1.42 

■  C 

Harbor  Capital  Appreciation/800-422-1050 

— * 

25.2 

23.2 

2,850 

39.3 

51.2 

none 

0.75 

D 

Harbor  Growth  Fund/800-422-1050 

10.1 

12.8 

8.6 

106 

26.7 

1.8 

none 

0.92 

■  B 

Harbor  Value  Fund/800-422-1050 

— * 

18.1 

13.2 

169 

23.7 

6.6 

none 

0.83 

D 

Heartland  Group-Value/800-432-7856 

11.8 

11.7 

9.7 

2,192 

17.3 

0.2 

none 

1.23 

B 

Heritage  Capital  Appreciation-A/800-421-4184 

14.9 

21.7 

18.5 

94 

21.4 

14.9 

4.75 

1.48 

■  B 

Hibernia  Capital  Appreciation-A/800-341-7400 

* 

22.4 

19.4 

305 

21.0 

52.4 

4.50 

1.24 

Five-year  return  12/31/93  through  12/31/98.  ■Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operatio 

i  or  did  not  meet  asset  minimum  for  full 

period.  tClosed  to  new  investors.  NA:  Not  available. 

Sources:  Forbes;  Upper,  Inc.;  Morningstar,  Inc. 
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STOCK 

1 

Market 

FUND/phone  number 

,_  ANNUALIZED  TOTAL  RETURN  _, 

Assets 

Weighted 

Median 

Maximum 

Annu 

Performance 

8/31/87 

11/30/98 

average 

market 

sales 

expen: 

§1 

HSffljj 

to 
12/31/98 

r-  5 
Pretax 

year— i 
Aftertax 

($mil) 

P/E 

cap 
($bil) 

charge 

per$1 

HI 

B 

EH 

c 

- 

Standard  &  Poor's  500  stock  average 

15.5% 

24.0% 

Forbes  stock  fund  composite 

13.1% 

17.3% 

" 

22.3 

S18.3 

S1.C 

Hotchkis  &  Wiley-Equity  Income/800-236-4479 

11.9% 

15.8% 

11.9% 

$195 

16.7 

$12.5 

none 

$0  8 

B 

D 

Hotchkis  &  Wiley-Small  Cap/800-236-4479 

8.9 

10.0 

7.0". 

63 

16.6 

0.2 

none 

1.0 

C 

B 

HSBC  Growth  &  Income/800-634-2536 

12.9 

19.7 

14.7 

91 

32.2 

70.0 

5.00% 

0.8 

D 

A 

Wayne  Hummer  Growth/800-621-4477 

11.7 

16.2 

14.6 

126 

20.6 

7.6 

none 

0.9 

0 

6 

IAA  Trust  Growth/800-245-2100 

11.6 

17.7 

14.8 

146 

20.7 

46.6 

none 

LI 

D 

B 

IAI  Growth  &  Income/800-945-3863 

10.8 

15.7 

11.2 

108 

20.5 

17.8 

none 

1.2 

D 

B 

IAI  Regional  Fund/800-945-3863 

11.9 

12.6 

8.8 

534 

16.7 

1.9 

none 

12 

■  B 

■  B 

IDS  Blue  Chip  Advantage-A/800-437-4332 

— * 

21.1 

18.5 

1,730 

24.1 

51.6 

5.00 

0.8 

C 

D 

IDS  Discovery  Fund-A/800-437-4332 

10.9 

10.6 

7.2 

1,061 

23.5 

1.8 

5.00 

1.1 

c 

C 

IDS  Equity  Select-A/800-437-4332 

13.1 

17.9 

14.2 

1,018 

22.0 

7.5 

5.00 

0.8 

c 

A 

IDS  Equity  Value-A/800-437-4332 

13.3 

15.3 

11.6 

2,416 

14.5 

25.2 

5.00 

0.8 

A 

D 

IDS  Growth  Fund-A/800-437-4332 

14.8 

21.7 

20.1 

3,846 

25.1 

39.0 

5.00 

0.9 

0 

A 

IDS  Managed  Allocation-A/800-437-4332 

10.8 

9.6 

6.0 

2,791 

18.1 

44.9 

5.00 

0.8 

B 

B 

IDS  New  Dimensions-A/800-437-4332 

16.9 

21.2 

19.4 

10,541 

28.0 

51.5 

5.00 

0.9 

0 

C 

IDS  Progressive  Fund-A/800-437-4332 

8.4 

12.8 

9.8 

549 

14.9 

2.5 

5.00 

1.0. 

D 

A 

IDS  Stock  Fund-A/800-437-4332 

13.2 

16.9 

13.7 

3,091 

18.3 

43.5 

5.00 

0.8i 

C 

D 

IDS  Strategy  Aggressive-A/800-437-4332 

11.2 

15.8 

13.7 

1,280 

33.1 

5.8 

5.00 

1.0. 

■  D 

■  A 

IDS  Utilities  lncome-A/800-437-4332 

* 

15.8 

13.0 

939 

17.5 

8.1 

5.00 

0.8' 

D 

Invesco  Dynamics  Fund/800-525-8085 

14.0 

19.0 

14.7 

1,074 

19.8 

4.0 

none 

l.H 

C 

Invesco  Growth  Fund/800-525-8085 

14.2 

20.8 

15.7 

764 

21.8 

110.4 

none 

l.o: 

A 

Invesco  Industrial  Income/800-525-8085 

14.1 

15.6 

12.3 

4.852 

20.9 

25.7 

none 

0.9! 

C 

Invesco  Strategic-Energy/800-525-8085 

2.2 

5.8 

4.0 

261 

30.4 

6.5 

none 

1.31 

A+ 

C 

Invesco  Strategic-Finl  Svcs/800-525-8085 

21.3 

23.0 

20.0 

1,170 

12.8 

15.2 

none 

l.lil 

B 

Invesco  Strategic-Health  Sci/800-525-8085 

20.2 

24.9 

21.1 

962 

28.3 

66.0 

none 

0.M 

D 

Invesco  Strategic-Leisure/800-525-8085 

17.1 

14.5 

12.0 

217 

18.1 

8.0 

none 

1.3( 

A+ 

D 

Invesco  Strategic-Technology/800-525-8085 

18.3 

21.5 

17.7 

1,072 

21.1 

6.3 

none 

1.0! 

D 

A+ 

Invesco  Strategic— Utilities/800-525-8085 

13.2 

14.5 

12.7 

190 

11.3 

11.9 

none 

l.lil 

D 

A 

Investment  Co  of  America/800-421-4120 

14.0 

20.0 

17.2 

39,235 

20.2 

39.0 

5.75 

0.5< 

D 

C 

Ivy  Growth  Fund-A/800-456-51 11 

10.4 

13.0 

10.9 

327 

29.2 

9.2 

5.75 

1.4! 

B 

A 

Janus  Fund/800-525-8983 

17.5 

21.2 

18.5 

19,179 

15.7 

27.4 

none 

0.8C 

A 

B 

Janus  Twenty  Fund/800-525-8983 

21.0 

29.6 

25.9 

5,943 

23.5 

79.4 

none 

0.93 

D 

B 

Janus  Venture  Fund/800-525-8983 

14.7 

14.9 

11.5 

1,223 

22.4 

1.3 

t 

0  8: 

C 

B 

JP  Morgan  US  Equity/800-521-5411 

14.8 

20.6 

15.6 

399 

28.7 

23.7 

none 

0  8i 

B 

F 

JP  Morgan  US  Small  Company/800-521-5411 

9.5 

11.7 

8.0 

266 

23.5 

0.6 

none 

0  9C 

D 

■  B 

Kemper  Blue  Chip-A/800-62 1-1048 

* 

18.2 

15.0 

463 

17.9 

30.9 

5.75 

1.26 

■  C 

■  B 

Kemper  Contrarian  Fund-A/800-621-1048 

___* 

20.5 

17.2 

178 

18.0 

36.6 

5.75 

1.23 

■  A 

■  C 

Kemper-Dreman  High  Return-A/800-621-1048 

* 

22.6 

20.9 

2,900 

17.1 

25.2 

5.75 

121 

C 

C 

Kemper  Growth  Fund-A/800-621-1048 

12.5 

14.0 

10.6 

2,649 

36.7 

28.1 

5.75 

1.07 

B 

D 

Kemper  Small  Cap  Equity-A/800-62 1-1048 

10.9 

11.1 

7.9 

968 

28.5 

0.8 

5.75 

108 

B 

D 

Kemper  Technology  Fund-A/800-621-1048 

14.1 

24.1 

19.1 

1,177 

26.9 

8.5 

5.75 

0.89 

B 

B 

Lazard-Equity-Open/800-823-6300 

14.2 

20.2 

17.0 

NA 

23.6 

17.1 

none 

1.22 

C 

B 

Lexington  Corp  Leaders  Trust/800-526-0056 

13.1 

18.0 

13.9 

537 

19.8 

31.9 

none 

0.63 

D 

B 

Lexington  Growth  &  Income/800-526-0056 

12.1 

18.9 

15.2 

229 

19.6 

21.1 

none 

1.13 

D 

A+ 

Lindner  Dividend  Fund-lnvestor/800-995-7777 

10.2 

7.5 

4.2 

1,800 

13.6 

3.5 

none 

0.60 

D 

A 

Lindner  Growth  Fund-lnvestor/800-995-7777 

8.1 

5.7 

2.0 

1,400 

12.4 

0.5 

none 

0.44 

A 

B 

Longleaf  Partners  Fund/800-445-9469 

16.3 

19.8 

16.2 

2,931 

27.4 

7.5 

none 

0.95 

■  D 

■  B 

Longleaf  Partners  Small-Cap/800-445-9469 

* 

18.5 

16.1 

937 

17.8 

1.2 

t 

1.23 

C 

B 

Lord  Abbett  Affiliated  Fund-A/800-874-3733 

12.4 

18.7 

15.1 

7,920 

19.9 

22.7 

5.75 

0.66 

A 

D 

Lord  Abbett  Devel  Growth-A/800-874-3733 

12.9 

21.8 

18.1 

502 

29.3 

0.4 

5.75 

1.10 

Five-year  return  12/31/93  through  12/31/98.  ■Fund  rated  for  three  periods  only:  maximum  allowable  grade  A.  *Fund  not  in  operati 

on  or  did  not  meet  asset  minimum  for  fi 

period.  tClosed  to  new  investors   NA:  Not  available. 

Sources:  Forbes;  Upper.  Inc.;  Morningstar,  fc 

138 

Forbes  ■  February  8,  19 

Romeo  &  Cleopatra? 

Starsky  &  Gretel? 

Laurel  &  Juliet? 


Good  partners  make  a  difference.  Do  you  have  a  financial  advisor? 


Good  financial  advisors  work  with  you,  as  well  as 
for  you.  They  can  make  sense  of  the  thousands 
of  mutual  funds  you  have  to  choose  from.  And 
help  you  plan  out  a  sound  investment  strategy 
for  reaching  your  financial  goals.  Which  is  why, 
at  Kemper  Funds,  we  believe  that  one  of  the 
most  valuable  assets  any  investor  has  is  a  good 
financial  partner. 


If  you'd  like  more  information  on  the 
advantages  of  working  with  a  financia 
advisor,  please  call  1-800-KEMPER5 
for  a  free  brochure  from  Kemper. 
www.kemper.com 


JUL  KEMPER  FUNDS 

Long-term  investing  in  a  short-term  world" 


For  a  prospectus  on  any  Kemper  Fund  containing  more  information,  including  management  fees  and  expenses,  contact 
Kemper  at  the  number  above.  Investors  should  carefully  read  the  prospectus  before  investing  or  sending  money. 
Stan  Laurel  name  used  under  license  from  Larry  Harmon  Pictures  Corporation.        ©  1999  Kemper  Distributors,  Inc.  1064320 


STOCK  FUNDS  ! 


Market 
Performance 


FUND/phone  number 


ANNUALIZED  TOTAL  RETURN^ 

8/31/87 

to  i—  5-year  — i 

12/31/98       Pretax        Aftertax 


Assets 
11/30/98 

($mil) 


Weighted 

average 

P/E 


Median 

market 

cap 

($bil) 


Maximum  Annu. 
sales  expem 
charge      per  $1 


D 

C 



Standard  &  Poor's  500  stock  average 

15.5% 

24.0% 

Forbes  stock  fund  composite 

13.1% 

17.3% 

- 

22.3 

$18.3 

S1.0 

Lord  Abbett  Mid-Cap  Value-A/800-874-3733 

11.0% 

14.1% 

10.3% 

$334 

21.2 

$1.7 

5.75% 

$1.2 

D 

B 

Lutheran  Brotherhood  Fund-A/800-328-4552 

12.4 

18.7 

16.1  - 

1,025 

22.0 

56.3 

4.00 

0.9 

A 

C 

MainStay-Capital  Apprectation-A/800-624-6782 

16.3 

22.5 

21.8 

2,055 

40.9 

27.6 

5.50 

1.1 

C 

B 

MainStay-Value  Fund-A/800-624-6782 

11.3 

12.0 

9.1 

1,474 

20.8 

6.9 

5.50 

1.1 

A 

C 

Mairs  &  Power  Growth  Fund/800-304-7404 

15.7 

22.9 

21.7 

398 

20.0 

5.8 

none 
none 

0.8 
1.3 

C 

C 

Managers  Capital  Appreciation/800-835-3879 

15.6 

21.5 

17.0 

92 

48.3 

12.7 

c 

C 

Managers  Income  Equity/800-835-3879 

12.1 

17.7 

12.9 

67 

27.4 

16.3 

none 

1.4. 

A 

D 

Managers  Special  Equity/800-835-3879 

14.4 

15.3 

13.7 

686 

30.0 

0.7 

none 

1.4 

C 

A 

MAP-Equity  Fund/800-559-5535 

15.3 

21.9 

17.3 

91 

19.9 

3.0 

4.75 

0.7. 

C 

B 

MAS-Equity  Fund-lnst/800-354-8185 

14.3 

19.4 

13.1 

1,261 

19.3 

14.6 

none 

0.6' 

■  A 

■  D 

MAS-Mid  Cap  Growth-lnst/800-354-8185 

* 

22.9 

17.5 

432 

24.1 

2.9 

none 

0.6i 

A 

D 

MAS-Small  Cap  Value-lnst/800-354-8185 

14.1 

16.6 

11.9 

947 

14.9 

1.0 

t 

0.8' 

A 

C 

MAS-Value  Fund-lnst/800-354-8185 

13.4 

17.0 

13.0 

3,358 

16.3 

7.8 

none 

0.K 

F 

A+ 

Mathers  Fund/800-962-3863 

3.7 

-0.3 

-1.8 

141 

17.9 

1.3 

none 

l.o: 

A 

D 

Mentor  Growth  Portfolio-A/800-382-0016 

11.6 

14.5 

11.6 

106 

26.1 

0.6 

5.75 

1.21 

B 

C 

Meridian  Fund/800-446-6662 

12.3 

11.0 

7.4 

337 

29.4 

1.1 

none 

0.91 

C 

B 

Merrill  Lynch  Basic  Value-O/800-637-3863 

13.0 

18.0 

15.6 

11,135 

17.5 

24.9 

5.25 

0.8(( 

D 

A 

Merrill  Lynch  Capital-0/800-637-3863 

11.6 

14.0 

11.0 

10,555 

13.9 

13.0 

5.25 

0.8(- 

B 

C 

Merrill  Lynch  Growth-D/800-637-3863 

12.4 

10.2 

8.4 

8,183 

25.1 

2.5 

5.25 

1.09 

B 

D 

Merrill  Lynch  Special  Value-D/800-637-3863 

7.7 

13.0 

9.8 

1,044 

17.2 

0.4 

5.25 

1.3!; 

D 

■  A 

Merrill  Lynch  Strategic  Div-D/800-637-3863 

* 

18.1 

13.1 

200 

15.8 

10.1 

5.25 

1.1!. 

B 

C 

MFS  Capital  Opportunities-A/800-225-2606 

14.7 

21.4 

18.5 

1,089 

18.4 

14.3 

5.75 

1.32 

C 

C 

MFS  Growth  0pportunities-A/800-225-2606 

12.5 

20.1 

16.2 

928 

24.9 

21.1 

5.75 

0.8' 

C 

B 

MFS  Large  Capital  Growth-A/800-225-2606 

13.9 

22.2 

17.1 

652 

18.2 

14.2 

5.75 

1.31 

A 

C 

MFS  Mass  Invest  Growth  Stock-A/800-225-2606 

16.3 

25.0 

19.8 

1,853 

28.7 

25.5 

5.75 

0.72 

B 

B 

MFS  Mass  Investors  Trust-A/800-225-2606 

14.9 

23.0 

19.7 

5,831 

19.4 

21.6 

5.75 

0.7! 

B 

C 

MFS  Research  Fund-A/800-225-2606 

14.1 

20.6 

18.6 

4,673 

21.1 

25.7 

5.75 

0.9F 

D 

D 

Monetta  Fund/800-666-3882 

10.4 

7.0 

4.8 

165 

29.6 

0.4 

none 

1.3c 

C 

A 

MSDW  Dividend  Growth  Secs-A/800-869-6397 

13.7 

18.3 

17.2 

15,448 

20.0 

24.4 

5.25 

1.22 

■  C 

■  C 

MSDW  Value-Added  Market-Equity-A/800-869-6397 

— * 

16.5 

15.3 

1,481 

26.5 

8.4 

5.25 

1.45 

D 

B 

MSB  Fund/800-661-3938 

12.5 

20.3 

15.9 

49 

20.9 

35.3 

none 

1.41: 

■  C 

■  B 

Nations-Value  Fund-Investor  A/800-321-7854 

* 

18.7 

14.9 

263 

19.3 

18.1 

none§ 

1.22 

c 

B 

Nationwide  Fund-A/800-848-0920 

15.3 

24.1 

21.5 

1,516 

19.1 

24.8 

5.50 

0.61! 

c 

B 

Nationwide  Growth  Fund-A/800-848-0920 

12.9 

18.9 

16.1 

824 

18.6 

22.8 

5.50 

0.64 

B 

D 

N&B  Focus  Fund/800-877-9700 

13.7 

17.6 

15.1 

1,384 

16.3 

11.1 

none 

0.86 

■  B 

■  D 

N&B  Genesis  Fund/800-877-9700 

— * 

15.3 

14.3 

1,143 

20.2 

1.0 

t 

1.17 

B 

D 

N&B  Guardian  Fund/800-877-9700 

12.5 

13.6 

10.8 

6,137 

16.3 

10.6 

none 

0.80 

C 

D 

N&B  Manhattan  Fund/800-877-9700 

12.0 

15.8 

11.8 

563 

18.5 

3.7 

none 

0.99 

B 

B 

N&B  Partners  Fund/800-877-9700 

13.4 

18.2 

14.2 

3,267 

13.6 

9.3 

none 

0.80 

■  D 

■  A 

New  Century  Capital/781-239-0445 

* 

17.2 

13.0 

80 

28.0 

NA 

none 

1.47 

i 

C 

B 

New  Economy  Fund/800-421-4120 

14.4 

16.4 

13.9 

4,804 

18.8 

16.4 

5.75 

0.84 

C 

B 

New  England  Growth  Fund-A/800-888-4823 

14.0 

20.6 

15.2 

1,483 

23.3 

43.5 

5.75 

1.18 

C 

B 

New  England  Growth  0ppors-A/800-888-4823 

13.7 

21.5 

16.8 

296 

16.7 

26.4 

5.75 

1.30 

B 

D 

New  England  Value  Fund-A/800-888-4823 

10.6 

16.4 

12.8 

428 

14.3 

20.0 

5.75 

1.31 

B 

D 

N-A  Growth  Equity-A/800-225-1852 

12.2 

12.8 

9.9 

128 

34.6 

3.1 

5.00 

1.41 

B 

B 

Nicholas  Fund/800-227-5987 

14.5 

19.5 

16.7 

5,083 

21.4 

9.5 

none 

0.72 

C 

C 

Nicholas  11/800-227-5987 

12.8 

18.3 

14.9 

1,005 

25.2 

1.9 

none 

0.62 

B 

C 

Nicholas  Limited  Edition/800-227-5987 

14.8 

15.8 

12.7 

316 

19.8 

0.6 

none 

0.86 

D 

C 

North  American  Equity-lncome-A/800-872-8037 

10.2 

15.2 

11.7 

173 

24.2 

14.9 

4.75 

1.34 

Five-year  return  12/31/93  through  12/31/98.  ■Fund  rated  for  three  periods  only;  maximum 

allowable  grade  A.  *Fund  no 

in  operation  or  did  not  meet  asset  minimum  forfi 

| 

period    tClosed  to  new  investors.  §Distnbutor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  NA:  Not  available 

Sources:  Forbes;  Upper,  Inc.;  Morningstar,  In 
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An  easier  way  to  organize 
all  your  investments. 

Introducing  the  T.  Rowe  Price  Asset  Manager  Account. 


•  More  than  1,000  no-load  funds 

including  T.  Rowe  Price,  Fidelity, 
Vanguard,  and  Janus 

•  New  money  market  PLUS  services: 

Unlimited  no-minimum  checkwriting 
VISA    Gold  ATM  &  Check  Card 

•  One  monthly  investment  statement 

•  Ability  to  trade  stocks  and  bonds 


With  the  Asset 
Manager  Account, 


and  IRAs  — into  just 
k     one  envelope. 


you  can  simplify  your  portfolio  management. 
With  a  single  phone  call  to  T.  Rowe  Price — 
whose  overall  service  was  ranked  among 
the  top  three  mutual  fund  companies  by 
SmartMoney  magazine* — you  can  invest  in 
stocks,  bonds.  75  T.  Rowe  Price  funds,  and 
more  than  1,000  other  no-load  funds  from 
Fidelity,  Vanguard,  Janus,  and  others. 

See  ail  your  holdings  on  one  statement. 

Think  about  all  the  paperwork  you  receive  from 
various  mutual  fund  companies.  Our  monthly 
'statement  summarizes  and  consolidates  all 
your  household  accounts — individually  and 
jointly  registered  accounts,  taxable  accounts, 


Spend  more  time  managing  your  investments 
and  less  time  managing  the  process. 

The  Asset  Manager  Account  streamlines  your 
money  management  and  investment  process 
by  organizing  your  holdings  in  one  place  for 
easy  access. 

So  now  you  can  spend  less  time  keeping  track 
of  your  accounts  and  more  time  researching 
your  options  and  making  sound  investment 
decisions... which  is  what  investing  with  confi- 
dence is  all  about. 

$10,000  minimum  investment  ($1,000  for  IRAs). 


ROWE  PRICE 

Bet  manager 

■VCCOUNT 


For  a  free  Asset  Manager 
Account  Information  Kit 
including  a  prospectus, 
call  toll  free  24  hours: 

1-877-630-3678 

www.troweprice.com/ama 


Invest  With  Confidence 

T.RoweRice 


art.Money  magazine  ranking  of  18  leading  mutual  fund  companies  by  account  statements,  on-line  services,  and  representatives. 
!  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  VISA  is  a  registered  trademark  of  VISA  U.S.A.  Inc. 


SO  ADVANCED, 

IT  CAN  TELL 

IF  YOU  HAVE 

A  FEVER 

AND  TAKE  STEPS 

TO  MAKE 

YOU  MORE 

COMFORTABLE. 
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Is  it  possible  to  engineer  thoughtfulr 
vigilance  into  a  vehicle?  One  ride  in  the  all-r 
Jeep,  Grand  Cherokee  Limited  and  you'll  a 
leather-trimmed  cabin  was  built  for  your  wel 

The  Infrared  Dual  Zone  Climate  Control     .. 

Bin 

lirst,  uses  infrared  technology  to  read  amb    (l 
surface  body  heat.  Automatically,  the  syster 


THE       ALL-NEW       J 


THE    MOST    CAPAB 


'Based  on  AMC1  overall  on-  and  off-road  performance  tests  using  Grand  Cherokee  w 


mnis  to  maintain  the  desired  cabin  temperature. 
Ind  Cherokee  Limited  even  has  convenience 
Ito  the  conveniences.  Like  steering  wheel- 
It  stereo/CD  controls.  Heated**  10-way  power  seats. 
Imable  controls  for  doors,  stereo,  headlamps, 
le.  In  all,  13  customized  features  think  about  you 
■you  ever  having  to  give  them  a  second  thought. 


It's  not  surprising  then  that  the  most  capable  sport 
utility*  is  also  the  most  conscientious.  To  find  out  more, 
contact  us  at  1-800-925-JEEP  or  www.jeep.com. 


Jeep 


Theres   Only   One 


Ind      CHEROKEE- 

BORT    UTILITY    EVER* 


I  and  V8  engine.  **OptionaI.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 
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STOCK  FUNDS 


Market         FUND/phone  number 
Performance 


-ANNUALIZED  TOTAL  RETURN^ 

8/31/87 

to  i—  5-year— i 

12/31/98       Pretax       Aftertax 


Assets      Weighted      Median  Maximum      Annu 

11/30/98     average      market  sales  expe 

($mil)          P/E            cap  charge  per  Sl( 
($bil) 


C 

Standard  &  Poor's  500  stock  average 

15.5% 

24.0% 

Forbes  stock  fund  composite 

13.1% 

17.3% 

• 

22.3 

$18.3 

$1.01 

D 

Northstar  Growth  Fund-A/800-595-7827 

12.2% 

16.2% 

14.1% 

$94 

35.0 

$9.5 

4.75% 

$1.5( 

C 

D 

Northstar  Special  Fund-A/800-595-7827 

11.4 

9.2 

8.5  *. 

332 

30.0 

0.8 

4.75 

1.41 

A 

F 

Oberweis  Emerging  Growth/800-323-6166 

10.9 

8.3 

6.3 

152 

40.2 

0.6 

none 

1.41 

■  C 

■  A 

One  Group  Value  Growth-A/800-480-4111 

* 

20.7 

16.5 

72 

33.8 

44.8 

4.50 

1.2:    ; 

B 

C 

Oppenheimer  Capital  Appreciation-A'/800-525-7048 

13.6 

22.1 

18.4 

1,329 

20.7 

11.4 

5.75 

1.0) 

B 

C 

Oppenheimer  Disciplined  Value/800-525-7048 

13.8 

16.6 

14.0 

480 

25.4 

10.1 

5.75 

l.i-l 

B 

D 

Oppenheimer  Discovery  Fund-A/800-525-7048 

12.7 

8.6 

6.9 

1,580 

24.4 

0.8 

5.75 

1.2» 

B 

B 

Oppenheimer  Growth  Fund-A/800-525-7048 

13.6 

17.5 

13.8 

1,949 

22.9 

4.4 

5.75 

1.0c    j 

■  A 

■  B 

Oppenheimer  Main  St  Inc  &  Growth-A/800-525-7048 

* 

18.7 

17.0 

9,460 

32.2 

52.8 

5.75 

0.9' 

C 

A 

Oppenheimer  Total  Return-A/800-525-7048 

14.3 

17.3 

14.2 

3,197 

20.6 

19.5 

5.75 

0.9(    I 

B 

D 

Pacific  Horizon-Aggress  Growth-A/800-346-2087 

11.5 

10.7 

5.7 

NA 

30.7 

3.6 

5.75 

1.42     ; 

D 

A 

PaineWebber  Growth  &  lncome-A/800-647-1568 

12.5 

19.2 

16.3 

1,019 

19.2 

14.2 

4.50 

1.2C 

C 

D 

PaineWebber  Growth  Fund-A/800-647-1568 

13.7 

15.9 

12.6 

346 

18.1 

16.3 

4.50 

1.2V 

■  C 

■  A 

L  Roy  Papp  Stock  Fund/800-421-4004 

— * 

22.0 

21.4 

79 

22.5 

18.7 

none 

1.1C 

B 

F 

Parnassus  Fund/800-999-3505 

10.2 

10.6 

8.3 

353 

15.5 

1.5 

3.50 

1.10 

F 

A+ 

PBHG  Advisor  Defensive  Equity  A/800-809-8008 

11.6 

17.2 

12.5 

53 

21.6 

44.1 

none 

1.34 

A+ 

F 

PBHG  Growth  Fund/800-809-8008 

14.6 

11.0 

10.9 

5,643 

30.5 

1.1 

none 

1.24 

C 

D 

Phoenix  Aggressive  Growth-A/800-243-4361 

12.6 

20.2 

16.1 

259 

40.2 

28.6 

4.75 

1.2C 

D 

C 

Phoenix  Equity  0pportunities-A/800-243-4361 

11.3 

14.1 

10.4 

189 

26.8 

39.0 

4.75 

1.23 

0 

A 

Phoenix  Growth  Fund-A/800-243-4361 

13.3 

19.3 

15.2 

2,598 

23.9 

41.3 

4.75 

1.11 

■  D 

■  C 

Phoenix  Multi-Mid-Cap-A/800-243-4361 

— * 

13.1 

9.0 

377 

42.3 

6.1 

4.75 

1.38 

A+ 

C 

Pilgrim  Bank  &  Thrift-A/800-334-3444 

17.7 

26.3 

23.1 

364 

18.1 

4.3 

5.75 

1.01 

C 

B 

Pilgrim  MagnaCap-A/800-334-3444 

12.6 

19.9 

15.8 

376 

21.2 

24.5 

5.75 

1.41 

■  C 

■  C 

Pimco  Renaissance  Fund-A/800-426-0107 

— * 

18.5 

14.6 

456 

24.1 

9.4 

5.50 

1.25 

c 

B 

Pioneer  Fund-A/800-225-6292 

13.7 

22.0 

19.4 

3,977 

17.5 

29.7 

5.75 

1.0] 

A 

0 

Pioneer  Growth  Shares-A/800-225-6292 

17.3 

25.2 

20.9 

714 

19.7 

23.9 

5.75 

1.11 

D 

D 

Pioneer  ll-A/800-225-6292 

9.2 

11.7 

8.7 

7,149 

14.4 

8.2 

5.75 

0.92 

D 

D 

Pioneer  Mid-Cap  Fund-A/800-225-6292 

9.2 

8.5 

5.3 

948 

22.7 

5.2 

5.75 

0.9C 

D 

A+ 

T  Rowe  Price  Capital  Appreciation/800-638-5660 

12.0 

12.8 

9.3 

1,054 

18.7 

5.0 

none 

0.78 

C 

A 

T  Rowe  Price  Equity  Income/800-638-5660 

14.0 

18.8 

16.0 

12,325 

19.8 

14.4 

none 

0.81 

■  B 

■  B 

T  Rowe  Price  Equity  Index  500/800-638-5660 

* 

23.7 

22.5 

1,834 

21.4 

53.9 

none 

0.4C 

B 

B 

T  Rowe  Price  Growth  &  Income/800-638-5660 

12.7 

17.4 

15.0 

3,358 

22.3 

12.7 

none 

0.82 

C 

B 

T  Rowe  Price  Growth  Stock/800-638-5660 

13.5 

21.0 

17.6 

3,980 

18.0 

30.3 

none 

0.77 

A 

D 

T  Rowe  Price  New  America  Growth/800-638-5660 

15.3 

18.0 

16.1 

1,706 

25.2 

6.6 

none 

1.01 

D 

C 

T  Rowe  Price  New  Era/800-638-5660 

7.0 

9.6 

6.6 

1,552 

22.0 

6.6 

none 

0.76 

A 

D 

T  Rowe  Price  New  Horizons/800-638-5660 

13.1 

16.3 

13.8 

5,016 

26.3 

1.0 

t 

0.9C 

A+ 

■  F 

T  Rowe  Price  Science  &  Technology/800-638-5660 

— * 

24.4 

21.6 

3,737 

25.7 

7.0 

none 

0.97 

B 

D 

T  Rowe  Price  Small-Cap  Stock/800-638-5660 

10.8 

15.1 

12.5 

779 

18.0 

0.5 

none 

1.07 

■  B 

■  C 

T  Rowe  Price  Small-Cap  Value/800-638-5660 

— * 

12.2 

10.2 

2,058 

16.3 

0.3 

none§ 

0.94 

C 

B 

Principal  Capital  Value-A/800-451-5447 

11.3 

18.7 

15.6 

539 

19.6 

15.5 

4.75 

0.6S 

B 

C 

Principal  Growth  Fund-A/800-451-5447 

13.6 

19.0 

18.1 

373 

21.0 

17.0 

4.75 

1.08 

■  A 

■  D 

Principal  MidCap  Fund-A/800-451-5447 

— * 

15.1 

14.5 

408 

21.3 

1.8 

4.75 

1.32 

C 

B 

Principal  Preserv-S&P  100  Plus/800-826-4600 

14.1 

23.2 

21.7 

105 

22.7 

114.2 

5.25 

1.0C 

C 

B 

Putnam  Equity  lncome-A/800-225-1581 

11.7 

18.7 

16.8 

1,391 

16.6 

22.1 

5.75 

1.09 

C 

A 

Putnam  Fund  for  Growth  &  lnc-A/800-225-1581 

13.5 

18.9 

15.8 

31,585 

17.5 

25.1 

5.75 

0.92 

1 

F 

B 

Putnam  Global  Natural  Resources-A/800-225-1581 

7.3 

7.8 

6.1 

392 

21.3 

9.9 

5.75 

1.23 

1 

B 

A 

Putnam  Health  Sciences-A/800-225-1581 

16.8 

26.2 

24.2 

2,587 

24.7 

26.2 

5.75 

1.08 

r 

B 

C 

Putnam  Investors  Fund-A/800-225-1581 

15.3 

24.2 

20.9 

2,273 

25.0 

33.7 

5.75 

1.0C 

A 

D 

Putnam  New  0pportunities-A2/800-225-1581 

16.8 

20.6 

20.1 

15,496 

27.5 

10.7 

5.75 

1.06 

Five-year  return  12/31/93  through  12/31/98   "Fund  rated  for  three  periods  only;  maximum 

allowable  grade  A.  "Fund  not 

in  operation  or  did  not  meet  asset  minimum  for f 

period.  tClosed  to  new  investors.  §Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  'Reflects  performance  of  Oppenheimer  Regency 

irior  to  Ju 

1991  merger   Reflects  performance  of  Information  Sciences 

prior  to  March  1992  merger 

NA:  Not  available. 

Sources:  Forbes:  Upper,  Inc.:  Mommgstar,  li 
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UAL    REPORTS 


Corporation,  www. bayerus.com 
int  Technologies  Inc., 
cordanttech.com 


DEVELOPMENT 


Department  of  Economic 
rjpment,  www.smart.state.ia.us 
io  Canada, 
ontano-canada.com 


NESS   TO    BUSINESS 


v   U  .  S00-992-3522,  www.aflac.com 
■Aviation,  www.jetaviation.com 
tt  Management  Resources, 
■-400--4~4,  www.rhimr.com 
«ed  Parcel  Service,  www.ups.com, 
»0-PICK-UPS 


l'UTER/TECHNOLOGY 


lrosoft  DNS, 
w.microsoft.com/dns 

A  Leader  in 
Itimedia  Technology 
waiec.com 

ell,  www.novell.com 
rack,  800-ORACLE1, 
vw.oracle.com 
icon  Graphics  Inc., 
vw.sgi.com/go/visual 
wsonic,  www.viewsonic.com 


CONSUMER    P  R  D  C  T  S  /  S  V  C  S 


13.  Acura,  800-TO-ACURA, 
www.acura.com 

14.  GMC  Envoy,  www.envoy.gmc.com 

15.  Hilton  Hotels  and  Resorts, 
1-800-HILTONS,  www.hilton.com 

16.  Infiniti,  www.infiniti-usa.com 
Jeep.  There's  only  one. 
1-800-925-JEEP,  www.jeep.com 

17.  Lincoln  Navigator,  800-446-8888, 
www.lincolnvehicles.com 

18.  Pella  Windows  &  Doors, 
www.pella.com,  1-800-84-PELLA 

19.  Smith  and  Wollensky, 
www.smithandwollensky.com 

20.  Toyota  in  America, 
www.toyota.com/usa 


FINANCIAL    SERVICES 


21.  American  Express  Financial  Advisors, 
www.americanexpress.com/advisors 

22.  American  General  Corporation, 
www.gmc.com,  1-800-AGC-lll  1 

23.  Charles  Schwab  &C  Co.,  Inc., 
www.schwab.com, 
1-800-4-SGHWAB 

24.  The  Dun  &  Bradstreet  Corporation, 
www.dnbcorp.com 

25.  Janus  Funds,  1-800-223-5993, 
www.janus.com 

26.  Founders  Funds,  1-800-265-4944, 
www.founders.com 

27.  GE  Financial  Assurance, 
www.ge.com 


28.  Templeton  Funds: 
www.franklin-templeton.com, 
or  1-800-FRANKLIN  ext.  T265 

29.  Franklin  Mutual  Discovery  Fund, 
www.  franklin-templeton.com  or 
1-800-FRANKLIN  ext.  P253 

30.  Morgan  Stanley  Dean  Witter 
Family  of  Funds,  1-800-THE-DEAN, 
www.deanwitter.com/funds 

*      Scudder,  1-800-SCUDDER, 
ext.  2732, 
www.scudder.com 

31.  T.  Rowe  Price,  Asset 

Manager  Account,  1-877-630-3678, 
www.troweprice.com 

32.  T.  Rowe  Price,  Blue  Chip 
Growth  Fund,  1-800-541-7871, 
www.troweprice.com 

33.  T.  Rowe  Price,  Rollover  Your  IRAR, 
1-800-541-7853, 
www.troweprice.com 

34.  TIAA-CREF 

35.  Transamerica  Premier  Funds, 
www.transamerica.com 


Issue  Date:  February  8,  1999 
Offer  Expires:  May  8,  1999 


Not  all  advertisers  on  this  page  are  on  our  Request  website.      'Website  Visit/Phone  Call  Only. 


'R  FREE  INFORMATION  ON 
i   ADVERTISERS  LISTED: 


BY  MAIL: 
Fill  our  the  attached  post-paid  card 

BY  FAX: 

Fax  artached  card  or  form  to 

312-922-3165 

VISIT: 
www.forbes.com/request 


CITY/STATE/ZIP 


STOCK 

Market 

FUND/phone  number 

-ANNUALIZED  TOTAL  RETURN - 

Assets 

Weighted 

Median 

Maximum 

Annual 

Performance 

8/31/87 

11/30/98 

average 

market 

sales 

expensj 

mmma 

RJBP] 

to 

-  5 

year  — 

($mil) 

P/E 

cap 

charge 

per  $11 

El 

A 

F 

12/31/98 

Pretax 

Aftertax 

(Sbil) 

Standard  &  Poor's  500  stock  average 

15.5% 

24.0% 

Forbes  stock  fund  composite 

13.1% 

17.3% 

- 

22.3 

S18.3 

si.od 

Putnam  OTC  &  Emerging  Growth-A/800-225-1581 

13.8% 

15.3% 

13.4% 

$3,553 

24.6 

$1.1 

5.75% 

$l.lf 

B 

D 

Putnam  Vista  Fund-A/800-225-1581 

14.5 

19.3 

17.1  -. 

4,108 

30.6 

4.9 

5.75 

1.04 

A 

D 

Putnam  Voyager  Fund-A/800-225-1581 

16.3 

19.9 

17.9 

17.725 

26.2 

12.9 

5.75 

102 

B 

c 

Reich  &  Tang  Equity/800-676-6779 

10.7 

12.2 

7.5 

90 

20.9 

1.5 

none 

\n 

■  D 

■  A 

Reynolds  Blue  Chip  Growth/800-773-9665 

— * 

28.0 

27.5 

61 

28.4 

88.7 

none 

1.4* 

B 

C 

Rodney  Square  Large  Cap/800-336-9970 

14.5 

20.2 

16.5 

91 

23.6 

23.1 

4.00 

1.4c 

D 

A 

Royce  Pennsylvania  Mutual-lnvest/800-221-4268 

10.6 

11.6 

7.5 

668 

14.0 

0.4 

none§ 

0.91 

A 

C 

Safeco  Equity  Fund/800-426-6730 

16.0 

21.7 

18.8 

1,463 

18.3 

64.3 

none 

0.71 

A 

D 

Safeco  Growth  Fund/800-426-6730 

14.3 

19.0 

14.3 

534 

22.5 

0.6 

none 

1.02! 

D 

B 

Safeco  Income  Fund/800-426-6730 

11.1 

16.5 

13.2 

397 

18.9 

17.8 

none 

0.86 

C 

C 

Salomon  Brothers  Capital-A/800-725-6666 

11.6 

19.2 

14.1 

185 

NA 

NA 

4.75 

1.461 

B 

C 

Salomon  Brothers  Investors  Fund-A/800-725-6666 

12.9 

20.4 

16.4 

706 

24.9 

10.1 

4.75 

i.oe 

B 

c 

Salomon  Brothers  Opportunity/800-725-6666 

12.5 

17.8 

15.8 

200 

14.9 

11.5 

none 

1.16 

B 

D 

Scudder  Development  Fund/800-225-2470 

11.3 

12.6 

9.6 

863 

23.0 

2.1 

none 

1.31 

C 

A 

Scudder  Growth  &  Income/800-225-2470 

13.4 

17.8 

15.1 

6,716 

15.0 

19.7 

none 

0.78 

B 

D 

Scudder  Large  Company  Value/800-225-2470 

13.1 

15.5 

12.6 

2.197 

19.4 

27.2 

none 

0.92 

B 

B 

Security  Equity  Fund-A/800-888-2461 

15.8 

22.1 

19.2 

834 

21.0 

20.9 

5.75 

1.04 

F 

A 

Security  Growth  &  lncome-A/800-888-2461 

8.8 

12.8 

8.7 

96 

22.5 

6.2 

5.75 

1.29 

B 

F 

Security  Ultra  Fund-A/800-888-2461 

7.1 

12.5 

9.4 

83 

29.3 

2.2 

5.75 

1.31 

A 

C 

Selected  American  Shares/800-279-0279 

15.3 

22.8 

20.9 

2,142 

19.7 

36.9 

none 

:.03fJ 

D 

D 

Selected  Special  Shares/800-279-0279 

12.0 

18.3 

15.2 

74 

18.5 

3.9 

none 

1.33 

B 

D 

Seligman  Capital  Fund-A/800-221-7844 

12.5 

16.8 

13.3 

310 

23.2 

5.1 

4.75 

1.07 

D 

B 

Seligman  Common  Stock-A/800-221-7844 

12.0 

16.1 

12.2 

815 

25.9 

34.5 

4.75 

1.15 

C 

C 

Seligman  Growth  Fund-A/800-221-7844 

13.1 

19.0 

15.6 

758 

22.0 

63.6 

4.75 

1.20 

D 

B 

Sentinel  Common  Stock-A/800-282-3863 

12.6 

18.5 

15.2 

1,588 

25.8 

29.5 

5.00 

1.07 

D 

C 

Sentinel  Growth  Fund-A/800-282-3863 

10.0 

16.1 

10.5 

88 

19.5 

3.5 

5.00 

1.43 

D 

C 

Sentry  Fund/800-533-7827 

11.6 

16.5 

13.3 

120 

19.4 

3.5 

none 

0.84 

A 

A 

Sequoia  Fund/800-686-6884 

18.7 

28.1 

26.9 

3,468 

18.5 

19.3 

t 

1.00 

D 

A 

SG  Cowen  Income  +  Growth-A/800-262-7116 

10.4 

12.5 

8.7 

47 

16.6 

5.0 

4.75 

1.24 

■  B 

■  D 

SG  Cowen  Opportuniry-A/800-262-7116 

± 

4.5 

2.1 

65 

15.5 

0.7 

4.75 

1.39 

D 

■  C 

Shadow  Stock  Fund/800-422-2766 

* 

12.5 

8.5 

50 

17.5 

0.1 

none 

1.13 

A 

D 

SIFE  Trust-Class  A-ll/800-524-7433 

16.0 

23.3 

19.4 

1,095 

20.3 

11.8 

5.00 

1.48 

c 

B 

SIT  Large  Cap  Growth/800-332-5580 

14.4 

23.4 

20.8 

82 

29.3 

37.4 

none 

1.00 

B 

D 

SIT  MidCap  Growth/800-332-5580 

12.8 

15.3 

11.0 

382 

27.4 

4.5 

none 

0.92 

B 

D 

SB  Aggressive  Growth-A/800-451-2010 

14.1 

19.0 

17.5 

613 

18.4 

10.3 

5.00 

1.30 

D 

A 

SB  Appreciation  Fund-A/800-451-2010 

12.9 

18.5 

15.0 

3.928 

28.8 

42.2 

5.00 

1.00 

C 

B 

SB  Fundamental  Value-A/800-451-2010 

12.1 

15.5 

12.9 

1,522 

20.5 

30.3 

5.00 

1.22 

D 

A 

SB  Invest-Large  Cap  Value-A/800-451-2010 

12.1 

16.8 

13.7 

810 

26.7 

27.3 

5.00 

0.95 

D 

C 

SB  Large  Cap  Blend-A  V800-451-2010 

10.6 

16.6 

15.2 

310 

18.5 

26.7 

5.00 

1.12 

■  D 

■  D 

SB  Small  Cap  Blend/800-451-2010 

— * 

11.4 

8.5 

189 

24.8 

1.1 

5.00 

1.21 

B 

B 

Sound  Shore  Fund/800-943-6786 

14.4 

19.8 

17.7 

1,193 

16.5 

6.1 

none 

1.15 

■  B 

■  B 

Spartan  Market  Index/800-544-8888 

— * 

23.7 

22.5 

3,698 

21.4 

49.3 

none 

0.44 

C 

B 

Stagecoach  Equity  Index/800-222-8222 

14.3 

22.9 

21.4 

511 

31.3 

51.7 

5.25 

0.97 

D 

B 

State  St  Research  Alpha  Fund-A/800-882-0052 

12.0 

15.6 

12.5 

266 

15.6 

2.2 

4.50 

1.25 

C 

C 

State  St  Research  Equity  lnvest-A/800-882-0052 

12.5 

18.1 

15.1 

191 

22.8 

33.6 

4.50 

1.25 

C 

B 

State  St  Research  lnvestment-A/800-882-0052 

13.7 

20.8 

16.9 

1,862 

23.2 

37.9 

4.50 

0.75 

A 

F 

SteinRoe  Capital  Opportunities/800-338-2550 

8.9 

13.6 

13.4 

988 

38.8 

3.5 

none 

1.17 

C 

B 

SteinRoe  Growth  &  Income/800-338-2550 

13.6 

18.9 

16.9 

337 

32.1 

47.1 

none 

1.13 

B 

C 

SteinRoe  Growth  Stock/800-338-2550 

13.6 

21.1 

18.6 

606 

25.1 

93.9 

t 

1.07 

Five-year  return  12/31/93  through  12/31/98.  ■Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  'Fund  not  in  operation  or  did  not  meet  asset 

minimum  1 

full  period.  tClosed  to  new  investors    §Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund. 

'Reflects  performance  of  Direct  Value  prior  to  Marc 

1994  merger.  NA:  Not  available 

Sources  Forbes:  Upper  Inc.:  Momingstar,  to 
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TIAA-CREF. 
Proven 

Solutions 

To  Last 

a  Lifetime. 

We  take  a  lot  of  pride  in  gaining 
high  marks  from  the  major  rating 
services.  But  the  fact  is,  we're 
equally  proud  of  the  ratings  we 
get  in  the  mail  every  day  from 
our  participants.  Because  at 
TIAA-CREF,  ensuring  the  finan- 
cial futures  of  the  education  and 
research  community  is  something 
that  goes  beyond  stars  and 
numbers.  So  from  mutual  funds, 
traditional,  variable  and  personal 
annuities  to  life  insurance  and 
IRAs,  you'll  find  we  provide 
the  right  choices — and  the 
dedication — to  help  you  achieve 
a  lifetime  of  financial  goals. 
The  rating  services  back  us  up. 
So  does  Bill. 

To  receive  a  free  Personal 
Investing  Kit,  including  charges 
and  expenses,  call  us  at 
800  226-0147.  It  contains 
prospectuses  for  our  variable 
annuities  and  mutual  funds. 
Please  read  them  carefully  before 
you  invest  or  send  money. 
www.tiaa-cref.org 


piFff 


Ensuring  the  future 

for  those  who  shape  it.SM 

:_Morningsrar,  Inc  .  November  30,  1998  Morningstai  is  an  independent  service  that  rates  mutual  funds  and  variable  annuities  The  top  10%  of  funds  in  an  investment  category  receive  five  stars  and  the 
eceive  four  stars  Mornrngstar  proprietary  ratings  reflect  historical  nsk-ad]usted  performance,  and  aie  subject  to  change  every  month  They  are  calculated  from  the  account's  three-  five-  and  ten-year 
annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments,  and  a  rrsk  factor  that  reflects  performance  below  90-day  T-bill  returns  The  overall  star  ratings  referred  to  above 
llngstar's  published  ratings,  which  are  werghted  averages  of  its  three-,  five-,  and  ten-year  ratings  for  periods  ending  November  30,  1998  The  separate  (unpublished)  ratings  for  each  of  the  periods  are 

CREF  Global 
Equities  Account 

Star  Rating/Number  of 

International  Equity 

Accounts  Rated 

4/490 

4/286 

N/A 


riod 

CREF  Stock 

CREF  Bond 

CREF  Social 

Account 

Market  Account 

Choice  Account 

Star  Rating/Number 

Stai  Rating/Number 

Star  Rating/Number 

of  Domestic  Equity 

of  Fixed  Income 

of  Domestic  Equity 

Accounts  Rated 

Accounts  Rated 

Accounts  Rated 

r*eai 

4/2,262 

5/748 

4/2.262 

rear 

4/1,515 

5/525 

4/1,515 

Year 

4/769 

N/A 

N/A 

CREF  Equity 
Index  Account 

CREF  Growth 
Account 

Star  Rating/Number  of 

Domestic  Equity 

Accounts  Rated 

5/2,262 

N/A 

N/A 

Star  Rating/Number  of 

Domestic  Equity 

Accounts  Rated 

5/2,262 

N/A 

N/A 

!  top  ratings  are  based  on  TIAAs  exceptional  financial  strength,  claims-paying  ability  and  overall  operating  performance  CREF  certificates  are  distributed  by  TIAA-CREF  Individua 
xs.  For  more  complete  information,  including  charges  and  expenses,  please  read  the  CREF  Prospectuses  offered  above  before  you  invest  or  send  money 


STOCK  FUNi 

Market 

FUND/phone  number 

ANNUALIZED  TOTAL  RETURN 

Assets 

Weighted 

Median 

Maximum 

Annu;  1 

Performance 

8/31/87 

11/30/98 

average 

market 

sales 

expens 

■TTTM 

ITfiffff 

to 

-  5 

•year  — 

($mil) 

P/E 

cap 

charge 

per  SI 

a 

c 

a 

c 

12/31/98 

Pretax 

Aftertax 

(Sbil) 

Standard  &  Poor's  500  stock  average 
Forbes  stock  fund  composite 

15.5% 
13.1% 

24.0% 
17.3% 

• 

22.3 

81 8.3 

S1.0 

SteinRoe  Special  Fund/800-338-2550 

11.2% 

8.8% 

5.6% 

$1,277 

17.9 

$1.8 

none 

$1.1. 

D 

B 

Stratton  Growth  Fund/800-634-5726 

12.6 

20.5 

17.7  -. 

56 

15.3 

10.8 

none 

1.1! 

F 

A+ 

Stratton  Monthly  Div  REIT  Shs/800-634-5726 

7.0 

4.0 

1.7 

99 

13.6 

0.4 

none 

l.o; 

■  A 

■  C 

Strong  Common  Stock/800-368-3863 

— * 

16.0 

12.3 

1.542 

18.7 

1.8 

t 

1.2( 

■  D 

■  C 

Strong  Discovery  Fund/800-368-3863 

— * 

8.9 

6.3 

399 

22.4 

1.3 

none 

1.4( 

C 

B 

Strong  Opportunity  Fund/800-368-3863 

13.3 

17.2 

14.1 

1.916 

20.0 

7.9 

none 

1.31 

■  A 

■  D 

Strong  Senate;  •■Value/800-368-3863 

— * 

13.8 

12.7 

1.436 

12.5 

3.2 

none 

1.2". 

C 

C 

Tocqueville  Fund/800-697-3863 

11.2 

14.6 

11.6 

65 

20.0 

4.1 

4.00% 

1.4< 

■  D 

■  A 

UAM-C&B  Equity-lnst/800-638-7983 

— * 

17.3 

11.8 

154 

21.6 

8.0 

none 

0.81 

■  C 

■  C 

UAM-DSI  Disciplined  Value-lnst/800-638-7983 

— * 

16.7 

12.2 

80 

19.9 

13.2 

none 

l.Of 

■  B 

■  F 

UAM-Sirach  Special  Equity-lnst/800-638-7983 

— * 

10.8 

4.7 

327 

25.6 

1.0 

none 

0.8"/ 

D 

A 

UMB  Scout  Stock/800-422-2766 

9.5 

12.1 

9.4 

196 

26.8 

5.2 

none 

0.8€ 

D 

A 

United  Accumulative  Fund-A/800-366-5465 

13.1 

19.1 

14.4 

1,571 

20.0 

17.6 

5.75 

0.83 

B 

A 

United  Income  Fund-A/800-366-5465 

15.: 

19.3 

16.3 

6,170 

19.9 

45.7 

5.75 

:.8( 

A 

D 

United  New  Concepts-A/800-366-5465 

14.8 

20.3 

17.8 

680 

36.2 

1.6 

5.75 

1.27 

B 

C 

United  Science  &  Technology-A/800-366-5465 

16.6 

25.9 

22.7 

1.033 

35.0 

16.1 

5.75 

0.9E 

D 

B 

United  Vanguard  Fund-A/800-366-5465 

11.8 

17.5 

13.9 

1,417 

23.9 

48.8 

5.75 

LOS 

B 

F 

USAA  Mutual-Aggressive  Growth/800-382-8722 

11.3 

18.0 

15.3 

750 

24.4 

1.3 

none 

0.74" 

D 

B 

USAA  Mutual-Growth/800-382-8722 

12.0 

17.1 

13.4 

1.416 

19.9 

32.6 

none 

0.97- 

D 

A 

USAA  Mutual-Income  Stock/800-382-8722 

13.0 

15.7 

12.9 

2.334 

15.6 

14.8 

none 

0.6& 

C 

C 

Value  Line  Fund/800-223-0818 

13.6 

17.7 

14.0 

392 

39.4 

21.2 

none 

0.8C 

D 

A 

Value  Line  Income  Fund/800-223-0818 

11.7 

16.5 

13.7 

161 

41.7 

38.2 

none 

0.93 

B 

C 

Value  Line  Leveraged  Growth  lnv/800-223-0818 

14.9 

22.8 

20.4 

433 

39.8 

27.7 

none 

0.87 

D 

D 

Value  Line  Special  Situations/800-223-0818 

10.3 

19.1 

13.9 

118 

34.4 

1.7 

none 

1.08 

■  C 

■  C 

Van  Eck/Chubb  Growth  &  lncome-A/800-544-4653 

— * 

14.8 

12.7 

67 

11.6 

10.6 

4.75 

1.06 

D 

c 

Vanguard  Energy  Fund/800-835-1510 

8.6 

8.6 

7.2 

1.197 

24.1 

5.8 

none§ 

0  39 

■  C 

■  B 

Vanguard  Equity  Income/800-835-1510 

— * 

19.6 

17.4 

2.023 

19.4 

24.4 

none 

0  42 

B 

D 

Vanguard  Explorer  Fund/800-835-1510 

10.8 

11.5 

9.5 

2.513 

21.0 

0.8 

none 

0.63 

■  B 

■  D 

Vanguard  Extended  Market  Index/800-835-1510 

— * 

16.3 

14.3 

2.716 

19.0 

1.5 

0.25* 

0.25 

B 

B 

Vanguard  500  Index/800-835-1510 

15.3 

24.0 

23.1 

48.265 

21.6 

54.1 

none 

0.20 

B 

C 

Vanguard  Growth  &  Income/800-835-1510 

15.3 

22.8 

20.0 

2,077 

19.3 

26.8 

none 

0.38 

A 

A 

Vanguard  Health  Care/800-835-1510 

20.4 

28.4 

26.7 

4,384 

20.9 

13.9 

none§ 

0.38 

C 

C 

Vanguard  Morgan  Growth/800-835-1510 

13.9 

21.4 

18.2 

2.734 

30.2 

13.5 

none 

0.51 

A 

C 

Vanguard  Primecap  Fund/800-835-1510 

16.0 

25.1 

23.9 

8.064 

24.6 

11.1 

none 

0.59 

B 

D 

Vanguard  Small-Cap  Index/800-835-1510 

9.7 

12.9 

10.9 

2.623 

17.6 

0.7 

0.50* 

0.25 

B 

B 

Vanguard  US  Growth/800-835-1510 

17.4 

26.2 

24.4 

7,922 

41.9 

86.5 

none 

0.43 

B 

D 

Vanguard  Windsor  Fund/800-835-1510 

11.6 

15.1 

11.3 

20.834 

20.7 

8.5 

t 

0.31 

B 

B 

Vanguard  Windsor  11/800-835-1510 

14.6 

21.3 

18.5 

23.545 

16.9 

24.7 

none 

0.39 

C 

B 

VanKampen  Comstock  Fund-A/800-421-5666 

12.9 

20.2 

14.2 

1.613 

19.0 

6.8 

5.75 

1.00 

A 

D 

VanKampen  Emerging  Growth-A/800-421-5666 

17.0 

21.0 

18.7 

3,443 

28.1 

6.9 

5.75 

1.05 

B 

D 

VanKampen  Enterprise  Fund-A/800-421-5666 

14.1 

21.3 

18.3 

2,283 

23.2 

18.8 

5.75 

1.01 

C 

B 

VanKampen  Growth  &  Income/800-421-5666 

12.0 

18.4 

15.0 

1.146 

21.9 

17.3 

5.75 

1.04 

D 

C 

VanKampen  Pace  Fund-A/800-421-5666 

12.1 

19.6 

15.1 

3,328 

20.2 

23.7 

5.75 

0.97 

■  C 

■  A 

Victory-Diversified  Stock-A/800-539-3863 

* 

22.6 

17.8 

831 

19.8 

18.8 

5.75 

1.05 

■  A 

■  D 

Victory-Ohio  Regional  Stock-A/800-539-3863 

— * 

14.3 

11.9 

55 

21.4 

2.3 

5.75 

1.39 

■  B 

■  C 

Vontobel  US  Value/800-527-9500 

— * 

21.2 

16.7 

128 

19.7 

9.2 

none 

B 

B 

Warburg  Pincus  Cap  Apprec-C/800-927-2874 

15.4 

22.2 

18.5 

608 

21.8 

35.7 

none 

103 

■  A 

■  D 

Warburg  Pincus  Emerg  Growth-C/800-927-2874 

* 

15.2 

14.4 

1,526 

23.0 

1.9 

none 

1.27 

■  D 

■  A 

Warburg  Pincus  Growth  &  lnc-C/800-927-2874 

— * 

13.4 

11.5 

627 

20.3 

15.3 

none 

1.21 

Five-year  return  12/31/93  through  12/31/98   "Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  "Fund  not  in  operation  or  did  not  meet  asset  minimum  1 

full  period.  tClosed  to  new  inves    rs    distributor  may  impose  purchase  fee,  with  proceeds  reverting  to  other  fund  shareholders  §Distnbutor  may  impose  redemption  fee 

whose  proceeds  revert  to  the  fund     Ifl  Not  available. 

Sources:  Forbes;  Upper  Inc.;  Mormngstar  In 
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We  Search  For  Bargains 
Today  To  Offer  You  Growth 
Potential  Tomorrow 


1   Mutual   Discovery   Fund 

I  Discovering  untapped  potential  in  securities  is  at  the  heart  of  the  invest- 

I  ment  philosophy  of  the  Franklin  Mutual  Series  Portfolio  Management 
Team's  investment  approach.  They  excel  at  uncovering  bargains  that  others 

j  have  missed.  A  good  example  is  the  diversified  portfolio  represented  by  the 

I  Mutual   Discovery   Fund... a   fund   that   has   produced   some   competitive 

I  returns  in  its  category  by  seeking  out  securities  that  are  undervalued  based 

I  upon  book,  cash  flow  and  earnings  valued 

I   5-Star  Rated  By  Morningstar,  Inc.    *   *   *   *   * 

The  fund  received  a  5-star  overall  rating  by  Morningstar,  Inc.,  against  a  uni- 
I  verse  of  843  and  385  international  equity  funds  for  the  three-  and  five-year 
I  periods  respectively,  ended  1  1  / 30/98. n Past  performance  does  not  guaran- 
I   tee  future  results. 

I    Call  your  investment  representative  or  Franklin  today  for  more  information. 

1 800  FRANKLIN  ext.  P253 

Call  for  a  fret  prospectus  containing  more  complete  information,  including  sales  charges,  expenses  and  risks.  Investors  should  read 
them  carefully  before  they  invest  or  send  money. 

"This  fund  may  invest  in  mergers,  consolidations,  liquidations  and  reorganizations  as  well  as  in  lower-rated  corporate  bonds.  Foreign 
issues  incur  special  risks  including  currency  fluctuations  and  political  uncertainty.  Investors  should  carefully  assess  the  risks  :o  prin- 
cipal and  income  associated  with  these  types  of  securities  discussed  in  the  fund's  prospectus. 

nPrior  to  November  I,  1996,  Class  A  shares  were  not  available;  only  a  single  no-load  class  of  shares  was  offered. This 
rating  is  based  upon  performance  of  the  original  class.  Class  A  shares  are  offered  with  a  5.75%  initial  sales  charge  and 
Rule  1 2b- 1  fees.  Since  Morningstar  ratings  include  sales  loads,  the  ratings  may  have  been  different  if  the  Class  A  load 
had  been  considered. 

Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  The  ratings  are  subject  to  change  every  month. 
Morningstar  ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year  average  cinnual  returns  in  excess  of  90-day  Treasury 
bill  returns  with  appropriate  sales  charge  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns. 
Ten  percent  of  the  funds  in  an  investment  category  receive  five  stars,  22.5%  receive  four  stars,  3  5%  receive  three  stars,  2  2 . 5%  receive 
two  stars  and  the  bottom  10%  receive  one  star.  Morningstar  ratings  for  other  periods  ended  1  1  /  30/98  are: 4  stars  for  the  three- 
aid  5  stars  for  the  five-year  periods. 

Fust  performance  does  not  guarantee  future  results. 

Franklin  Templeton  Distributors,  Inc. 

www.franklin-templeton.com 


F  K  k  NJ  K  1 1  NJ 

Mutual  Series  Funds 

777  Mariners  Island  Boulevard,  San  Mateo,  CA  94404-1585 
A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  For  Over  50  Years 


stock  'funds! 


Market 
Performance 


FUNO/phone  number 


ANNUALIZED  TOTAL  RETURN^ 

8/31/87 

to  —  5-year  — 

12/31/98       Pretax        Aftertax 


Assets 

11/30/98 

($mil) 


Weighted 

average 

P/E 


Median 

market 

cap 

(Sbil) 


Maximum  Annuel! 
sales  expens  I 
charge      per  $11 1 


Standard  &  Poor's  500  stock  average 

15.5% 

24.0% 

Forbes  stock  fund  composite 

13.1% 

17.3% 

• 

22.3 

S18.3 

S1.0I 

Wasatch  Aggressive  Equity/800-551-1700 

12.4% 

13.5% 

10.6% 

$182 

19.0 

$0.4 

none 

$1.51 

Wasatch  Growth  Fund/800-551-1700 

12.5 

16.8 

13.6  -. 

142 

16.2 

0.4 

none 

1.51 

Washington  Mutual  Investors/800-421-4120 

14.8 

22.1 

19.4 

37.179 

18.1 

24.4 

5.75% 

0  6  | 

Weitz  Series  Fund-Value/800-232-4161 

* 

21.5 

18.6 

349 

17.0 

1.8 

none 

1.211 

Westcore-Blue  Chip  Fund/800-392-2673 

— * 

20.8 

16.3 

63 

15.6 

10.0 

none 

1.1! 

Westwood  Equity  Fund-Retail/800-422-3554  13.6  21.1  18.8  145  24.0  18.2  none  1.5(1 

WinthropFocus-Growth-A/800-225-8011  11.7  18.6  16.4  97  18.4  30.8  4.75  1.4(1 

Winthrop  Focus-Growth  &  lncome-A/800-225-80 11  12.7  19.4  16.8  174  17.5  17.2  4.75  1.3f| 

Winthrop  Focus-Small  Co  Value-A/800-225-8011  11.0  10.5  9.3  305  17.9  0.9  4.75  1.4', 

WM  Growth  &  lncome-A/800-543-8072  12.6  19.9  17.8  359  20.4  22.7  5.50  LOCI 


D  WM  Northwest  Fund-A/800-543-8072 

B  D  WPG  Growth  &  Income/800-223-3332 

D  D  WPG  Tudor  Fund/800-223-3332 

iD        ■  C  Wright  Selected  Blue  Chip/800-888-9471 

i  D     I  ■  A  Zweig  Series-Strategy-A/800-272-2700 


14.7 
14.2 
7.4 


20.1 
22.1 

5.6 
14.7 
10.4 


18.1 
19.0 

1.7 
11.3 

8.3 


305 
114 
177 
250 
1.226 


21.2 

21.9 
21.6 
15.8 
13.1 


1.4 
49.5 
0.7 
3.0 
3.6 


5.50 
none 
none 
none 
5.50 


1.0(1 
1.1! 
1.2  J 
1.04| 
1.2U 


Five-year  return  12/31/93  through  12/31/98.  "Fund  rated  tor  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum] 
full  period.  NA:  Not  available. 

Sources:  Forbes:  Upper,  Inc.:  Morningstar,  hi 


At  the  IRS 


we 


want  to  answer 
questions  DCltCr 
solve  problems 
i^StCr  and  even 

SlXlUe  a  little  more. 


To  serve  you  better  and  faster, 
we're  expanding  our  hotline 
phone  hours.  As  of  1999,  you 
can  call  toll-free  24  hours  a  dav, 
seven  davs  a  week  to  speak  to  an 
IRS  expert. 

And  we've  loaded  our  Web  site 
with  Frequently  Asked  Questions 


plus  lots  of  helpful  facts. 

On  our  special  Problem 
Solving  Davs,  vou  can  walk  into 
an  IRS  office  with  a  tax  problem 
and  get  help  on  the  spot.  See 
our  Web  site  for  local  schedules, 
or  call  our  toll-free  hotline. 

For  tougher  problems,  there's 
the  IRS  Problem  Resolution 
Program.  Your  personal  advocate 
can  be  assigned  to  work  with  vou 
to  reach  a  solution. 

With  IRS  e-file  you  can  file  fast 
and  get  vour  refund  fast,  filing 
electronicallv.  Now  e-filers  can 
also  pay  their  tax  electronicallv. 

There's  a  new  emphasis  on 
service  at  todav's  IRS. 

IRS  toll-free  hotline 

1-800-TAX-1040 

Web  site  www.irs.ustreas.gov 


The  Internal  Revenue  Service  ^  Working  to  put  service  first 


, 


Exactly  where  your 
company  is  in  the 

21st  century  depends 
in  one  thing. 
Where  you  are  on 

he  22nd  of  March. 


nation  technology  (IT)  strategies  for  the  next  millennium  start  at  GartnerGroup's    fC\  fnrar+norfnrrM  I 
Spring  Symposium /ITxpo  99,  March  22-24  in  San  Diego.  110  in-depth  sessions      c=T7TT"PI 


JHEflTxpo99 


;s  the  IT  spectrum,  interviews  with  32  top  vendor  CEOs  and  visionary  keynotes 
Spring  Symposium  the  West  Coast's  premier  event  for  IT  executives.  Get 

gies.  Get  expert  advice  from  our  analysts.  Get  your  hands  on  tomorrow's  '  he  TUture  OT  IT. 

echnologies.  But  first,  get  registered  -  the  future's  coming  fast 

:h  22-24, 1999  San  Diego,  California,  USA  www.gartner.com/symposiuin  1-800778-1997  +1-203-316  6757 


— 


FUND  SURVE 

Fc 

>re 

iqn  stock  funds 

This  table  is  limited  to  open- 
are  invested  mosdy  in  non-U.S. 

end  funds  whose  portfolH 
stocks.  Note  that  the  a\il 

^^ 

age  fund  in  this  table  has  an  expense  ratio  of  $1.50  ;|| 

The  Morgan 

Stanlev  Capital  International  index  of  emerg- 

$100  of  assets, 

versus  . 

SI. 06  for  domestic  stock  funds  1 

ing  market  stocks  returned  a  negative  23%  last  year  while 

p.  130) 

Particularlv  in  emerging  markets,  fluctuationsB 

Morgan  Stanley's  Europe,  Australia,  Far  East  index  (which 

foreign  currency  values  can  affect  net  asset  values  m<| 

includes  a  heavy  dose  of  European  stocks)  returned  20%. 

than  do  changes  in  local  stock  markets. 

Market 

FUND/phone  number 

_  ANNUALIZED  TOTAL  RETURN  ^ 

Assets 

Weighted 

Median 

Maximum 

Annuafl 

Performance 

12/31/89 

11/30/98 

average 

market 

sales 

expensil 

mtm 

fi!»ff 

to 

i—  5-year  — i 

($mil) 

P/E 

cap 

charge 

per$1()fl 

H 

D 

■  B 

12/31/98 

Pretax 

Aftertax 

($bil) 

Morgan  Stanley  Capital  Intl  EAFE 

5.0% 

9.2% 

Morgan  Stanley  Capital  Intl  Emerging  Mkts 
Forbes  stock  fund  composite 

-0.5% 
5.1% 

-8.7% 
2.6% 

23.4 

$10.6 

S1.5C 

■  c 

AIM  Developing  Markets-A/800-347-1919 

— * 

— * 

— * 

$289 

18.9 

$3.5 

4.75% 

$1.85 

c 

■  C 

AIM  Emerging  Markets-A/800-347-1919 

— * 

-14.5% 

-14.7% 

229 

17.3 

3.7 

4.75 

2.08 

c 

D 

AIM  Europe  Growth-A/800-347-1919 

5.5% 

9.9 

9.3 

485 

31.4 

17.7 

5.50 

1.88 

D 

C 

AIM  International  Growth-A/800-347-1919 

4.3 

3.6 

0.6 

199 

27.8 

14.6 

5.50 

1.91 

D 

F 

AIM  Japan  Growth-A/800-347-1919 

-4.3 

-1.5 

-2.5 

104 

29.1 

8.3 

5.50 

1.94 

A 

D 

AIM  Latin  America  Growth-A/800-347-1919 

-5.5 

-11.3 

-11.7 

305 

13.6 

1.4 

4.75 

2.10 

C 

C 

AIM  New  Pacific  Growth-A/800-347-1919 

-4.7 

-14.1 

-15.8 

195 

18.6 

8.2 

5.50 

1.99 

C 

D 

Alliance  International  Fund-A/800-221-5672 

3.9 

6.8 

4.4 

259 

24.7 

20.6 

4.25 

1.72 

A 

■  C 

Alliance  New  Europe-A/800-221-5672 

— * 

16.9 

14.4 

167 

22.7 

16.5 

4.25 

2.05 

C 

A 

Babson-Stewart  Ivory  lntl/800-422-2766 

8.5 

8.9 

7.4 

98 

28.4 

9.9 

none 

1.19 

B 

D 

Bartlett  Europe  Fund-A/800-800-3609 

10.8 

20.1 

16.1 

56 

26.8 

18.0 

4.75 

2.00 

C 

B 

Bartlett  Value  lnternational-A/800-800-3609 

6.3 

5.4 

3.4 

67 

19.5 

6.6 

4.75 

■  c 

■  C 

Eaton  Vance  Greater  China  Grow-A/800-225-6265 

— * 

-11.1 

-11.6 

302 

21.4 

12.9 

5.75 

2.17 

c 

C 

Enterprise  Group-lntl  Growth-A/800-432-4320 

7.6 

8.5 

6.5 

50 

25.9 

19.7 

4.75 

2.00 

B 

A+ 

EuroPacific  Growth  Fund/800-421-4120 

12.1 

11.3 

9.5 

18,733 

25.5 

13.9 

5.75 

0.90 

C 

C 

Evergreen  International  Growth-A/800-343-2898 

6.5 

8.8 

6.4 

144 

24.6 

5.5 

4.75 

2.43 

C 

D 

Excelsior-lnternational/800-446-1012 

5.2 

5.9 

5.1 

176 

24.1 

7.6 

none 

1.43 

■  B 

■  D 

Excelsior-Latin  America/800-446-1012 

— * 

-8.1 

-9.5 

93 

15.9 

1.4 

none 

1.48 

D 

C 

Federated  Intl  Equity-A/800-341-7400 

6.6 

8.6 

6.5 

168 

31.4 

6.3 

5.50 

1.68 

B 

■  D 

Fidelity  Advisor  Overseas-T/800-522-7297 

* 

9.1 

8.2 

1.142 

23.5 

15.7 

3.50 

1.61 

D 

A 

Fidelity  Canada  Fund/800-544-8888 

4.5 

1.9 

0.0 

89 

17.6 

0.7 

3.00 

1.01 

C 

D 

Fidelity  Emerging  Markets/800-544-8888 

-5.0 

-17.6 

-17.9 

463 

12.1 

2.3 

3.00 

1.30 

B 

B 

Fidelity  Europe  Fund/800-544-8888 

12.5 

18.7 

16.7 

926 

27.6 

18.3 

3.00 

1.27 

C 

B 

Fidelity  Intl  Growth  &  Income/800-544-8888 

7.9 

7.7 

6.4 

1,024 

22.7 

10.1 

none 

1.16 

■  A 

■  D 

Fidelity  Latin  America/800-544-8888 

— * 

-7.2 

-7.6 

827 

11.2 

7.7 

3.00 

1.32 

B 

C 

Fidelity  Overseas  Fund/800-544-8888 

7.8 

9.3 

8.2 

3,684 

23.5 

15.4 

none 

1.14 

D 

B 

Fidelity  Pacific  Basin/800-544-8888 

4.7 

-4.0 

-4.8 

228 

25.4 

4.9 

3.00 

1.26 

D 

D 

Fidelity  Select-Prec  Metals  &  Mins/800-544-8888 

-3.4 

-11.1 

-11.2 

123 

33.3 

0.7 

3.00 

1.62 

■  C 

■  B 

Fidelity  Southeast  Asia/800-544-8888 

— * 

-11.1 

-11.4 

276 

19.7 

7.6 

3.00 

1.13 

■  C 

■  A 

59  Wall  Street-European/800-625-5759 

* 

13.8 

10.7 

153 

28.4 

33.7 

none 

1.33 

F 

C 

Franklin  Gold  Fund-l/800-342-5236 

-4.4 

-10.8 

-11.6 

283 

33.9 

2.5 

5.75 

1.05 

C 

■  C 

GAM  Europe  Fund-A/800-426-4685 

— * 

14.1 

12.1 

43 

23.4 

16.3 

5.00 

1.89 

A+ 

A+ 

GAM  International  Fund-A/800-426-4685 

14.9 

11.9 

9.8 

1,760 

20.6 

17.6 

5.00 

1.56 

A 

■  D 

Growth  Fund  of  Spain/800-621-1048 

— * 

24.0 

21.8 

3872 

NA 

NA 

none 

1.25 

A 

A 

Harbor  International  Fund/800-422-1050 

12.9 

13.4 

12.0 

5,149 

22.9 

20.6 

t 

0.99 

■  C 

■  A 

Hotchkis  &  Wiley-lnternational/800-236-4479 

* 

9.0 

7.9 

1,026 

17.0 

7.8 

none 

1  00 

C 

D 

IDS  International  Fund-A/800-437-4332 

6.9 

6.8 

5.5 

1,219 

32.0 

19.3 

5.00 

1.31 

D 

C 

IDS  Precious  Metals-A/800-437-4332 

-1.6 

-6.5 

-7.0 

56 

40.8 

0.7 

5.00 

1.50 

B 

C 

lnvescolntl-European/800-525-8085 

12.5 

18.1 

14.8 

322 

36.9 

11.8 

none 

1.36 

C 

D 

Invesco  Intl-lnternational  Growth/800-525-8085 

3.1 

5.2 

2.3 

83 

27.1 

22.8 

none 

1.80 

Five-year  return  12/31/93  through  12/31/98.  "Fund  rated  for  three  periods  only:  maximum 

allowable  grade  A.  "Fund  not  in  operation  or  did  not  meet  asset  minimum  forfi 

period.  tClosed  to  new  investors    NA:  Not  applicable  or  not 

available.  'Annualized  return  3/31/92  through  12/31/98 

•'As  of  October  1998. 

Sources:  Forbes;  Upper  Inc.;  Momingstar,  li 
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THE   TRAN  SAM  ERICA   PREMIER   EQUITY   FUND 


-: 


"*•••• 


Morningstar 

Rating  for  3  years  ending  11/30/98 
among  3431  domestic  equity  funds 


5«fc 


"INCREDIBLE  NUMBERS" 


-L/C  Research, 

Publisher  of  The  No-Load  Fund  Analyst 


"PURE  EVIL" 


-Communist  Party  Monthly 


TRANSAM  ERICA 

PREMIER  EQUITY  FUND 

150.24% 

li)tal  return  since  inception 
(10/2/95)-  12/31/98 

33-85% 

One  year  as  of  12/31/98 

32.59% 

Annualized  from  inception 
(10/2/95)  as  of  12/31/98 


Capitalists  rejoice!  The  Transamerica  Premier  Equity  Fund  grew 
33.85%  for  the  one-year  period  ending  12/31/98*  thanks  to  fund 
manager  Jeff  S.  Van  Harte's  remarkable  knack  for  selecting  growth 
juggernauts.  If  this  sort  of  savvy  long-term  investing  interests  you,  call 
1-800-892-7587,  ext.  1310  or  visit  us  at  www.transamericafunds.com. 
Of  course,  past  performance  is  no  guarantee  of  future  results. 
Rabble  rousers  and  anti-capitalism  propagandists  need  not  apply. 


Transamerica 
premier  funds 


*  The  average  total  return  since  inception  (10/2/95)  of  this  fund  is  32.59%. 

Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  and  are  subject  to  change  each  month.  Five  stars  is  the  highest  ranking,  representing  the 
top  10%  ol  funds  in  an  investment  category.  Morningstar  ratings  are  calculated  from  a  fund's  3-year  average  annual  returns  in  excess  of  90-dav  Treasury  bill  returns 
with  appropriate  lee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-dav  Treasury  bill  returns.  Past  performance  is  no  guarantee  of  future 
results.  Investment  returns  and  principal  values  vary,  and  you  may  have  a  gain  or  loss  when  you  sell  shares.  For  more  complete  information  including  risks  and 
expenses,  call  tor  a  prospectus.  Read  it  carefully  before  you  invest.  Transamerica  Securities  Sales  Corporation,  Distributor. 
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12/31/89 

11/30/98 

average 

market 
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expens 

MjSM 

fiffMfi 
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($mil) 

P/E 

cap 

charge 

per  $11 

n 
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H 

B 

12/31/98 

Pretax 

Aftertax 

($bil) 

Morgan  Stanley  Capital  Intl  EAFE 
Morgan  Stanley  Capital  Intl  Emerging  Mkis 
Forbes  stock  fund  composite 

5.0% 

9.2% 

-0.5% 

-8.7% 

• 

5.1% 

2.6% 

23.4 

$10.6 

$1.51 

Ivy  International  Fund-A/800-456-51 11 

10.8% 

10.7% 

9.9%  • 

$2,404 

24.0 

$15.3 

t 

$1.65 

D 

F 

Japan  Fund/800-225-2470 

-1.9 

-1.1 

-2.0 

297 

34.2 

4.0 

none 

1.16 

C 

C 

Kemper  International  Fund-A/800-621-1048 

7.7 

8.3 

6.2 

562 

28.3 

20,8 

5.75% 

1.64 

C 

C 

Lexington  Worldwide  Emerging  Mkts/800-526-0056 

-1.4 

-11.4 

-11.8 

148 

18.0 

1.4 

none 

1.7E 

D 

B 

MAS-lnternational  Equity-lnst/800-354-8185 

7.0 

5.6 

3.2 

580 

19.1 

9.7 

none 

0.69 

B 

C 

Merrill  Lynch  Devel  Cap  Markets-D/800-637-3863 

-0.8 

-9.4 

-10.3 

780 

19.6 

2.5 

5.25 

1.78 

C 

■  C 

Merrill  Lynch  Dragon-D/800-637-3863 

— * 

-13.0 

-14.2 

592 

19.7 

10.2 

5.25 

158 

A 

A 

Merrill  Lynch  EuroFund-D/800-637-3863 

14.7 

17.9 

13.0 

1,544 

18.6 

18.4 

5,25 

1.34 

A 

D 

Merrill  Lynch  Latin  America-D/800-637-3863 

-1.7 

-9.2 

-9.8 

770 

8.7 

3.5 

5.25 

1.74 

0 

A 

Merrill  Lynch  Pacific-D/800-637-3863 

7.7 

3.5 

1.4 

1,671 

26.2 

8.9 

5.25 

1.12 

B 

C 

Montgomery  Emerging  Markets-R/800-572-3863 

-1.6 

-10.8 

-11.3 

986 

17.6 

2.1 

none 

1.67 

A+ 

■  C 

MSDW  European  Growth-A/800-869-6397 

— * 

19.4 

16.7 

1,717 

29.1 

22.3 

5.25 

2.13 

C 

C 

MSOW  Pacific  Growth-A/800-869-6397 

-0.1 

-13.0 

-13.6 

688 

21.9 

7.2 

5.25 

2.39 

B 

C 

Newport  Tiger-A/800-426-3750 

4.2 

-8.0 

-8.3 

906 

16.9 

9.7 

5.75 

1.74 

B 

D 

Phoenix  Multi-lnternational-A/800-243-4361 

9.6 

12.4 

9.3 

142 

27.8 

11.4 

4.75 

1.57 

D 

C 

Pimco  lnternational-A/800-426-0107 

4.9 

3.3 

2.0 

151 

26.1 

14.3 

5.50 

2.16 

B 

■  B 

T  Rowe  Price  European  Stock/800-638-5660 

— * 

18.6 

16.9 

999 

28.1 

24.5 

none 

1.12 

D 

C 

T  Rowe  Price  International  Discovery/800-638-566C 

3.3 

0.1 

-0.5 

239 

23.6 

0.7 

none§ 

1.45 

C 

B 

T  Rowe  Price  International  Stock/800-638-5660 

9.0 

8.9 

7.5 

9,843 

28.2 

17.5 

none 

0.88 

■  B 

■  C 

T  Rowe  Price  Latin  America/800-638-5660 

— * 

-6.4 

-6.8 

411 

14.5 

4.3 

none§ 

1.66 

i 

C 

C 

T  Rowe  Price  New  Asia/800-638-5660 

0.3 

-11.9 

-12.7 

843 

20.1 

9.7 

none 

1.11 

B 

B 

Principal  International  Fund-A/800-451-5447 

10.4 

9.8 

8.3 

318 

19.0 

5.8 

4.75 

1.45 

D 

■  A 

Prudential  Pacific  Growth-A/800-225-1852 

— * 

-8.0 

-8.9 

150 

21.9 

3.6 

5.00 

1.37 

C 

A 

Putnam  Asia  Pacific  Growth-A/800-225-1581 

6.1 

-3.5 

-4.9 

625 

21.5 

9.4 

5.75 

1.54 
1.45 

A 

■  B 

Putnam  Europe  Growth-A/800-225-1581 

— * 

19.0 

17.3 

740 

22.3 

15.3 

5.75 

■  C 

■  C 

Putnam  International  Growth-A/800-225-1581 

— * 

13.2 

12.2 

1,868 

22.2 

15.3 

5.75 

1.59 

■  D 

■  A 

Schroder  AII-Asia/800-730-2932 

— * 

-11.3 

-11.3 

44 

17.9 

4.3 

5.25 

1.57 

C 

0 

Schroder  Capital-lnternational-lnv/800-730-2932 

7.1 

7.5 

3.2 

187 

25.9 

12.5 

none 

0.99 

C 

B 

Scudder  International  Fund-I  Shares/800-225-2470 

8.9 

9.8 

7.5 

2,633 

30.2 

16.8 

none 

1.15 

■  A 

■  A 

Scudder  Latin  America/800-225-2470 

— * 

-0.7 

-1.6 

908 

16.5 

4.1 

none 

1.96 

■  D 

■  B 

Scudder  Pacific  Opportunities/800-225-2470 

— * 

-13.4 

-13.7 

137 

20.4 

1.6 

none 

1.75 

■  B 

■  D 

TCW/OW  Latin  American  Growth-A/800-869-6397 

— * 

-9.8 

-9.9 

300 

17.3 

4.2 

5.25 

2.78 l 

B 

B 

Templeton  Developing  Mkts-l/800-342-5236 

4.1 

-3.7 

-4.9 

2.262 

13.7 

0.9 

5.75 

2.03 

C 

A 

Templeton  Foreign  Fund-l/800-342-5236 

8.6 

5.9 

3.5 

15,549 

15.8 

7.1 

5.75 

1.08 

■  C 

■  C 

UAM-Acadian  Emerging  Mkts-lnst/800-638-7983 

— * 

-8.4 

-8.9 

75 

13.6 

1.5 

none 

1.79 

A 

B 

United  International  Growth-A/800-366-5465 

11.9 

13.1 

9.8 

1,002 

32.3 

24.2 

5.75 

1.28 

B 

B 

USAAInvest-lnternational/800-382-8722 

8.9 

8.5 

7.1 

582 

22.0 

4.2 

none 

1.09 

F 

D 

Van  Eck  Intl  Investors  Gold-A/800-544-4653 

-7.0 

-14.4 

-15.0 

214 

24.3 

1.4 

5.75 

1.43 

A 

■  B 

Vanguard  European  Stock  Index/800-835-1510 

— * 

19.3 

18.4 

2,340 

28.0 

29.2 

0.50* 

0.35     ' 

B 

D 

Vanguard  International  Growth/800-835-1510 

8.2 

10.1 

9.1 

6.843 

28.1 

23.1 

none 

0.57 

C 

C 

Vanguard  International  Value/800-835-1510 

5.8 

7.7 

4.2 

833 

24.9 

8.9 

none 

0.50 

D 

B 

Vanguard  Pacific  Stock  Index/800-835-1510 

1.6 

-4.0 

-4.3 

887 

31.7 

12.3 

0.504 

0.35 

■  D 

■  C 

VanKampen  Asian  Growth-A/800-421-5666 

* 

-14.8 

-15.0 

148 

22.4 

3.3 

5.75 

1.84 

D 

■  C 

Victory-International  Growth-A/800-539-3863 

— * 

7.2 

6.0 

105 

29.6 

21.3 

5.75 

1.73 

B 

B 

Vontobel  International  Equity/800-527-9500 

9.4 

9.4 

7.6 

159 

30.0 

15.2 

none 

1  60 

B 

C 

Warburg  Pincus  Intl  Equity-C/800-927-2874 

8.2 

4.1 

2.5 

2.154 

26.0 

8.9 

none 

1.37 

D 

■  D 

WM  International  Growth-A/800-543-8072 

* 

2.6 

0.9 

56 

19.0 

7.4 

5.50 

1.65  '  I 

D 

A 

Wright  Intl  Blue  Chip  Equities-S/800-888-9471 

7.7 

7.8 

6.6 

209 

24.4 

9.0 

none 

1.30  ,  L, 

Five-year  return  12/31/93  through  12/31 '98.  "Fund  rated  for  three  periods  only;  maximum 

allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  fi    W 

period.  tClosed  to  new  investors.  §Distnbutor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  ^Distributor  may  impose  redemption  fee,  with  proceeds 

reverting  to  other  shareholders.  NA:  Not  applicable  or  not  avai 

able.  'Annua 

lized  return  3/31/92  through  12/31/98. 

V 

Sources;  Forbes;  Upper,  Inc.;  Morningstar,  /« 
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Scudder  Retirement  Plus  Account55 


Freedom. 

If  you  want  it  tomorrow, 
consider  our  IRA 


today. 


Introducing  the  Scudder  Retirement  Plus  Account. 

Be  free  to  make  the  most  of  your  retirement  assets.  At  Scudder  you  can. 

We  make  sure  you  keep  more  of  your  money.  Be  completely  free  of  annual 
fees.  Pay  no  transaction  fees  on  over  2,000  no-load  mutual  funds.1 


Transaction  Fees  For  No-load  Funds 
at  Scudder,  Fidelity,  and  Schwab* 


Invest: 


Scudder 
Retirement 
Plus  Account 


Fidelity  Brokerage     Schwab 
Retirement  IRA 

Account 


*Based  on  a  July  1998  survey  of  Fidelity  and  Charles  Schwab  for 
purchases  placed  through  a  representative  for  no-load  funds  such 
as  Vanguard  or  T.  Rowe  Price.  Savings  may  vary  based  on  the  size 
and  nature  of  trades.  Fees  and  commissions  subject  to  change. 

.  A  complete  fee  schedule  is  available  upon  request. 


We  give  you  plenty  of  mutual  fund  options. 

Get  freedom  of  choice  with  over  8,000  funds.  But 
more  than  quantity,  we  provide  you  with  well- 
known  choices.  Starting  with  Scudder,  and  including 
the  likes  of  Fidelity,  T.  Rowe  Price,  and  so  on.2 

We  give  you  more  investment  options  than 
you'll  ever  need.  Be  free  to  trade  stocks.  At 
reduced  trading  costs.  Buy  bonds.  Maximize  unin- 
vested cash  in  money  market  funds.' 

We  give  you  more  confidence.  We  give  you 
decision-making  power.  Access  to  Wall  Street  On 
Demand*  research.  Trained  retirement  specialists. 
Registered  representatives. 

For  total  freedom,  consider  moving  your  IRA  to  Scudder.  Our  Retirement 
Plus  Account.  Call  us  or  visit  our  Web  site  today. 


$  10,000 

SO 

$45 

$70 

$  25,000 

SO 

$75 

$125 

$  50,000 

$0 

$125 

$175 

S  100,000 

$0 

$150 

$275 

jl  8QQ  SCUPPER  fxt.  m? 

/vww.scudder.com  AOL  keyword:  Scudder 


SCUDDER 


The  place  to  plan  your  retirement. 


There  is  typically  a  $25,000  minimum  for  the  Retirement  Plus  Account.  This  minimum  is  reduced  to  $10,000  if  you  have  more  than  $100,000  in  any  combination  of  mutual  funds  and  individual  securities 
at  Scudder,  excluding  certain  qualified  retirement  plans  such  as  401  (k)  and  403(b)  plans.  'Funds  held  less  than  6  months  may  be  charged  o  transaction  fee.  Available  funds  may  charge  redemption  or  12b-l 

Ifees.  -For  more  complete  information  about  any  mutual  fund  available  through  Scudder,  including  management  fees  and  other  expenses,  contact  Scudder  Financial  Services,  Inc.  for  a  prospectus.  Please 
review  the  prospectus  carefully  before  investing.  3Unlike  bank  products,  an  investment  in  a  money  market  fund  is  neither  insured  nor  guaranteed  by  the  Federal  Deposit  Insurance  Corporation  or  any  other 
government  entity  and  there  con  be  no  assurance  that  the  fund  will  be  able  to  maintain  a  stable  net  asset  value  of  $1.00  per  share.  Scudder  Retirement  Plus  Account  is  a  service  of  Scudder  Financial  Services, 

line.,  42  Longwater  Drive,  Norwell,  MA  02061.  Member  NASD/SIPC.  The  place  to  plan  your  retirement  is  a  service  mark  of  Scudder  Financial  Services,  Inc.,  and  its  affiliates. 


financial  insights 


By  Peter  Huber 


Dump  that  fund 


Bottom  line: 
Buy-and-hold 
investors  can 
beat  even 
low-cost 
index  funds 
in  efficiency. 


They  sell  you  two  things,  for  which  they 
charge  you  too  much.  And  they  raise  your 
taxes  to  boot.  For  doing  all  that,  mutual 
funds  deserve  to  be  the  next  big  casualty  of 
the  Web. 

First,  the  funds  sell  you  information. 
Actively  managed  funds  sell  what  you  hope 
is  a  smarter  portfolio.  But  most  of  that 
information  is  worthless.  Index  funds, 
which  sell  you  a  carefully  crafted  statistical 
profile  instead,  routinely  outperform  most 
of  the  others. 

The  Web  can  only  widen  that  gap.  What 
your  active-fund  manager  knows  about  Bill 
Gates  or  Alan  Greenspan  grows  less  valuable 
every  day,  because  the  Web  makes  it  so  easy 
and  cheap  for  all  other  investors  to  know  it 
too,  and  just  as  fast. 

Perhaps,  as  Matthew  Schifrin  and  Om 
Malik  argued  in  this  magazine  two  weeks 
ago,  instantaneous  Web  chat  and  on-line 
trading  do  help  inflate  short-lived  bubbles. 
The  long-run  effect  of  on-line  technology  is 
still  to  broaden  and  speed  up  channels  of 
communication  and  thus  make  the  market 
more  efficient. 

Then  there's  the  matter  of  price.  This 
magazine  doesn't  charge  you  0.5%  of  your 
net  worth  for  an  annual  subscription.  Funds 
charge  you  that  much;  some  charge  a  lot 
more.  Fund  fees  plainly  bear  no  rational  rela- 
tion to  the  cost  of  acquiring  the  portfolio 
information  that  funds  convey. 

Trading  economies  are  the  second  thing  a 
fund  sells  you.  Funds  ought  to  lower  the 
cost  of  both  frequent  trading  and  diversifica- 
tion. Without  superior  information,  of 
course,  frequent  trading  is  valueless.  But 
diversification  does  supply  real  value,  in  the 
form  of  greater  stability.  Fidelity  Investments 
ought  to  be  able  to  buy  diversity  more 
cheaply  than  your  Aunt  Gwendolyn  can  buy 
it  for  herself. 

That  gap  is  closing,  however.  The  cheap- 
est on-line  brokerages  charge  less  than  $10  a 
trade  today;  dollar  trades  are  coming  and 
penny  trades  will  follow.  Electronic  trading 
must  inevitably  follow  the  same  price  slope 
as  mips  and  bits.  The  trader's  profit  will  end 
up  buried  entirely  in  the  buy/sell  spread, 
which  will  shrink,  too. 


It  is  "already  quite  feasible  for  small 
investors  to  diversify  on  their  own.  If  your 
average  stock  holding  is  10,000  dollar-year- 
(e.g.,  $5,000  of  GM  held  for  two  years)  ano 
an  on-line  trade  costs  $16  round-trip,  the 
two-year  overhead  on  your  self-managed 
portfolio  is  0.16% — and  far  less  if  you  buy 
bigger  blocks  or  hold  them  longer.  A  portf 
lio  of  30  or  so  well-chosen  stocks  is  quite 
large  enough  to  track  blue-chip  indexes; 
more  volatile  sectors  will  require  more. 
Bottom  line:  Buy-and-hold  investors  can 
beat  even  low-cost  index  funds  in  efficiency 

The  major  deterrent  for  most  investors  ij 
simply  the  hassle  and  worry.  Which  the  We 
will  soon  eliminate.  The  newsletter  crowd 
and  the  smart  funds  will  go  on-line,  selling 
pure  information.  They  will  channel  sugges 
ed  portfolio  profiles  directly  to  individual 
investors,  by  way  of  Intuit  (say),  which  willl 
drop  it  straight  into  Quicken  on  your  PC. 
With  an  occasional  click  of  your  mouse, 
you'll  then  retransmit  the  profile  of  your 
choice  to  (say)  E-Trade,  which  will  rebalan] 
your  portfolio  accordingly.  The  sale  of  info.) 
mation  will  be  unbundled  from  trading. 
Each  component  will  be  priced  close  to  cosl 

But  why  bother,  just  to  save  a  measly  fra*[ 
tion  of  a  percent  here  or  there?  Partly 
because  measly  fractions  grow  into  double 
digits  when  they  compound.  Mainly  becau:J 
the  most  critical  bitstream  you'll  feed  into 
your  portfolio  software  will  be  supplied  nol 
by  your  broker  but  by  your  tax  accountant. 
To  oversimplify  a  lot:  You  hang  on  to  win- 
ners, or  give  them  away  to  children  or  char 
ty.  You  sell  enough  losers  to  generate  a  net' 
capital  loss  of  $3,000  a  year.  The  law  on 
writeoffs  allows  you  to  buy  the  losers  back 
in  31  days. 

Tax  planning,  stock-by-stock  and  trade- 
by-trade,  is  at  least  half  the  game  for  any 
serious  investor.  That's  something  no  fund 
can  ever  supply  Funds  cannot  pass  capital 
losses  through  to  their  shareholders,  and  in 
any  event,  1040s  are  personal,  not  mutual. 
So-called  tax-managed  funds,  of  which  a  fe 
can  be  found  in  the  tables  that  begin  on 
page  130,  don't  come  close  to  delivering  d 
tax  benefits  you  can  get  by  managing  your 
own  portfolio.  I 


Peter  Huber,  a  senior  fellow  of  the  Manhattan  Institute,  is  the  author  of  Law  and  Disorder  in  Cyberspace  (Oxford  Press,  1997). 
E-mail  address:  PeterWHuber@MSN.com;  Home  page:  www.phuber.com/huber/ 
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v  you  can  fund  a  college  education  with  a  name 
trust.  GE. 

f,  attending  a  private  college  for  four  years  costs  over  $80,000. 
child  bom  today,  it  will  be  well  over  $200,000.  Be  ready  when 
ire  with  mutual  funds  from  GE  Financial  Assurance.  The  GE 
of  mutual  funds  has  over  $20  billion  in  assets,  so  take  advantage 
r  expertise,  and  get  the  innovation  you've  come  to  expect  from  GE. 
lore  information,  speak  with  your  broker  or  financial  advisor. 
U  1-800-242-0134  or  \isit  us  at  www.ge.com/mutualfunds. 
her  it's  for  college  funding,  retirement  or  anything  else, 
you  think  of  mutual  funds,  think  of  GE. 


We  bring  good  things  to  life. 


nent  products  available  from  the  GE  Financial  Assurance  family  of  companies,  part  of  GE  Capital 
ids  are  distributed  by  GE  Investment  Distributors,  Inc.  Member  NASD/SIPC. 


contrarian 


By  David  Dreman 


The  year  that  passed  value  by 


Last  year  will 
go  down  as 
the  year  that 
most  stocks 
trailed  the 
indexes  by  a 
country  mile. 


It  was  NOT  a  year  to  be  a  value  investor. 
The  year  began  with  glamour  stocks  like 
Cisco,  Dell  and  America  Online  trading  at 
high  multiples  of  earnings  and  book  value; 
it  ended  with  these  stocks  trading  at 
extremely  high  multiples.  Value  stocks,  the 
kind  I  specialize  in,  lagged  badly. 

Call  me  stubborn,  but  I  remain  commit- 
ted to  value.  Now  is  not  the  time  to  get  on 
the  Internet  bandwagon.  Put  your  money 
into  oil,  tobacco  and  financial  stocks.  The 
long-term  superiority  of  value  investing  over 
glamour  investing  has  not  gone  away. 

All  that  said,  I  have  to  concede  that  the 
short-term  performance  of  the  stocks  rec- 
ommended here  was  disappointing. 
Although  the  39  buy  recommendations  I 
made  performed  in  line  with  the  Barra 
Value  Index,  they  still  lagged  the  market 
significantly  Their  average  relative-to- 
market  performance  was  84%.  What  this 
means  is  that  someone  who  followed  all  the 
buy  recommendations  published  here 
would  have  ended  the  year  16%  poorer  than 
someone  who  bought  the  s&p  500  on  the 
same  dates.  In  this  calculation,  by  the  way, 
we  have  docked  my  recommendations — but 
not  the  hypothetical  index  trades — 1%  for 
commission  costs. 

But  one  bad  year  does  not  disprove  the 
merit  of  value.  My  1997  recommendations 
beat  the  market  by  a  significant  margin  (see 
my  Feb.  23,  1998  column). 

Last  year  was  not  good  for  my  sell  recom- 
mendations, either.  The  Internet  bubble 
kept  inflating.  I  said  to  stay  away  from 
America  Online  and  Yahoo,  and  they  tripled. 

Before  you  throw  in  the  towel  on  large- 
cap  value  stocks,  take  a  look  at  what  is 
going  on  deep  inside  the  stock  indexes.  The 
4,600-stock  Nasdaq  index,  which  is  weight- 
ed for  the  capitalization  of  its  companies, 
was  up  40%  for  1998.  Twenty  large-cap 
technology  stocks,  including  Microsoft, 
Cisco  and  Dell  Computer,  were  responsible 
for  85%  of  the  index's  gain.  Take  them  out, 
do  an  unweighted  average  of  the  other 
4,580  stocks,  and  you  have  a  loss  of  4%. 

The  same  is  true,  to  a  lesser  degree,  of  the 
S&P  500:  A  handful  of  sizzlers  (some  of  the 
same  ones  that  drove  the  Nasdaq )  account 
tor  i     'sr  of  the  s&r's  26%  price  gain.  Last 


year  will  go  down  as  the  year  that  most 
stocks  trailed  the  indexes  by  a  country  mikl 

Now  what?  Don't  bail  out  of  value  now! 
Among  my  worst  performers  last  year  wer| 
four  in  the  oil  service  group:  Transocean 
Offshore  Inc.  (27,  RIG),  Noble  Drilling  Cot\ 
(14,  ne),  Global  Marine  (9,  glm)  and  Tid\ 
water  (23,  tdw).  I  recommended  them 
after  they  had  been  cut  down  40%  or  50%.| 
they  then  proceeded  to  fall  an  additional 
1 6%  as  the  price  of  oil  sank  to  $  1 1 .  Oil  is 
rebounding  already.  Hold  on  to  this  groujl 

I  still  like  Central  Vermont  Public  Servia 
Corp.  (11,  cv),  recommended  last  Mar.  22J 
The  stock  trades  at  a  p/e  of  8  on  1998  esq 
mates,  and  yields  8.9%.  British  Steel  (17, 
bst-adr),  recommended  last  March,  has 
declined  24%  since  that  time.  It  yields  9.6V 
before  foreign  withholding  tax.  Hang  in. 
The  dividend  could  be  cut,  but  it  will  not  i 
be  eliminated.  Note  that  most  investors  ca| 
recoup  the  British  withholding  tax  via  a 
credit  on  their  U.S.  returns. 

Provident  Financial  Group  (36,  pfgi), 
recommended  on  July  27,  is  a  midwestemj 
bank  that  should  show  improving  results 
again  this  year.  Buy  more  at  12  times  the 
1999  earnings  estimate.  I  liked  Universal 
Corp.  (32,  UW)  on  Feb.  23.  Down  nearly 
20%  from  that  time,  this  leaf  tobacco 
processor  is  not  affected  by  the  lawsuits  an 
is  cheap  at  9  times  earnings;  yield,  3.5%. 

I  did  well  last  year  with  Philip  Morris 
(52,  MO),  rjr  Nabisco  (28,  rn)  and  British 
American  Tobacco  (21,  bti).  Stick  with 
them.  Ditto  for  Federal  Home  Loan  Mort- 
gage Corp.  (71,  FNM)  and  Federal  Nationa 
Mortgage  Corp.  (59,  fre).  Long-term  read 
ers  of  this  column  will  raise  an  eyebrow  at 
their  p/e  multiples  (24  and  21,  respective- 
ly), but  they  are  solid  institutions  with  a 
brilliant  record  of  controlling  interest  rate 
risk.  Hang  on  to  Citigroup  (52,  c)  and 
BancWest  Corp.  (46,  but  i. 

I  recommended  Exxon  (71,  XON)  and 
Mobil  (85,  mob)  before  their  merger  pro- 
posal. If  you  own  these  in  a  tax-free 
account,  take  your  profits  and  move  into 
reserve-rich  Arco  (61,  .arc),  Conoco  (21, 
CO<  )  or  Texaco  (51,  TX).  These  three  will  1 
far  larger  beneficiaries  of  rising  oil  prices 
and  could  also  be  takeover  candidates.      I 


David  Dreman  is  chairman  of  Dreman  Vali  s  Management  of  Jersey  City.  N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next  Generation. 
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Bv  Robert  S.  Salomon  Jr. 


Report  card 


Perhaps 
investors  have 
simply  lost 
all  interest 
in  yield— why 
else  would 
the  S&P  500 
be  yielding 
just  1.3%? 


Over  the  last  year  I 
made  48  stock  recommen- 
dations in  this  column — 39 
buys  and  9  sells.  The  buys 
went  up,  but  not  enough 
to  beat  the  market.  I  feel 
better  about  the  sells. 
These  stocks  performed 
miserably,  which  is  just 
what  you  want  your  sell 
recommendations  to  do. 

Forbes'  statisticians  give 
me  an  average  relative-to- 
market  performance  of  89% 
for  the  buy  recommenda- 
tions. What  this  means  is 
that  someone  acting  on  all        a^m^m^^amm 
the  buys  would  have  ended 
the  year  11%  poorer  than  someone  buying 
the  s&P  500  on  the  same  days.  The  buys, 
but  not  the  comparison  index  trades,  have 
been  docked  1%  for  commission  costs. 

I'm  prouder  of  my  sell  recommendations, 
which  went  down  an  average  18.3%  in  a 
strong  bull  market.  The  average  relative-to- 
market  result  was  69% — anything  below 
100%  indicating  success  for  a  hypothetical 
short-seller  who  hedged  using  the  S&P. 
Here  again  I  have  been  penalized  1%  for 
trading  costs,  by  having  that  much  added  to 
the  stock  price  at  which  a  hypothetical 
short-seller  would  have  covered  at  year-end. 

All  in  all,  it  was  an  okay  year,  but  nothing 
to  brag  about. 

My  best  buy  idea  was  Immunex,  which 
has  developed  a  drug  for  arthritis  patients. 
This  one  ended  the  year  up  130%  from  its 
price  of  55  at  the  time  I  recommended  it. 
Now  at  143,  the  stock  has  achieved  all  that 
I  expected,  and  I  would  now  move  on. 

My  best  sell  idea  was  tig  Holdings,  repre- 
senting property/casualty  holdings  spun 
out  of  Transamerica.  I  was  skeptical  because 
of  increased  competition  in  its  basic  busi- 
ness. The  stock  is  off  52%  from  the  33  at 
which  I  panned  it.  A  Canadian  insurer  is 
proposing  to  acquire  the  company  for 
S16.50  a  share  in  cash — end  of  story. 

hnpatb,  a  medical  pathology  and  cancer 
treatment  analysis  company,  is  down  about 
7%  from  where  I  recommended  it,  but  this 
mask    >ome  violent  moves.  The  stock  has 


been  as  high  as  40  and  as  low  as  18.  In 
early  December  it  fell  40%  in  one  dav  inl 
reaction  to  an  earnings  warning  from  m| 
agement.  This  resulted  from  a  modest  s 
in  the  mix  of  incoming  business  and  not 
slowdown  in  growth.  I  still  see  a  buying 
opportunity  (28,  imph). 

During  1998  I  recommended  s| 
eral  banks  as  value  plays.  They  die 
well  until  the  Russians  defaulted. 
Hang  in  and/or  add  to  your  positl 
I  still  like  Banc  One (55,  one),  Ci\ 
group  (52,  c),  J.P.  Morgan  (109,  jf 
and  Washington  Mutual  (41,  wm).[ 
I  liked  real  estate  investment  trul 
The  market  didn't,  despite  an  envil| 
ronment  of  declining  interest  rates 
which  should  have  helped  the  genj 
Perhaps  investors  have  simply  lost  [ 
interest  in  yield — why  else  would  tl 
S&P  500  be  yielding  just  1.3%?  Mc| 
important,  investors  have  adopted  I 
■■       deflation  mentality  and  shunned  til 
gible  assets.  Commodities  and  real] 
estate  are  clearly  out  of  fashion.  In  this 
sector  I  don't  want  to  be  fighting  the  tar  j 
Sell  both  Crescent  Real  Estate  (23, cei) 
Public  Storage  (26,  psa). 

My  worst  recommendation  last  vear  w.' 
Patriot  American  Hospitality,  a  REIT  thati^ 
bought  an  enormous  number  of  hotels  a.1 
financed  them  with  short-term  debt,  bet 
ting  that  its  stock  would  rise  and  enable  i 
to  float  some  shares  and  retire  the  debt 
cheaply.  The  stock  went  the  other  way— 
75%,  to  a  recent  7.  Now  Patriot  is  forced 
sell  properties  in  a  weak  market  with  evet 
one  knowing  it  is  a  distressed  seller. 

The  vultures  are  circling.  A  new  group, 
investors  has  supplied  badly  needed  cash 
purchasing  a  preferred  stock  issue.  Divi- 
dends on  this  preferred  will  consume  mo: 
of  pah's  cash  flow  from  the  hotels.  The  d 
dend  on  the  common  is  suspended.  Wors 
yet,  shareholders  may  get  a  bill  in  connec 
tion  with  a  possible  rights  offering.  If  the 
don't  cooperate  and  ante  up,  the  new 
investors  will  buv  even  more  of  the  high- 
yielding  preferred  and  exacerbate  the  divi 
dend  situation.  I  have  lost  confidence  anc 
would  sell  pah  even  at  its  current  price. 
Finally,  a  prediction  for  the  new  year: 
Profits  will  be  better  than  most  observers 
believe,  up  at  least  8%  for  1999.  That  woi 
put  operating  earnings  of  the  S&P  500  at 
$48.  In  short,  I  am  considerably  more  bu 
ish  than  the  consensus  forecast,  which  say 
that  profits  will  be  flat. 


:: 


Robert  S.  Salomon  Jr.  is  principal  and  cofomder  of  Stamford,  Conn.-based  STI  Management.  Research  analyst:  Deborah  H.  Tarasow. 
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income  strategy 

)avid  P.  Goldman 


Juy  dollars 


/he  world 
eeds  Ameri- 
a's  stocks 
nd  bonds  at 
iast  as  much 
s  Americans 
need  Toyotas 
nd  bmws. 


Even  economists  who  should  know  better 
fret  that  the  U.S.  trade  deficit,  forecast  by 
the  International  Monetary  Fund  to  hit 
$300  billion  this  year,  will  undermine  the 
global  economy.  In  the  economists'  version 
of  things,  pampered  American  consumers 
are  running  up  bills  with  manufacturers 
around  the  world.  The  consumer  buys  a 
Toyota  from  Japan  and  says,  "Sorry,  but  I 
can't  pay  cash;  won't  you  accept  some  Trea- 
sury bills,  Amazon.com  shares  or  other  ious 
instead?"  To  which  the  Japanese  reply: 
"We'll  let  it  go — this  time." 

At  some  point  in  this  gloomy  scenario, 
Japanese  and  other  creditors  demand  pay- 
ment from  Americans.  A  run  on  the  dollar 
ensues  and  prices  on  Wall  Street  collapse. 
Feeling  poorer,  Americans  stop  spending. 
The  U.S.  economy  heads  south,  taking  the 
rest  of  the  world  with  it.  The  recent  weak- 
ness in  the  dollar  is  supposed  to  prove  this 
thesis,  somehow. 

Don't  buy  it.  U.S. -based  assets  are  still 
your  best  investments. 

The  doomsday  argument  puts  the  cart 
before  the  horse.  These  days  capital  moves 
faster  than  goods,  and  the  rest  of  the  world 
needs  America's  risk  assets  (corporate  stocks 
and  bonds)  at  least  as  much  as  Americans 
need  Toyotas,  bmws  and  all  the  other  things 
they  import.  That's  because  the  populations 
of  other  rich  countries  (think  Europe  and 
Japan)  are  aging  rapidly  and  their  state  pen- 
sion schemes  are  all  but  broke.  To  fund 
their  retirements,  older  people  lend  money 
to  (or  invest  in)  younger,  more  productive 
people.  The  world's  most  productive  young 
people  can  be  found  in  North  America  and 
in  emerging  markets.  Given  the  vagaries  of 
emerging  markets  (Brazil,  anyone?),  where 
do  you  think  the  money  will  go? 

In  a  global  economy  marked  by  Joseph 
Schumpeter's  "waves  of  creative  destruc- 
tion," the  U.S.  offers  the  world's  investors 
the  best  opportunities  to  get  in  on  the  "cre- 
ative" side  of  the  phrase.  A  few  months  ago 
Peter  Drucker  argued  in  these  pages  that  as 
long  as  shareholders'  rights  remain  under- 
developed in  Europe,  Japan  and  elsewhere, 
European  and  Japanese  investors  will  con- 
tinue to  channel  their  money  into  American 
stocks  and  bonds — directly  or  through 


money  managers  or  mutual  funds  (see  "Will 
Europe  and  Japan  reform  their  corporate 
governance?"  Sept.  7,  1998).  This  is  clearly 
happening.  Since  the  start  of  1996  the  total 
return  (capital  appreciation  plus  reinvested 
dividends)  of  the  S&P  500  index  has  exceed- 
ed the  return  of  the  Bloomberg  European 
500  by  16  percentage  points. 

More  important,  Wall  Street's  returns 
have  beaten  Europe's  since  Russia's  bond 
default  sparked  a  global  credit  crisis  last 
summer. 

But  what  about  that  sagging  dollar? 
Doesn't  it  suggest  that  our  trading  partners 
are  growing  less  willing  to  accept  and  hold 
dollars?  Not  at  all.  The  dollar  has  weakened 
because  when  U.S.  equity  and  credit  markets 
tanked  last  summer,  global  investors  guessed, 
correctly,  that  the  Fed  would  cut  interest 
rates.  The  dollar  simply  reacted  to  expecta- 
tions of  lower  dollar  interest  rates  (and,  in  the 
case  of  the  dollar/yen,  higher  Japanese  rates). 

With  interest  rates  steadying  and  U.S. 
stocks  still  near  record  highs,  the  dollar  is 
strengthening.  Already  the  much-touted  euro 
has  weakened  a  bit  against  the  dollar  since  its 
year-end  launch,  from  a  high  of  $1.18  per 
euro  on  Jan.  4  to  $1.16  on  Jan.  18.  Expect 
more  of  the  same.  I  interpret  the  IMF's  fore- 
cast of  a  $300  billion  U.S.  trade  deficit  this 
year  as  a  signal  that  the  rest  of  the  world  wants 
another  $300  billion  of  U.S.  risk  assets.  To 
buy  them,  the  world  will  have  to  produce  and 
sell  goods  to  Americans  at  attractive  prices. 

Which  American  risk  assets  to  buy?  I'll 
leave  individual  stock  picks  to  other  Forbes 
columnists,  since  my  main  expertise  is  in 
bonds.  I  reiterate  my  recent  recommenda- 
tion to  buy  U.S.  corporate  junk  bonds  of 
about  10-year  maturity,  which  currently  yield 
650  basis  points  more  than  comparable- 
maturity  Treasurys.  (U.S.  junk  also  yields 
about  750  and  850  basis  points  more  than 
German  bunds  and  Japanese  governments, 
respectively.)  I  also  recommend  long-term 
(20-plus-year),  investment-grade  bonds  from 
paper  companies  (Champion  and  Interna- 
tional Paper),  insurers  (Hartford  Life,  Aetna, 
Allstate)  and  utilities  (Niagara  Mohawk, 
Enron,  Coastal  Corp.).  These  corporates 
now  trade  in  a  range  of  120  to  200  basis 
points  above  the  Treasury  curve.  tm 


I) 'id  P.  Goldman  is  Credit  Suisse  First  Boston's  global  credit  strategist.  E-  mail:  david.goldman@csfb.com 
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Edited  by  Matthew  Schifrin 

Trip's  turnaround 

^^^  Remember  the  3DO  Co.  (Nasdaq:  thdo)  of 

Redwood  City,  Calif?  It  began  life  in  1991,  when 
its  flamboyant  founder, 
William  (Trip)  Hawkins  III, 
left  Electronic  Arts  with 
stock  gains  aiming  to  chal- 
lenge the  then -dominant 
Sega  and  Super  Nintendo 
videogame  consoles.  3DO 
would  create  a  new  set-top 
device  for  playing  games. 
The  excitement  sent  the 
stock  up  to  $47  a  few 
months  after  its  initial 
offering  in  May  1993 
at  $15. 

3DO's  $700  machines 
didn't  sell.  By  1997 
the  stock  had  dropped 
below  $3. 

But  3DO  is  not  kaput.  In 
1997  Hawkins  sold  and  iHBBi 

licensed  the  hardware  busi- 
ness to  Samsung  Electronics  and  Matsushita  for  $140 
million.  Now  3DO  is  a  software  company  producing 
games  for  the  Sony  PlayStation,  Nintendo64  and  PCs. 


Tryxinos  from  3D0's  new  game,  Requiem:  Avenging  Angel 
A  new  game  plan  to  the  rescue. 


James  Lin  of  Los  Angeles-based  Wedbush  Morgan 
Securities  thinks  3DO  is  a  buy  at  a  recent  $4.34.  The 
company  has  1 1  game  titles,  including  BattleTanx  and 
Uprising  X,  which  should 
generate  sales  of  $51  milli 
and  a  net  loss  of  51  cents 
share,  for  the  fiscal  year  th 
ends  Mar.  31.  You  have  tc 
swallow  hard  and  accept  t 
fact  that  3DO  is  not  maki' 
money. 

BattleTanx  has  sold  mo 
than  65,000  copies  in  thn 
weeks,  and  Lin  expects  it  t 
sell  350,000  copies  during 
the  typical  15 -week  game 
life  span.  Month-old  Upri: 
ing  X  is  good  for  100,000 
The  company  grosses  som 
thing  like  $25  apiece  for  it 
games;  at  least  20  tides  are 
in  the  pipeline. 

Lin  is  projecting  a  profit 

of  1 1  cents  a  share  on  sakk 

of  $106  million  for  fiscal  2000.  If  the  company  deliveni 

on  that  expectation,  the  stock  will  look  cheap  in 

hindsight.  -Om  Male 


Trashy  tenders 

Imagine  this  prank:  You  take  out 
an  ad  offering  to  buy  any  and  all 
shares  of  Microsoft  at  $2  a  share. 
Maybe  a  few  shares  would  come 
your  way  from  people  too  dumb  to 
know  what  the  shares  are  worth. 
It  sounds  ridiculous,  but  just 
this  sort  of  mischief  is  going  on  in 
the  market  for  thinly  traded  con- 

Convertible  caution 


vertible  bonds. 

Within  the  past  two  months  the 
convertibles  of  Diamond  Offshore 
Drilling,  Consorcio  G  Grupo  Dina, 
Rogers  Communications,  Pogo 
Producing  and  others  have  received 
lowball  tender  offers.  The  people 
perpetrating  this  ripoff  are  evidently 
banking  on  the  fact  that  a  lot  of 
investors — or  their  brokers — don't 


Convertible  issue 


Tender 
price* 


Recent 
price* 


Percent 
sought 


Acquirer 


Agnico-Eagle  Mines  3.5s  of  2004  $470  $620 

Amkor  Technologies  5.75s  of  2003  610  1,000 

Consorcio  G  Grupo  Dina  8s  of  2004  304  485 

Diamond  Offshore  Drilling  3.75s  of  2007  689  950 

Interim  Services  4.5s  of  2005  633  910 


2.0%  IG  Holdings 

4.9  SL&H  Partners 

4.9  SL&H  Partners 

4.9  S&A  Partnership 

4.9  S&S  Partners 


Parker  Drilling  5.5s  of  2004 

540 

614 

4.9 

JB  Investment  Partners 

Pogo  Producing  5.5s  of  2006 

498 

700 

4.9 

SK  Partners 

Rogers  Communications  2s  of  2005 

408 

630 

2.0 

SK  Partners 

Standard  Commercial  7.25s  of  2007 

532 

710 

2.0 

JB  Investment  Partners 

*Per  $1,000  face  value. 

Sources:  ConvertBond.com, 

VAS  Information  Services. 

Just  because  your  bonds  are  subject    >  a  tender  offer  doesn't  mean  the  price  is 
fair.  These  recent  tender  offers  are  nothing  more  than  a  rip-off. 
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know  how  much  the  bonds  are     i 
really  worth. 

For  example,  fast-buck  artists 
offered  to  buv  Diamond  Offshore'; 
3.75%  bonds  due  in  2007  at  $689  ^ 
per  $1,000  of  face  value.  But  the 
bond  can  be  readily  sold  to  a  markm 
maker  at  $950.  Phoenix-based 
investors  Barn'  Zemel  and  Ira  Gairj 
tried  to  buv  2%  of  Agnico-Eagle 
Mines'  3.5%  due  in  2004  at  $470, 
$150  below  their  market  price.  Int< 
im  Services'  4.5%  convertibles  due 
2005  are  currendy  being  tendered 
$633  per  bond,  even  though  the  ft 
market  price  is  more  than  $900. 

Partnerships  with  names  like  SK 
Partners  have  employed  agents  to 
solicit  sellers  and  avoid  Securities  < 
Exchange  Commission  scrutiny 
because  the  amounts  sought  are 
always  less  than  5%  of  the  bonds 
outstanding  (see  table). 

Don't  fall  for  this.  If  you  don't 
have  access  to  a  Bloomberg  termiri 
or  the  equivalent,  check  the  prices 
on  ConvertBond.com,  a  Web  site 
run  by  Stephen  Seefeld,  a  former 
convertible  arbitrage  trader  at 
Paloma  Partners. 
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JonvertBond.com  provides  pric- 
-ij;  information  on  850  convertibles, 
-{j's  Seefeld,  "This  is  a  great  scam, 
lese  [buyers]  are  banking  on  the 
-fit  that  most  retail  brokers  don't 
-4p\v  anv  better  about  this  market." 

-M.S. 

( reen  profits 

W    Can  you  make  a  buck  and 
\^^  save  Mother  Earth  at  the 
vie  time?  This  is  not  easy  to  do 
Me  p.  62).  But  we  have  expecta- 
•ns  that  U.S.  Plastic  Lumber 
"Arp.  will  carve  out  an  exception 
nthe  rule. 

-  (This  firm  in  Boca  Raton,  Fla. 
■asdaq:  USPL)  uses  recycled  plas- 
m  containers  to  make  slabs  of 
'Aterial  that  look  like  lumber,  feel 
Me  lumber  and  cut  like  lumber. 
jput  these  planks  are  much 
w>re  durable  than  preservative - 
4*ated  wood.  The  stuff  from  U.S. 
-mstic,  made  out  of  high-density 
■lyethylene,  retails  for  $2.63 

■  so  a  board  foot,  more  than 
free  times  what  you  would  pay 
lr  pressure -treated  southern 
yllow  pine. 

Besides  selling  planks  for  decks 
fed  other  projects,  U.S.  Plastic  aims 

■  take  a  nice  chunk  of  the  $1.5  bil- 
1  n  annual  market  in  railroad  ties. 
fte  Chicago  Transit  Authority  and 
Ibrfolk  Southern  have  been  testing 
NS.  Plastic's  ties. 

ilA  pure  play  this  is  not.  U.S. 
fistic,  with  but  $46  million  in 
■.enue  last  year,  got  35%  of  that 
tym  plastic  lumber.  Most  of  the 
Bt  came  from  the  company's 
■nek  business.  It  dredges  seaports 
Id  uses  the  glop  to  entomb 
Rxiomines. 

jlYou're  betting  on  the  future 
Ire.  Big  railroad  orders  just 
pght  be  around  the  corner. 
r.;ome  Depot  is  going  to  start 
■xking  the  plastic  planks  in  some 
•  its  southern  California  stores 
lis  year. 

■This  nearly  debt-free  company 
'■jides  at  $6,  giving  it  a  market 
llue  of  $107  million,  or  2.3  times 
failing  sales.  This  is  not  a  cheap 
,bck,  just  an  interesting  gamble 
at  might  pay  off  big. 

-Stephane  Fitch  ■■ 
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Understand  the  Markets. 
Master  the  Techniques. 
Profit  from  the  Opportunities. 

An  essential  resource  for  the 
new  or  seasoned  investor  from 

Forbes,  the  most  trusted  name 
in  the  business. 


Available  in  bookstores  everywhere. 
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The  only  way  to  get  more 


IT  secrets  from  these  CEO 


is  to  hide  under  their  desk 


EM 


ll-'H 


Garv  Butler  Sanjiv  Ahuja 

President  &  COO  President  &  COO 

Automat ic  Data  Bellcore 
Processing  (A  DP) 


Bernard  Liautaud 
President.  CEO  & 
Chairman  of  the  Board 
Business  Objects 


Rich  Yalen  Craig  Benson  Mark  Templeton  Eckhard  PfeiHer 

CEO  Co-Founder  President  President  &  CEO 

Cable  &  Wireless  USA        Chairman  &  CEO  Cltrli  Systems.  Inc  Compaq  Computer 

Cabletron  Systems,  Inc  Corporation 


I 

Arthur 


William  N  Melton  C  Edward  McVaney  Louis  C  Cole 

President  &  CEO  Chairman  President  President  &  CEO 

CyberCash,  Inc.  &  CEO  Legito  Systran,  Inc 

1 0  Edwards 

Lock) 


arm   mwk~* 


onnnni 


Robert  G  Gilbertson  Zvi  Alon 

CEO  &  President  Chairman, 

Network  Computing  President  &  CEO 

Devices,  Inc  NetManage,  Inc. 


James  L  Barksdale  Rick  Adams  Terence  Matthews  Kevin  8  Rollins 

Presidem  &  CEO  President  &  CEO  Chairman  &  CEO  \ta  Chairman 

Netscape  New  Era  of  Networks,  Newbridge  Networks  Oell  Computer 

Communications  Inc  (NEON)  Corporation  Corporation 
Corporation 


Scon  R.  Hammond  Jeffrey  A  Miller  Lester  M  Alberthal 

President  &  CEO  CEO  &  President  Chairman  &  CEO 

Digital  Market.  Inc.  DOCUMENTUM.Inc  EDS 


John  A  MdvanfleX  Jr 
President  &  CEO 
ENTEX  Information 
Services,  tnc 


John  Ryan  Karl  Nicklaus 

President  &  CEO  Chairman  &  CEO 

Entrust  Technologies        ESEC  Group 


Paul  Otellini  Raymond  J  Lane  Dave  Duffield 

Executive  Vice  Presidem  President  &  COO  President  CEO 

Intel  Architecture  Oracle  Corporation  &  Chairman 

Business  Group  PeopleSof  t 

Intel  Corporation 


Larry  Garldr  Jeremy  Coote 

Chairman  &  CEO  President  SAP  America 

Remedy  Corporation         SAP  America 


Thomas  M  Siebel 
Chairman  &  CEO 
Siebel  Systems.  Inc 


Edward  J  Zander  Straiten  Sdavos 

COO  S  Corporate  President  &  CEO 

Executive  Officer  VerlSlgn,  Inc 
Sun  Microsystems.  Inc 


DrEkl 
CEOS 
of  die  I 
Vocal! 


As  a  technology  investor,  wouldn't  you  love  to  hear  what  the  top  technology  leaders  are 
planning-and  what  the  top  technology  analysts  think  of  their  strategies?  You  can,  at  GartnerGroup's 
all-new  Dataquest  Predicts  99  conference,  March  22-24  in  San  Diego.  In  32  in-depth  interviews  with 
the  CEOs  you  see  here,  and  in  more  than  90  strategic  sessions,  our  analysts  will  deliver  unbiased, 
actionable  insights  to  help  you  seize  opportunities  and  side-step  pitfalls  in  the  IT,  telecom, 
semiconductor  and  service  markets.  Register  today  for  market  intelligence  you  won't  find  anywhere 
else-unless  your  talents  include  picking  locks  as  well  as  investments. 

San  Diego  Hyatt    March  22-24, 1999    www.gartner.com/predicts 
1-800-778-1997  or  +1-203-316-6757 


Dataquest 


Predicts  99 


Two  events  for  the  price  of 

Predicts  attendees  will  have  full  access  with  n 
charge  to  Gartner  Group  Spring  Symposium/ITx 
the  world's  premier  strategic  event  for  IT  user 
at  the  nearby  San  Diego  Convention  Center. 


Data.  Analysis.  Strategies. 


Dataquest  Inc  is  a  unit  of  Gar  tner  Group 


\ 
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VP  hard  Cripps,  Legg  Mason  Wood 

\  Iker  market  analyst,  expects  the 

"Jck  market  to  stay  volatile  in  1999. 

i  strategy  for  coping  is  to  focus  on 

npanies  with  large  cash  flows  and 

valuations  that  are  buying  back 

ir  own  shares.  Buybacks,  Cripps 

es,  help  future  per-share  earnings, 

,  compared  with  the  alternative  of 

easing  dividends,  can  boost  share - 

/tftder  value  with  lower  annual  tax 

yfility 

^Dripps  favors  insurance  giant  All- 

|te  (all,   $39),  which   plans  to 

nd  S2  billion  buying  back  about 

of  its  stock.  At  12  times  1999's 

imated  earnings,  Allstate  is  cheap, 

says.  He  also  likes  employment 

vices  firm  CDI  (CDI,  $20),  which 

ns  to  buy  back  5%  of  its  shares. 

|ipps  thinks  its  profits  will  rise  by 

in  1999,  to  S2.61  per  share. 


/ith  the  S&P  500  near  its  alltime  high, 
c's  a  good  chance  that  some  short  sclJ- 
:rswho  sell  borrowed  stock  in  hope  of 
auying  it  back  cheaper  will  be  caught  in  a 
queeze  if  prices  keep  rising.  The  eight 
locks  below,  all  expected  to  be  profitable 
In  1999,  have  short  positions  equal  to  at 
least  47%  of  their  publicly  traded  shares. 


Squeeze  play? 

Company 

Recent 
price 

Short 
interest' 

Biomatrix 

$56.13 

51% 

Delta  Financial 

8.25 

65 

DRS  Technologies 

9.81 

74 

Financial  Sec  Assurance 
Hibbett  Sporting  Goods 
Intelligroup 

52.50 
17.94 

19.00 

65 
47 
86 

Software  Spectrum 

tea 

16.56 
11.00 

59 
69 

*  As  a  percent  of  float  (shares  owned  by  public). 
Sources:  Market  Guide  and  IBES  via  FactSet  Research 
Systems. 


6500 
5500 

4500 
3500 

2500 


1500 


The  Barra  All-US  price  index  as  of  1/15/99 

Market  value:  $13.3  trillion 

P/E:  27.0 

P/E  minus  negative  EPS:  24.7 

Price/book:  4.0 

Yield:  1.2% 


12-month  closeup 


Price    Total  return 

6.0%  6.1% 

1.3  1.3 


'89     '90      '91     '92      '93     '94      '95     '96      '97     '98     '99 


4700 
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Closeup  on  the  markets 


Index  or  investment 

%chan 

ge  from 
5-year  high 

Barra  All-US  index 

1.3% 

Z3 

23.1% 

41.0 

17.0 

-2.2% 

-2.4 

-3.1 

SIP/Barra  Growth  index 

0.4 

1 

S&P/Barra  Value  index 

1.9 

Dow  tones  industrials 

1.7 

Z3 

20.5 
29.3 

-3.1 
-2.5 

S&P  500 

1.1 

NYSE 

Nasdaq 

PSE  Tech  100 

eafe' 

CRB  futures  index 

-0.4 

1 

17.8 
|            50.2 

-2.9 
-1.5 

7.1 
8.4 
-0.7 
0.8 

■  ~ 
1 

|    69.3 

17.4 
-15.7 

-1.2 

-4.8 

-26.4 

Gold  (Comexspot) 

-0.4 

1 
1 

-1.3 
-11.9 
-29.6 

-30.9 

Yen   (per  SUS) 

0.3 

-22.7 

Oil  (W  Texas  Intermediate) 

0.7 

1 

-54.4 

Buying 

Recent 
price 

Market 

value 

($mil) 

1939 
EPS* 

Selling 

Recent 
price 

Market 

value 

($mil) 

1999 
EPS' 

America  Online     > 

$146.50 

$67,118 

$0.56 

Ocean  Financial 

$17.06 

$252 

$1.07 

Micron  Technology 

71.31 

15,225 

0.00' 
-8.449 

Safeguard  Scientifics 
Stone  &  Webster 

36.19 
33.06 

1,143 
431 

0.74 
2.13 

Pegasus  Communications 

24.13 
11.81 

384 
275 

Shop  at  Home 

0.06 

US  Liquids 

22.13 
37.25 

272 
2,435 

1.20 
1.33 

Xircom 

39.88 

918 

1.44 

Young  &  Rubicam 

The  best  and  worst  perron 


Best 

2-week 
change 

Change 

since 

12/31/98 

Worst 

2-week 
change 

Change 

since 

12/31/98 

Liquor 

Broadcasting,  publishing 

Motor  vehicles 

10.2% 
9.0 
9.0 

10.2% 
9.0 
9.0 

Trucking 

-11.6% 

-11.6% 
-8.0 
-7.1 
-6.1 
-5.2 

Electric  utilities 

Oil  refining,  distributing 

-8.0 
-7.1 
-6.1 
-5.2 

Forest  products 

8.9 

8.9 

Railroads 

Pollution  control 

8.7 

8.7 

International  oil 

i  for  period  ending  1/1599.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stxks  traded  on  U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are 
Jded.  Total  return  of  more  than  150  large-caprtalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  ^Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  pnee-to-book 
s.  fogh  yields  and  low  pnce-to-earnings  ratios.  JA  price-weighted  index  of  100  widely  followed.U.S.  technology  stocks  Base  value  12/31/82  =  50  (adjusted).  'A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source: 
jan  Stanley  Capital  International.  -Index  of  21  commodity  futures.  "Source:  Bridge-Commodity  Research  Bureau.  'Buys  and  sells  are  tabulated  by  fastcheck.com,  a  proprietary  model  from  the  Mutual  Discovery  Network.  For  an  update  on  the  performance 
stocks,  see  our  Web  site  at  www.fortes.com/wallstreet.  ^nsensus  estimate.  5Flash  estimate  is  the  average  of  a  firm's  estimates  received  over  the  last  four  weeks.  Flash  estimate  is  printed  when  it  differs  from  the  consensus  by  at  least  15%.  '"Shows 
ti  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  sources:  Barra,  Inc.;  IBES  Express. 
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I  k 


issues  review 


Company/business 

Conoco/oil  &  gas 

Infinity  Broadcasting/radio  stations 

Fox  Entertainment  Group/TV  &  movie  prod;  broadcasting     n 

MONY  Group/insurance  &  financial  svcs 

Ticketmaster  Online-CitySearch/on-line  tickets  &  info  svcs    o 

lnfoSpace.com/lnternet  content  provider 

Select  Comfort/makes  &  retails  air  mattresses 

Merkert  American/food  brokerage  svcs 

AboveNet  Communications/Internet  hosting  svcs 

E-Tek  Dynamics/fiber-optic  telecomm  equipment 


Offer 
Exchange      date 

Offer 
price 

12/31/98 
price 

Offering 
($mil) 

Lead 
underwriter 

Performanci 
absolute  r 

n 

10/21/98 

$23.00 

$20.75 
27.38 

$4,404 

Morgan  Stanley  Dean  Witter 

-10% 

n 

12/9/98 

20.50 

2,870 

Merrill  Lynch 

34 

n 

11/10/98 

22.50 

25.13 

2,808 

Merrill  Lynch 

12 

n 

11/10/98 

23.50 

31.31 

264 

Goldman  Sachs 

33 

s     0 

12/2/98 

14.00 

56.00 

98 

NationsBanc  Montgomery  Sees 

300 

0 

12/15/98 

15.00 

38.13 

75 

Hambrecht  &  Quist 

154 

0 

12/4/98 

17.00 

26.44 

68 

Hambrecht  &  Quist 

56 

0 

12/15/98 

15.00 

15.13 

66 

Wheat  First  Union 

1 

0 

12/10/98 

13.00 

21.00 

65 

CIBC  Oppenheimer 

62 

0 

12/1/98 

12.00 

26.75 

60 

Goldman  Sachs 

123 

Performance  update 


BY  SCOTT  DfCftfiLO 


The  best  new  issues  last  quarter 


Offer    Offering       Lead 
price     ($mil)    underwriter 


Company/business 

uBid/on-line  auctions                           $15.00  $24  Merrill  Lynch 

Ticketmaster  Online-CitySearch/on-line  svcs  14.00  98  NationsBanc  Montgomery  Sees 

theglobe.com/lnternet  info  &  svcs               9.00  28  Bear  Stearns 

EarthWeb/info  tech  Web  site                    14.00  29  J P  Morgan  Sees 

InfoSpace.conVlnternetcOTtem^rovic^ 


The  worst  new  issues  last  quarter 


Performance  ttl 
absolute  reltl 


611% 

300 

265 

178 

154 


Company/business 


Offer    Offering 
price     ($mil) 


Lead 
underwriter 


Performance  to  l 
absolute  reltol 


Only  336  companies  went  public  in 
1998,  compared  with  547  in  1997. 
This  was  the  lowest  number  of  initial 
public  offerings  since  1991,  but  dollar 
volume  remained  strong.  With  new 
equity  capital  totaling  $31  billion — 
just  0.6%  less  than  in  1997—1998  was 
the  third  consecutive  year  that  under- 
writers raised  more  than  $30  billion. 

By  dollar  volume,  last  year's  fourth 
quarter  was  particularly  strong. 
Conoco's  new  issue  raised  a  record 
$4.4  billion,  while  Infinity  Broad- 
casting and  Fox  Entertainment  each 
raised  nearly  $3  billion. 

As  ".com"  became  The  Street's 
magical  incantation,  Internet- related 
IPOs  gained  an  average  242%  last 
year.  Top  performer  eBay  gained 
1 ,240%  over  its  September  offer  price 
of  $18.  In  November  theglobe.com 
set  a  different  kind  of  record  with  a 
first-day  gain  of  606%.  The  rest  of 
the  new  issues  market  fared  poorly 
last  year.  According  to  Renaissance 
Capital  in  Greenwich,  Conn.,  the 
average  non- Internet  iro  finished  the 
year  below  its  first-day  close. 

Linda  Killian,  portfolio  manager  at 
Renaissance  Capital,  expects  the 
Internet  to  dominate  the  ipo  market 
again  in  1999.  Of  the  110  IPOs  in  the 
pipeline,  one-fourth  are  for  Internet 

Companies.  '■•MHMHMMlllHIMiMiMli^HBH^HHHI^HHB^MHiiMH 

Note:  This  report  covers  initial  public  offerings  of  common  equities  with  offering  dates  of  10/1/98  to  12/31/98,  offering  prices  of  $2.50  or  more  and  offering  values  of  $5  mi 
or  more.  Closed-end  funds,  limited  partnerships  and  ADRs  (American  Depositary  Receipts)  of  corporations  already  traded  in  foreign  countries  are  excluded,  as  are  real  es 
investment  trusts  and  spinoffs.  'The  ending  value  of  $100  invited  in  the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  market.  2Latest  12  months. 
Source:  Securities  Data  Co. 


MegaBank  Financial/savings  &  loan 
Conoco/oil  &  gas 

$11.00 
23.00 

$16 

Howe  Barnes  Investments 

-14% 

4,404 

Morgan  Stanley  Dean  Witter 

-10 

21st  Century  Holding/insurance 
MetroCorp  Bancshares/bank 
Lamar  Capital/bank 

7.50 
11.00 

10.00 

9 

Gilford  Sees 

-7 

15 
14 

Legg  Mason  Wood  Walker 
Morgan  Keegan 

-2 
0 

The  most  active  investment  bank 


Industries  going  public 


Underwriter 
Morgan  Stanley  Dean  Witter 
Merrill  Lynch 
Goldman  Sachs 
Salomon  Smith  Barney 
Credit  Suisse  First  Boston 


Total 
offerings 

22 

15 

23 

19 

12 


Total  raised 
($mil) 

$7,799 
7,024 
2,984 
1,835 
1,330 


Industry 

Manufacturing 

Broadcasting 

Services 

Telecommunications 

Credit  Institutions 


Total 
offerings 

84 

10 

103 

12 

2 


Total  raise* 
(Smill 

$10,499 

5,938 

4,792 

1,292 

1.240 
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/hy  does  the  moon 
stay  in  the  sky? 

What  makes 
the  stars  twinkle? 


Actually,  it  works  very  well.  Maybe  because  so 
much  of  it  runs  on  Compaq.  Four  out  of  the  five 
most  popular  Web  sites  are  powered  by  Compaq. 
Hundreds  of  millions  of  hits  are  handled  by 
Compaq  platforms  every  day.  Three-quarters  of 
top  ISPs  have  standardized  on  Compaq  for  their  Windows  NT  based 
b  hosting.  And  if  you've  ever  received  e-mail,  chances  are,  we  helped  get 
)  you.  To  find  out  how  the  Internet  can  help  grow  your  business,  feel  free 
isk  the  source  at  1-800 -AT-COMPAQ.  Or  visit  www.compaq.com/moon. 


COMPAQ.  Better 


answersr 


©1998  Compaq  Computer  Corporation  All  rights  reserved  Compaq  is  registered  in  the  U  S  Patent  and  Trademark 
Office  Better  answers  is  a  service  mark  of  Compaq  Computer  Corporation  Windows  NT  is  a  registered  trademark 
of  Microsoft  Corporation  All  other  names  are  trademarks  or  registered  Irademarks  of  their  respective  companies 


Offer  Expires 
4/30/99 


If  you  know  of  a  business  or  business  executive  that 
deserves  national  recognition  for  supporting  the  arts, 
here's  an  offer  you  can't  refuse! 

Nominations  are  currently  being  accepted  for  the 
1999  Business  in  the  Arts  Awards,  sponsored  by  the 
Business  Committee  for  the  Arts  and  Forbes  Magazine. 

These  Awards  recognize  the  innovative  and  outstanding 
partnerships  that  businesses  large  and  small  throughout 
the  country  have  formed  with  the  arts. 

For  nomination  information,  contact  the  Business  Committee 
for  the  Arts.  But  hurry!  This  offer  expires  on  April  30. 


0BCA 


Business  Committee  for  the  Arts,  Inc. 

1775  Broadway,  Suite  510 
New  York,  NY  10019-1942 
T  •  212  664-0600 
F  •  212  956-5980 
www.bcainc.org 


/hy  is  it  that  civilized  people 
hvert  to  the  law  of  the  jungle 
e  soon  as  they  board  a  plane? 

letiquette 


y  Rudy  Maxa 

Remember  actor  John  Candy's  portrayal  of 
the  seatmate  from  Hell  in  the  movie  Planes, 
Trains  and  Automobiles:  As  his  final  flourish 
in  a  virtual  primer  on  bad  travel  manners, 
Candy  takes  off  his  shoes,  waves  his  socks  in 
|:ie  air  and  remarks  breezily:  "Oh,  that  feels  good — I  tell 
i,  my  dogs  are  barking  today!" 

Most  of  us  can  relate.  I've  often  caught  the  scent  of  ean 
e  sock  while  flying.  I've  had  strangers  drooling  on  my 
,ioulder  as  they  snored  their  way  through  night  flights. 
vc  sat  next  to  sweaty  guys  wearing  sleeveless  T  shirts.  [*ve 
ispected  strangers'  molars  when  they've  reclined  their 
•ats  into  my  lap.  And  after  a  half-hour  of  playing  peek-a- 

00  with  a  rambunctious  boy  in  the  row  in  front  of  me, 
vc  been  reminded  of  the 

land-up  comedian  who 
nally  shouted,  "Hey,  kid, 
ucss   what?    I'm    always 

loing  to  be  here!" 
There's  nothing  elegant 

tbout  flying  these  days,  or 

It  least  about  flying  coach. 
•  lame  the  airlines  for 
rowded  seating,  blame  the 
;st  of  us  for  demanding 
m  fares  that  necessitate 
>ts  of  seats.  But  also  blame 

She  sad  demise  of  travel 
lanners.  We've  become  a 

,  us-station  nation.  We 
on't  care  what  anyone 

ihinks  of  our  wardrobe  or 
hethcr    we're    rude    to 

.'How  travelers.  Sheryl  Spivack,  a  George  Washington  Uni- 
ersity  professor  in  the  tourism  and  hospitality  manage- 
ment department,  suggests  better  "jetiquette."  She  thinks 
raveling  on  a  plane  somehow  encourages  people  to  do 
hings  they  would  never  consider  doing  anywhere  else  in 
ublic.  Like  applying  nail  polish,  clipping  toenails  and  leav- 
lg  lavatories  in  a  disgraceful  state. 

Most  of  us  wouldn't  whip  out  toenail  clippers  in  a 
estaurant.  But  we  seem  to  believe  we're  invisible  as  soon 
s  we  board  a  plane.  It's  this  illusion  that  allows  three 
trangers  to  sit  cheek-by-jowl — even  eat  meals  inches  apart 

vithout  exchanging  a  word  during  a  five-hour  flight, 
ierewith,  a  modest  manifesto  for  better  flying  manners: 

1  The  plane  won't  leave  until  everyone  is  boarded.  You 
;ain  nothing  by  fighting  for  line  position  at  the  boarding 
^;ate.  Don't. 


Edited  by  Joshua  Lcvine 


■  Cargo  goes  below.  I'm  a  big  supporter  of  carry-on 
luggage,  but  make  sure  it  fits  where  it  belongs.  If  you're 
lugging  something  too  big  because  you  fear  checking  it, 
do  us  all  a  favor — and  yourself,  too — and  simply  ship  it  to 
your  destination  ahead  of  you. 

■  I  am  not  a  dentist.  When  you  leave  your  seat,  why 
not  leave  it  in  the  upright  position  so  those  behind  you 
can  at  least  take  a  deep  breath? 

■  If  you  do  decide  to  talk  to  me,  I  am  not  a  therapist. 
I'm  sorry  you  hate  your  boss/spouse/neighbor.  I  think 
it's  brave  of  you  to  decide  to  come  out  of  the  closet.  Just 
spare  me  the  details. 

■  I  am  not  a  baby-sitter.  While  kind  strangers  should 
offer    help    to    overwhelmed    parents,    children    old 

enough  to  know  how  to 
behave  should  be  made 
to  behave  by  those  who 
love  them  the  most.  That 
wouldn't  be  me. 
■  And  while  enforcing  a 
dress  code  is  hopeless,  can 
we  at  least  agree  that  men's 
armpits  should  be  covered? 
Once,  passengers  dressed 
as  if  they  were  visiting  a 
snazzy  restaurant.  Men 
wore  suits,  women  sported 
hats,  and  for  long  flights, 
chose  their  sleepwear  care- 
fully. In  1940,  aboard  the 
Douglas  Sleeper  Transport 
diat  flew  between  New  York 
and  Los  Angeles  in  only  19 
hours,  each  of  the  14  passengers  had  his  or  her  own  berth. 
Today,  if  you're  flying  a  long  distance  in  coach  class, 
you're  most  likely  sitting  upright,  shifting  your  legs  an  inch 
here  or  there,  hoping  to  avoid  blood  clots.  We're  just  grate- 
ful to  complete  a  flight  without  witnessing  an  incident  of 
"air  rage."  Remember  all  the  press  late  last  year  about  a  pas- 
senger who  went  nuts  on  a  flight  from  Bangkok  to 
Budapest  aboard  the  Hungarian  airline,  Malev?  The  stories 
said  he  struck  a  pilot  and  tried  to  strangle  a  flight  attendant 
before  crew  members  tied  him  to  a  seat;  a  doctor  on  board 
gave  him  a  shot  of  a  sedative,  and  when  the  plane  made  an 
emergency  landing  in  Istanbul,  the  poor  guy  was  dead. 

Okay,  that's  a  bit  harsh  for  your  obnoxious  seatmate. 
But  in  the  face  of  the  considerable  obstacles  to  comfort- 
able travel,  couldn't  we  all  try  to  act  decendy  and  keep  our 
socks  on  while  aloft?  £■ 
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The  market  for  old  wagons,  carriages  and  carts  is  gearing  up.  All  you  need  is  plenty  of  space. 


Carriage  trade 


By  Robert  Goff 
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The  approach  to  John  Traina's 
Napa  Valley  hideaway  on 
Highway  29  makes  you  a 
little  sorry  you're  driving  a 
car.  Flanking  the  long  drive 
to  Traina's  1850  gingerbread  house  is  a 
motley  assortment  of  vehicles  from  an 
era  of  more  leisurely  transportation: 
buggies,  work  wagons,  carriages,  a 
surrey  with,  yes,  a  fringe  atop  it,  even  an 
old  1920s  circus  wagon  with  its  lion 
cage  intact.  The  driveway  is  an  outdoor 
museum  of  California's  roadway  trans- 
portation from  the  19th  and  early  20th 
centuries. 

Traina,  a  former  shipping  company 
executive  and  cofounder  of  now- 
defunct  Pearl  Cruises,  began  collecting 
wagons  in  1980,  shortly  after  he  bought 
the  Napa  house.  "This  place  just  looked 
like  it  needed  one,"  he  says.  That  spring 
Traina  presented  his  then-wife,  author 
Danielle  Steele,  with  the  fringe -topped 
black  surrey  as  a  Mother's  Day  gift. 
Made  around  the  turn  of  the  century, 
the  model  was  popular  with  urban 
women  because  its  rubber-coated  tires 
offered  a  smoother  ride  than  vehicles 
with  plain  steel  or  wood  wheels.  His 
wife's  reaction?  "You'll  notice  it's  still 
here,"  remarks  Traina. 

Later  Steel  responded  more  warmly 
to  her  husband's  wagon  mania.  At  a 


1990  auction  in  Los  Angeles  the  couple 
ended  up  secretly  buying  each  other 
wagons  as  gifts. 

Traina  is  an  obsessive  collector  of 
many  things.  He  has  just  published  a 
book  on  his  collection  of  Faberge  ciga- 
rette cases.  He  also  collects  old  Ameri- 
can cars,  miniature  suits  of  armor  and 
maritime  memorabilia.  With  each  of  his 
collecting  passions,  he  feels  a  certain  itch 
after  he  buys  the  first  item,  and  he 
knows  he's  hooked  for  life.  So  it  was 
with  wagons. 

"When  you  collect,  it's  dangerous  to 
buy  any  one  thing,"  says  Traina,  who 
now  owns  33  wagons.  His  acquisitions 
are  rarely  planned;  last  year,  when  he 
took  his  son  to  watch  the  San  Francisco 
Giants  train  in  Scottsdale,  Ariz.,  he  ended 
up  buying  four  ranch  wagons. 

Traina's  not  the  only  wagon  collector, 
mind  you,  but  he  doesn't  often  find  him- 
self outbid  for  a  buggy.  Which  only  means 
that  wagons  are  still  pretty  affordable.  A 
typical  late- 19th-century  buggy  in  good 
condition  goes  for  around  $3,000  to 
$4,000  at  a  big  auction  house  like  Butter- 
field  &  Butterfield.  Simpler  farm  wagons 
and  carts  often  cost  less  at  country  auc- 
tions and  estate  sales.  At  the  high  end,  the 
plush  one-ton  Concord  Stage  Coach  is 
the  Holy  Grail  of  wagon  collecting, 
described  by  Mark  Twain  as  "a  cradle  on 


John  Traina's  Napa 
Valley  wagon  col- 
lection (opposite) 
comprises  more 
than  two  dozen 
buggies,  coaches, 
surreys  and  work 
wagons. 

Highlights  of  the 
collection  include 
(above,  clockwise): 
a  carriage  (pictured 
with  Traina),  a  cir- 
cus wagon,  a 
stagecoach,  a  work 
wagon,  and  a  boxy 
State  Dairy  milk 
wagon  which  cost 
about  $225  when  it 
was  built  around 
the  turn  of  the 
century. 

Today  an  old  set  of 
wheels  in  good 
condition  can  sell 
for  as  little  as 
$3,000  to  more 
than  half  a  million. 
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wheels."  Fewer  than  4,000  Concord  coaches  were  built 
between  1830  and  1900;  only  a  handful  survive  in  decent, 
unrestored  condition. 

Greg  Martin,  head  of  Butterfield  &  Butterfield's  Arms 
&  Armor  division,  and  its  de  facto  wagon  expert,  knew  of 
a  Concord  that  sold  last  year  for  about  $100,000.  Today 
he  says  it  might  bring  as  much  as  $500,000. 

Traina's  prize  wagon  is  his  Wells  Fargo  Express  "Mud 
Wagon"  U.S.  mail  coach,  which  he  bought  in  1986  when 


the  contents  of  casino  tycoon  Bill  Harrah's  Pony  ExrJ 
Museum  were  auctioned  off.  "This  is  the  kind  of  thil 
probably  should  have  bought  more  of,"  says  Traina,  i| 
paid  $22,500  for  the  faded  burgundy-and-gold  coacli 
might  fetch  more  than  $75,000  today. 

"I've  learned  that  certain  things  are  quite  valujj 
now,  but  I  don't  expect  to  make  money  on  collectir 
says  Traina.  "Mostly  because  I  just  don't  like  sellj 
things." 
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The  art  of  charging  $8  for  a  plate  of  lettuce. 

Hail,  Caesar 


By  Clark  Wolf 

Caesar  salad  is  an  industry, 
a  benchmark,  a  cultural 
phenomenon.  It's  also  a 
meal.  When  I  reinstated  it 
on  a  chophouse  menu  in 
Manhattan  in  1988,  it  went  for 
$7.50,  cost  78  cents  to  make  and 
sold  thousands  every  month. 

This  is  a  true  American  success 


story,  embodying  a  bushelful  of 
trends  on  a  single  plate.  It's  been 
around  longer  and  shows  up  on 
more  menus  than  any  other  classic 
dish  I  can  think  of.  You  can  now 
find  it  in  a  variety  of  permutations, 
some  of  which  can  get  pretty  ghast- 
ly, but  it  originated  with  a  simple 
dose  of  Yankee  ingenuity,  not  to 
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mention  a  dose  of  desperation. 

It  was  the  1920s.  An  Italian- 
American  restaurateur  named  Caesar 
Cardini  ran  a  Tijuana  hot  spot 
favored  by  Hollywood  bigwigs  and 
their  glamorous  gal  pals.  One  fateful 
day  the  food  truck  railed  to  deliver. 
And  the  restaurant  was  booked  solid. 
Food  pro  that  he  was,  Cardini 
went  to  work  with 
|  whatever  he  could 
find  around  the 
kitchen:  crunchy 
sweet  romaine,  the 
whole  elegant  inner 
leaves  only;  aged 
mellow  Parmesan;  a 
swipe  of  garlic; 
plenty  of  olive  oil; 
and  a  raw  egg  to 
hold  it  all  together 
and  give  it  depth — 
and  protein.  Then  a 
squeeze  of  lemon, 
a  grind  of  pepper,  a 
pinch  of  salt,  a  drop 
of  Worcestershire 
with  its  hint  of 
anchovy.  (The  whole 
anchovy  came  later; 
and  don't  let  a 
snooty,  misinformed  waiter  make 
you  feel  stupid  if  you  don't  want 
some  skanky  little  dead  fish  laid  to 
rest  atop  your  salad.)  Cardini  put  all 
the  ingredients  together  in  a  wooden 
bowl  with  his  customary  flourish, 
and — as  they  say  in  French — voila! 

The  classic  Caesar  salad  has  ranged 
pretty  far  afield  since  then.  In  north- 


ern California  it's  covered  with 
Jack  cheese.  On  the  Gulf  Coast  rj 
toss  in  a  few  shrimp  or  crabs.  M 
England  restaurants  contribj 
everything  from  fried  clams  to  aj 
cheddar.  And  everywhere  youi 
even  on  room  service  lists  in  the 
hotels,  the  Caesar  sports  its  ubiifl 
tous  grilled  chicken  topper,  l] 
week  I  even  discovered  a  Thai  Ca  I 
at  a  Manhattan  restaurant  called] 
Red  Garlic:  no  uniquely  Asian  inJ 
dients,  just  the  classic  base  wiijl 
sauteed  soft-shell  crab.  At  $12,  n| 
bad  deal  at  all. 

The  scariest  version  I've  ever  si 
was  in  a  very  good  little  Mexij 
restaurant  in  San  Diego,  not  far  fi| 
Caesar's  original  shrine.  The  swj 
family  that  ran  it  confused  Wonl 
tershire  sauce  with  Marmite,  a  fq 
nasty  English  yeast-based  spread 
made  the  whole  thing  look  a  li| 
bloody.  And  it  was  still  tasty. 

How  to  explain  the  phenomen 
that  is  Caesar?  Well,  for  one  thi 
it  is  a  complete  and  satisfying  cl 
all  on  its  own.  But  beyond  til 
people  love  it  because  they  pera] 
it  as  fun,  modern  (especially  w 
stuff  on  top)  and  yet  still  heal 
(especially  when  a  placard  on 
table  notes  that  pasteurized  eggs 
used).  Somehow,  it  is  conside 
American  and  Italian  at  the  sa 
time,  despite  the  fact  that  you  c< 
have  it  both  ways. 

Is  there  nothing  sacred  whei 
comes  to  rendering  unto  Cae; 
This  flexible  purist,  whose  o 
objective  is  to  avoid  confusing 
dish  with  taco  stuffing,  propou 
six  simple  guidelines:  hold  the  toi 
toes;  tear,  don't  chop  the  romai 
use  plenty  of  real  garlic;  find  a  ft 
range  chicken  egg  you  can  consu 
without  fear  of  salmonella;  ad 
dash  of  mustard  if  you  like;  and 
other  food  from  other  plates. 
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financial  services 


Receive  Value  Line 
for  only  $m$55 

oductory  subscnfXion  10  The  Value  Line  Investment  Survey  brings  you  the 
;e  Investors  Reference  Library  —  Value  Line's  most  recent  Ratings  and  Reports 
stocks  and  the  practical  guide  How  to  Invest  in  Common  Stocks.  You  will  also 
uJyses  of  about  1 30  stocks  each  week  for  10  weeks  for"S*3:S5S.  Available  only 
ry  three  years  to  any  household   SPECIAL  BONUS  -J.K.  LASSERS  YOUR 
Z  TAX  1999   This  indispensable  guide  covers  all  new  tax  law  changes  as  well  as 
ing  and  money-saving  strategies.  Hundreds  of  examples  and  icons  highlight  key 
The  free  update  supplement  contains  forms  for  filing  and  you  can  get  practical 
on  the  Internet  or  by  telephone  hotline.  A  $14.95  value  -  yours  free  with  your 
ae  subscription  while  supplies  last.  Your  subscription  may  be  tax -deductible, 
ill  your  tax  advisor  Send  check  or  money  order  along  with  name,  address 
and  zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

jrt.  2903  Dept.  616WK08  Amencan  Express,  MasterCard.  Visa  Of  Discover 
ours  a  day.  7  days  a  week.  It  you  are  not  completely  satisfied  return  all  materials 
good  condition  within  30  days  Irom  the  start  ol  your  trial  subscription  lor  a  full     ' 
refund  ol  your  lee  Allow  4  weeks  lor  delivery  Foreign  rates  upon  request 
mrww.valueline.com 

The  Value  Line  Investment  Survey* 

PO  Box  3988.  New  York 
NY  10008-3988 
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JO)  UP  23  IN  ACTIVE  TRADING 


ET  PROTECTION 

& 
SHORE  BANKING 


W,how  you  "How  To" 
5  a  financial  fortress  that 
Botect  your  wealth  with 
o  lete.  tested  and  secure 
■>rivacy,  including: 
.  infidential  Banking, 
■ore  Centers,  Debit  and 
M;dit  Cards,  access  to 
■  ational  and  US  Funds. 
•;rseas  and  Domestic 
Brokerage  Services 


Is  today:  800-266-8211 
ill,  Scott  &  Associates 
J  www.merrillscott.com 


#1  on  the  Internet 
Available  Worldwide 


Download  Free 
_        software  today  at 
www.dbc.com/sm 
888.200.1011  xl80i 


franchising 


ARE  YOU  SITTING  ON  A  GOLD  MINE? 


CALL  1  ••00-373-6344 

Talk  to  us  first  Because  pobody  has  franchisee! 


more  businesses  than  Francorp 

The  leader  in  franchise  development 
and  consulting  Worldwide. 
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books/authors/publishers 


NEW  AUTHORS 

PUBLISH  YOUR  WORK 

ALL  SUBJECTS  CONSIDERED 

Fiction,  Biography, 

Religious,  Poetry,  Children's. 

AUTHORS  WORLDWIDE  INVITED. 

WBrt  OH  SfcNO  YOUR  MANUSCRIPT  TO 

MINERVA  PRESS 

2  CAD  BflOMPTON  ROAD.  LONDON.  ENGLAND  SW7  3DO 


collectables 


Imagine  President  Lincoln  in  Your  Bedroom! 


All  you  have  to  do  is  call.  Every  six  to 
seven  weeks  our  Simple  &  Direct" 
Auctions  allow  you  lo  bid  on  nearly  600 
autographs  and  manuscripts  from  the 
comfort  of  your  home  or  office  via  Mail, 
Phone.  Fax  or  Internet.  Join  us,  find  out 
how  easy  it  Is  to  get  the  documents  you 
want  at  the  prices  you  want  to  payl 


Call  today  for  current  auction  catalog: 

1-800-GALLERY 
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Int'l:  1-702-364-1000 

3601  W  Sariara  Aw  ,  Promenade  Si 
Las  Vegas.  Nevada  69102-5822 

Bid  Online  at:  www.galleryofhistory.com 

_   Print  catalog  price  ol  $10  (US)  telunded  with  your  llrsl  purchase   Telephone  Hours:  Monday-Friday  8  a.m.  to  5  p.m.  PS.T. 
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MAKE  MONEY  AS  A 

BUSINESS  FINANCE 

CONSULTANT 


Arrange  Business  Loans  and  Equipment 
I  eases  from  $1,000  to  $10  million.  No  co- 
brolcering  Work  directly  with  National 
Lenders.  Unlimited  earnings  potential  and 
residual  income. 
FREE  45  minute 
video  seminar  and 
information  packet 

CALL  1-800-336-3933 
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♦  Companies  Faxon  Demand 

IbShK  (800)551-9105 

♦  Credit  Cards       for  »$£ 

♦  Privacy  CoWe,e 

(800)551-214lU^£?al 

Visa/MC/Amex       www.uaervices.com 


S  OVER  TWO  BILLIONS 


WOflTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 

MAJOR  MANUFACTURING  TO  SMALL  RETAIL  SHOPS 

CONVENIENCE  STORES  •  RESTAURANTS  -  MOTELS 

Saw  Thousands  of  Dolars  •  No  Brokerage  Fees 

CALL  US  TOLL  FREE  1-800-W9-SALE 
NATIONWIDE*  To  Buy  or  Sail 
MANY  OFFER  OWNER  FINANCING 
GREAT  WESTERN  BUSINESS  SERVICES,  INC. 


OFFSHORE  &  NEVADA 

CORPORATIONS 


•  Asset  Protection,  Privacy,  Tax  Free 

•  Licensed  Offices:  Las  Vegas  -  Nassau 
>  Flat  Rate  Fees,  Nevada  Corps.  $95 


OK  DICK  BY  PHONE  HUM  INFO 

1-800-997-2550 

www.legal.pnevegas.com 


INCORPORATE  IN  DELAWARE 


Spedofets  in  setting  up  D«lcnnre  Cioqnrations.  Gerwrd,  Aircntft, 
Boat  &  Shelf  Ccvporations.  OJ  or  write  for  our  Wff  «7! 


TtQ  pro  not  [MiKMina 
o9mty  $*c*K9  ior  a 


351 1  Slvarsde  Rd.  #10SfB  •  Wlnrngtan.  OE  USA19810 
302-477-9800  •  80O-32KOH'  •  FAX  302-477-9811 
f-»oi:  cnp@rJelieg.cnn  •  littnwt:  http://delreB.com 


gemstones 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  1967! 

Member:  Jewelers  Board  of 

Trade  &  Chamber  of  Commerce 

HOUSE  OF  ONYX 

120  N.  Main  St.,  Greenville,  KY  42345 

1-800-844-3100  or  FAX  502-338-9605 


executive  gifts 
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There  is 
an  answer! 

Send  for  FREE  information 
on  a  NEW,  guaranteed 
seat  and  back  support 
by  a  leading 
back  pain  specialist 
Write  to: 
TruComfort 
15  Parkway,  #248G 
Katonah  NY  10538 


Call  TOLL  FREE  1-800-392-0363 


Send  for  a 

FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government! 

Write  to: 

Free  Business  Catalog 
U.S.  Government  Printing  Office 

Office  of  Marketing— 
SM  Washington,  DC  20W1 


FORBES  MARKET  CLASSIFIED 

To  spotlight  yow"  specialty  product  or  service  to  an  affluent  executive  avdience: 
Call  Linda  Loren  (212)  260-0620  or  Fax  (212)  260-8183  or 

-mail:  Uoren@forbes.  com 


houghts  on  the  business  of  life 


At  lunch  I  heard  a  middle-aged  man  tell  several  friends,  "You  can't  sit  in  your  office  the  year  round  and  e: 
orders  to  fly  in."  The  truth  is,  according  to  my  observation,  that  nearly  all  our  most  successful  companies 
employing  sales  forces  are  directed  by  acutely  sales-conscious  executives,  who  either  go  out  frequently  on  t 
firing  line  or  insist  on  their  managers  and  assistants  doing  so.  One  of  our  most  eminent  manufacturers  years 
established  the  rule  that  the  head  of  its  sales  force  and  each  of  his  assistants  must  make  one  trip  annually  i 
an  ordinary  salesman,  digging  up  orders  under  exactly  the  same  conditions.  -B.C.  Forbes  (1939) 


A  dog  teaches  a  boy 
[|  fidelity,  perseverance, 

and  to  turn  around 
|=  three  times  before 

lying  down. 

Robert  Benchley 


J I  Dog.  A  kind  of  addi- 
tional or  subsidiary 
Deity  designed  to 
catch  the  overflow 
and  surplus  of  the 

I?  world's  worship. 
"'  Ambrose  Bierce 


|i  Dog  does  not  eat  dog. 
^Juvenal 


Before  you  beat 
the  dog,  learn  the  name 
of  his  master. 
Chinese  proverb 


In  order  to  really  enjoy 
a  dog,  one  doesn't 
merely  try  to  train  him 
to  be  semihuman. 
The  point  of  it 
is  to  open  oneself 
to  the  possibility  of 
becoming  partly  a  dog. 
Edward  Hoagland 


My  dog  can  bark 
like  a  congressman, 
fetch  like  an  aide,  beg 
like  a  press  secretary 
and  play  dead  like 
a  receptionist  when 
the  phone  rings. 
Gerald  Solomon 


You  may  drive  a  dog 
off  the  King's  armchair, 
and  it  will  climb  into 
the  preacher's  pulpit; 
he  views  the  world 
unmoved,  unembar- 
rassed, unabashed. 
Jean  de  la  Br  uyere 


If  you  are  a  dog 
and  your  owner 
suggests  that  you 
wear  a  sweater, 
suggest  that  he 
wear  a  tail. 
Fran  Lebowltz 


Any  man  who  does 
not  like  dogs  and  want 
them  about  does  not 
deserve  to  be  in 
the  White  House. 
Calvin  Coolidge 


We  are"  alone, 
absolutely  alone  on 
this  chance  planet: 
and,  amid  all  the  forms 
of  life  that  surround 
us,  not  one,  excepting 
the  dog,  has  made 
an  alliance  with  us. 
Maurice  Maeterlinck 


I  always  disliked 
dogs,  those  protectors 
of  cowards  who 
lack  the  courage 
to  fight  an  assailant 
themselves. 
August  Strindberg 


Dogs  have  more 
love  than  integrity. 
They've  been  true 
to  us,  yes,  but  they 
haven't  been  true 
to  themselves. 
Clarence  Day 


There  is  no  faith 
which  has  never 
yet  been  broken, 
except  that  of  a 
truly  faithful  dog. 

KONRAD  LORENZ 


A  real  dog,  beloved 
and  therefore 
pampered  by  his 
mistress,  is  a 
lamentable  spectacle. 
He  suffers  from  fatty 
degeneration  of  his 
moral  being. 
Agnes  Repplier 


A  dog  will  never 
forget  the  crumb 
thou  gavest  him, 
though  thou  mayst  I 
afterwards  throw 
a  hundred  stones 
at  his  head. 
Sa'di 


In  dog  years  I'm  de;i 
Anonymous 


A  Text  .  . 

Know  ye  that 
the  Lord  he  is  Goc 
it  is  he  that  hath 
made  us,  and  not 
we  ourselves; 
we  are  his  people, 
and  the  sheep 
of  his  pasture. 
-Psalms  100:3 

Sent  in  by  Ramona  L. 
Simpson,  Cupertino,  Calif. 
What's  your  favorite  text? 
Forbes  Book  of  Quotation^ 
Thoughts  on  the  Busine 
of  Life  is  given  to  senders 
of  Bible  texts  used. 


More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subj 
are  available  in  a  900-page 
one-volume  deluxe  edition, 
Forbes  Book  of  Quotations: 
Thoughts  on  the  Business  ofb\ 
The  price  is  $40  plus  $3.50  sth  I 
ping  and  $1  per  item  for  handli 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free, 
l-a0O87&6556. 
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Pella  Corporation 

l/iews  Iowa's  Workforce 

To  Be  The  Best 


IOWA 


B      U      S      I      N      E 


ALCOA 


MAYTAG  £ 

ALLIANT  energy 


Pella®  Windows  and  Doors  are 
"Viewed  To  Be  The  Best™" 
thanks  to  more  than  3,000  Iowans 
who  work  at  state-of-the-art 
manufacturing  facilities  in  four 
different  Iowa  communities.  "As 
our  company  has  grown,"  says 
CEO  Gary  Christensen,  "we've 
expanded  within  Iowa  to  take 
advantage  of  a  workforce  that's 
highly  educated  and  committed 
to  quality.  You've  never  seen 
such  hard-working,  dedicated 
employees." 

Iowa's  superior  workforce  is 
complemented  by  a  world-class 
educational  system,  pro-business 
economic  and  regulatory  climate, 
and  balanced  lifestyle.  To  learn 
how  your  business  can  profit  from 
Iowa's  location  advantages,  call 
1-800-245-IOWA  or  e-mail 
SmartState@ided.state.ia.us. 

IOWfV* 

THE  SMART  STATE  FOR  BUSINESS® 

www.smart.state.ia.us 
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Savvy.  Sophisticated. 

The  perfect  silent  partner. 
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We're  willing  to  bet  you  don't  think  of  yourself  thot  way. 


Probably  you  don't  think  of  anyone  at  your  company  as  a  node  either.  They're  users.  People.  Individuals. 

Your  network  should  recognize  individuals  too.  And  it  can,  right  now,  with  Novell  Directory  Services®  (NDS™). 

With  NDS  software,  everyone  on  your  network  has  a  unique  pro 
They  can  access  the  network  online  to  get  all  the  necessary  business  tools  even  when  they're  away  from  the  office.  With  one  passwo, 
network  identifies  which  files  and  applications  they  may  use,  while  restricting  access  to  secure  or  sensitive  documents. 

NDS-enabled  applications  monitor  the  system  to  correct  problems  like  Y2K  before  they  turn  into  downtime.  NDS  is 
designed  to  work  on  a  variety  of  platforms  like  NetWare.,  NT  and  HBP,  because  different  people  and  departments  have  different  ne 

You  need  a  network  of  people,  not  nodes.  You  need  a  networking  specialist.  You  need 
www.novell.com/node  or  1-800-509-1800 
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Mergers  and  Acquisitions  coverage 


•OU  met  with  the  lawyers.  The  investment  bankers.  The  auditors.  You  did  your 
homework.  Everything  was  legal  and  aboveboard.  And  a  deal  of  enormous  importance 
and  even  greater  worth  was  completed.  But  somehow,  something  went  wrong.  Liabilities 
were  misjudged.  And  the  ones  that  were  recognized  were  grossly  underestimated.  Now 
it's  the  third  quarter  and  you're  about  to  report  a  substantial  write-off. 

This  is  the  real  world  companies  live  in.  When  things  go  wrong,  they  go  wrong  on  a 
large  scale.  And  if  your  company  is  not  properly  covered,  the  world  becomes  an  ugly  place. 

How  can  AIG  help?  By  doing  things  others  can't.  By  taking  what  you  know  about 
"insurance"  and  turning  that  notion  on  its  head. 


f 


ho  insures 


you 
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Take  our  Mergers  and  Acquisitions  coverage.  Few  scenarios  demand  the  speed  and 
creative  thinking  that  an  M&A  deal  does.  And  that  is  precisely  what  we  pride  ourselves  on. 
At  AIG,  we  know  that  in  any  deal  there  is  always  a  surprise,  and  it  is  never  a  good  one. 

More  than  merely  providing  insurance,  the  AIG  Companies  plan  for  problems  others 
don't  see,  create  coverages  others  can't,  manage  risks  others  shy  away  from.  We  have  the 
resources  and  industry -specific  knowledge  that  allow  us  to  guide  you  through  most 
any  M&A  issue  you  face.  So  whether  a  deal  is  known  or  merely  being  contemplated,  the 
AIG  Companies  are  prepared  to  help  minimize  existing  and  potential  future  liabilities  to 
make  deals  happen. 

We've  built  our  reputation  on  fulfilling  promises.  Which  is  why  we've  grown  in 
80  years  to  become  one  of  the  world's  leading  insurance  organizations.  And  because  our 
reputation  is  solidly  backed  by  Triple -A-rated  financial  strength,  you  can  rest  assured 
that  the  AIG  Companies  will  be  there  for  you. 

No  matter  what  the  risk,  no  matter  where  the  risk,  the  AIG  Companies  possess  the 
experience  and  sophistication  to  custom-tailor  a  policy  that  protects  you  from  the  unexpected. 

Call  your  broker  or  e-mail  us  at  greg.flood@aig.com  to  find  out  more  about  our 
Mergers  and  Acquisitions  division. 

What's  the  worst  that  could  happen?  That's  what  we  think  about  every  day. 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Companies,  70  Pine  Street,  Dept.  A,  New  York,  NY  10270.  www.aig.com 

■mice  coverage  provided  by  member  companies  ul  American  International  Group.  Inc.  Issuance  of  coverage  is  subiect  lo  underwriting.  Please  refer  to  the  actual  policy  for  a  complete  description  of  scope  and  limitations  of  coverage 
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112  Gerry-built  TV 

With  Oxygen  Media,  Gerry 
Laybourne  treads  where  big- 
ger players  failed:  the  brave 
new  world  of  convergence. 

By  Tom  Post 
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Sony  takes  on  Microsoft  for 
control  of  the  living  room. 
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Microsoft  roils  the  database 
market  with  a  price  war. 
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GE's  got  a  better  engine — 
and  wants  a  Boeing  jet  deal. 
By  Howard  Banks 

53  Web  gazing 

How  the  big  Internet  players 
are  forming  constellations. 
By  Rita  Koselka 

54  Down  to  the  dregs? 

Starbucks  seeks  growth  with- 
out weakening  the  brand. 
By  Kelly  Barron 


55  Guy  talk 

Men  love  sports  radio — 
and  advertisers  are  listening. 

By  Chandrani  Ghosh 

56  Half  Nielsen 

The  TV  rating  service  has 
the  big  networks  pinned. 
By  Michelle  Conlin 

63  The  soot  king 

At  Cabot,  it's  the  chemists 
who  get  their  hands  dirty. 
By  Bernard  Condon 

66  The  mailing  of  Europe 

An  American  real  estate  guy 
nants  some  of  it  for  himself 
By  Howard  Banks 


90  Cookies  and  lube  jobs 

James  Post!  greases  sales 
at  Pennzoil  a  la  Nabisco. 

By  Daniel  Fisher 

92  The  wireless  message 

In  Alltel's  bundled  world, 
it's  sell  a  phone,  get  a  bike. 

By  Christopher  Palmeri 

96  The  anti-Nike 

At  Brooks  Sports,  athletic 
shoes  are  all  about  running. 
By  Leigh  Gallagher 

106  High  voltage 

New  Energy's  selling  lots  of 
electricity — but  at  watt  cost? 

By  Christopher  Palmeri 


120  Mom  and  POPs 

It's  the  little  guy  who  drive; 
growth  in  the  ISP  business. 

By  Seth  Lubove 
and  Anne  Linsmayer 

121  Holdout  no  more 

After  a  wild  ride,  PSINet  is 
finally  in  talks  to  sell  out. 

By  Nikhil  Hutheesing 

INTERNATIONAL 

111  The  American  "thing" 

Germany's  Holzmann  hope: 
to  erect  a  cultural  bridge. 

By  Richard  C.  Morais 


COVER  PHOTOGRAPH  BY  MICHAEL  L  ABRAMS0N 


Forbes  ■  February  22,  199 


ENTREPRENEURS 

,  2  Up  &  Comers 
iag  men 

A'ith  the  Sak,  passion  gets 
.oven  into  profitable  fashion. 
By  Robert  La  Franco 

'•2  Business  sitings 

^  guide  to  cyberspace  for 
iiet-sawy  entrepreneurs. 

Ity  Leigh  Gallagher 

'(4  Up  &  Comers 
lush  delivery 

How  Roger  Payton  scram- 
nled  to  save  his  freight  outfit. 
By  Joanne  Gordon 


124  Frozen  grocer 

Can  a  young  German  scion 
bring  A&P  back  to  life? 
By  Justin  Doebele 

CHARTICLE 

110  The  big  stall 

Low-wage  earners  are  no 
better  off  than  20  years  ago. 

By  Peter  Brimelow 

LAW  &  ISSUES 

68  Creative  Giving 
AgREITgift 

With  this  deduction,  charity 
begins  at  the  shopping  mall. 

By  William  P.  Barrett 


74  Seeing  green 

Al  Gore  and  his  eco-advisers 
show  their  antibusiness  bias. 

By  Pranay  Gupte 
and  Bonner  R.  Cohen 

104  On  the  Docket 
Bond  boomerang 

It's  called  champerty — and 
it  terrifies  big  bankers. 

By  Brigid  McMenamin 

TECHNOLOGY 

138  PC  time  travel 

GoBack  software  lets  you 
erase  your  worst  calamities. 

By  Stephen  Manes 


DEPARTMENTS 

16  Side  Lines 

18  Follow-Through 

18  Flashbacks 

22  On  My  Mind 

28  Readers  Say 

31  Fact  and  Comment 

36  Other  Comments 

41  Commentary 

43  Digital  Rules 

45  Transparent  Eyeball 

46  Economic  Forecast 
46  Forbes  Index 

170  Thoughts 

10  Editorial  Index 

COLUMNISTS 

78  Point  of  view 

Steve  H.  Hanke 

134  Cancer,  asthma,  DNA 

Cynthia  Robbins-Roth 

MONEY  &  INVESTMENTS 

128  Taxing  Matters 
Freedom — at  last 

5  corporations,  rejoice! 
Liberation  day  has  arrived. 

By  Laura  Saunders 

154  Streetwalker 

E-traders,  beware;  Big  Flower 
Holdings;  Newhall  Land 

6  Farming. 

157  The  Forbes/Barra 
Wall  Street  Review 

158  The  Forbes/IBES 
Report  on  Foreign 
Earnings  Estimates 

160  Statistical  Spotlight 
Asia  on  the  cheap 

Good  bargains  await  you  in 
Far  Eastern  stock  markets. 

By  Robert  Cyran 

162  The  Funds 
Risk,  redefined 

In  the  mutual  fund  world, 
the  downside  counts  most. 

By  James  M.  Clash 

163  The  Funds 
Creepy  spiders 

Some  of  those  Amex  sector 
stocks  can  be  scary. 

By  Dolly  Setton 

INVESTMENT  COLUMNISTS 

146  Financial  strategy 

A.  Gary  Shilling 

148  Portfolio  strategy 

Kenneth  L.  Fisher 
150  Stock  trends 

Laszlo  Birinyi  Jr. 


Forbes  ■  February  22,  1999 


6/ISfH£f*E 

800  SA'^ff  OSA    www.saabusa.com 

=fS  USA,  INC 


Step  on  the  gas.  Cars        at  just  2,500  rpm.         engines.  It  delivers 
go.  But  what  about  That's  more  low-end      more  low-end  torque 

on  a  short  freeway  torque  than  the  Audi       than  the  Mercedes 


entrance  ramp?  Or         A6  and  the  Lexus 


C280,  not  to  mention 


in  a  tight  passing 


ES  300.  Which  means     the  BMW  528i.  All 


zone?  All  cars  do  not        faster  acceleration,        it  takes  is  a  drive 


respond  the  same. 


when  you  need  it 


in  a  Saab  9-5  to  see 


The  Saab  9-5  offers         the  most.  Even  the       for  yourself.  In  the 


the  world's  first 
asymmetrically 
turbocharged  V6 
engine.  It  delivers 

229  ft.-lb.  of  torque 

I 


standard  Saab  2.3         rearview  mirror, 
liter  4-cylinder  turbo 
outperforms  bigger 


and  names  in  this  issue 


Forbes 


EACH  REFERENCE 
IS  TO  THE  FIRST 
PAGE  OF  THE 
STORY  IN  WHICH 
THE  COMPANY  OR 
NAME  APPEARS. 


ABC  (Walt  Disney),  56 

ABC  Reports,  132 

Abdul-Jabbar,  Kareem,  32 

Ahold,  124 

Air  Express  International,  84 

Airbus  Industrie,  52 

Aker  RGI,  96 

Albertson's,  124 

Aliant  Communications,  92 

AlliedSignal,  163 

Alltel,  92 

AltaVista,  53 

Amazon.com,  16,  56 

America  Online,  53,  112,  120,  150 

American  Express,  82 

American  Foundation  Realty,  68 

American  Happy  Ware,  112 

American  Mutual  funds,  162 

Ameritech,  112 

Amnion,  Theodore,  1 54 

Anderson,  Clairetta,  120 

Apple  Computer,  102 

Armani,  66 

Arndt,  Richard,  84 

ArtNet,  166 

ASETest,  160 

AT&T,  18,53,92,  163 

AtHome,  53 

Atlantic  Monthly  Press,  32 

ATT  Investigations,  132 

Avon, 112 


Babbitt,  Bruce,  74 
Bally  Total  Fitness,  22 
Baltimore  Ravens,  121 
Banc  One,  142 
Barnes  &  Noble,  56 
Barnes,  June,  132 
Baronian,  Maureen  M.,  36 
Barry,  Tom,  157 
Baum,  Herbert,  90 
Bechtel,  1 1 1 

Beijing  Yanhua  Petroleum,  160 
Bell  Atlantic,  92,  112,  163 
BellSouth,  92,  112 
Bianco  Research,  146 
Big  Flower  Holdings,  1 54 
Big  League  Barbers,  45 
Binder,  Heinrich,  111 
Bjurman  Micro-Cap  Growth 

Fund,  157 
Bodman,  Samuel,  16,  63 
Boeing,  52 
Bogle,  John,  28 


Bowers,  Fredson,  160 

Breeco  Management,  154 
Brennan,  Jack,  28 
Bristol-Myers  Squibb,  150 
British  Airports  Authority,  66 
British  Airways,  36 
British  Petroleum,  63 
Broni,  Paul  A.,  28 
Brooks  Sports,  22,  96 
Brooks,  Dede,  166 
Brown,  154 

Browner,  Carol  M.,  74 
Butterfield  &  Butterfield,  166 


Cabot,  16,  63 

Caere,  157 

Canon,  160 

Capstar,  55 

Cardoso,  Fernando  Henrique,  It 

Carpenter,  Candice,  112 

Carsey,  Marcy,  112 

CBS,  55 

CDNow,  112 

Celestial  Seasonings,  22 

Centocor,  134 

Century  funds,  163 

Chamberlain,  Jeffrey,  28 

Chamberlin,  Michael  M.,  104 

Charron,  Paul,  22 

Chase  Manhattan,  104 

Chase  Vista  funds,  162 

Christie's,  166 

CIBC  Oppenheimer,  63 

Cinergy,  106 

Cisco  Systems,  163 

Clear  Mountain  Spring  Water,  92 

Clinton,  Bill,  31,36,41,  110 

Clorox,  90 

College  Savings  Bank,  142 

Colt  Firearms,  36 

Comcast,  53 

Commerce  One,  50 

Compaq  Computer,  53,  84 

Computel,  154 

Computer  Associates,  18 

Computer  Sciences,  18 

Condit,  Philip,  52 

Country  Meadows,  120 

Cox  Communications,  112 

Craig,  Jenny,  22 

Creative  Technology,  160 

Credit  Suisse  First  Boston,  22 

CvberGrrl,  112 


Dalton,  Dennis,  63 
Dalvi,  Ajit,  1 12 

Dell  Computer,  50,  84 
Dell,  Michael,  124 
Deutsche  Bank,  1 1 1 
Digex,  121 
Dillard's,  82 
Dimling,  John,  56 
Walt  Disney,  53,66,  112 
Dixon,  Debra,  132 
Doerig,  Hans-Ulrich,  22 
Dorotheum,  166 
Dougherty,  William,  162 


Dreyer's,  54 

Duncan's  American  Radio,  55 

DuPont,  63,  163 


E-trade,  154 

Easton  International,  22 

eBay,  43,  166 

Edison  International,  106 

A.G.  Edwards,  157 

Egan,  John,  66 

Elf  Aquitaine,  148 

Elliott  Associates,  194 

Elliott,  Todd,  82 

Emmis  Communications,  55 

Enron,  106 

Entrust  Capital,  154 

Ernst  &  Young,  82 

Evans,  Nancy,  112 

Excite,  53 

Expeditors,  84 

Exxon,  163 


Farrar,  Straus  &  Giroux,  165 
Fidelitv  Investments  (FMR), 

142,  154, 162, 163 
Finocchio,  Robert,  50 
Fleet  Feet  Sports,  96 
Robert  Flemming  Securities,  111 
Flooz.com,  112 
Fluor  Daniel,  111 
Ford,  18 
Ford,  Joe  T.,  92 
Ford,  Scott  T.,  92 
Francesa,  Mike,  55 
Fromstein,  Mitchell,  28 


Gap,  54,  66 

Gart  Sports,  96 

Gates,  Bill,  50 

GE,  52,  163 

Genentech,  134 

General  Magic,  43 

GeoCities,  53 

GeoLogisrics,  84 

Gevaert,  111 

Gilliland,  Daniel,  63 

Gilmore,  Stephen  V.,  28 

Glassman,  James,  110 

Glen,  Alan,  66 

GlobalSpec.com,  82 

GM,22 

Goldman,  Sachs,  104,  154,  160, 

166, 
Gomez  Advisors,  1 54 
Gomez,  Julio,  154 
Goodvear,  63 
Gore,  Al,  74 
Grab,  John,  68 
Grant  Thornton,  128 
Great  Atlantic  &:  Pacific  Tea,  124 
Green  Mountain  Coffee,  54 
Green  Mountain  Energv 

Resources,  106 
Greenspan,  Alan,  41 
Griffin,  James,  50 
Grisham,  John,  32 


Grundig,  102 
GTE,  112 


Hagedorn,  Horace,  28 

Happer,  William,  74 

HarperCollins  Publishers,  50 

Harrods,  66 

Hartley,  Kevin,  106 

Haub,  Christian,  124 

Haub,  Erivan,  124 

Hearst,  112 

Heckman,  Leila,  158 

Heim,  Michael,  157 

Henley,  Jeffrey,  50 

Hillman,  Lee,  22 

Hindery,  Leo,  112 

Hirakawa,  Hideki,  102 

Hitachi,  102 

Hoffman,  Mark,  50 

Philipp  Holzmann,  111 

Home  Depot,  163 

HomeArts,  112 

Honda,  160 

Honeycutt,  Van,  18 

Hong  Kong  Telecom,  160 

Huaneng  Power  International,  160 1 

Hughes,  Stephen,  22 

Hussein,  Saddam,  41 

Hymowitz,  Gregg,  154 


Ibabv,  112 

IBM,  50,  150.  163 

Indosuez  WI  Carr  Securities,  160 

Informix,  50 

Infoseek,  53 

Intel,  112,  163 

Interep,  55 

International  Data,  50,  120 

Invesco,  163 

Ivillage.com,  112 

IXC  Communications,  121 


J&J  Snack  Foods,  157 
J.H.  Whitney,  96 
James,  Julie,  45 
Janssen  Pharmaceutica,  134 
Jay,  Ricky,  165 
Jenny  Craig,  22 
Johnson  &  Johnson,  134 
Jones,  Michael,  84 
Joyce,  Regina,  96 
Just  For  Feet,  96 


Kaempfer,  Joseph,  66 
Kanon  Bloch  Carre,  162 
Kent,  Bernard,  142 
Kidz  Kuts,  45 
Kingsborough,  Scott,  92 
Kirkpatrick,  Robert,  154 
Calvin  Klein,  66 
Klein,  Russell,  22 
Kleiner  Perkins,  112 
Klondyke's  Online  Services,  120 
Kmart,  96 
Knight,  Phil,  96 


Forbes  is  published  biweekly  except  semimonthly  in  June  and  July,  with  an  additional  issue  the  second  week  of  October 

Subscriptions:  U.J  A.,  one  year  $59.95.  Canada,  one  year,  C$89.95  (includes  GST).  Rates  available  upon  request  for  all  other  countries 

Forbes  Subscriber  Service:  To  order,  change  address  or  other  customer  sen  ice,  call  1  800  888-9896  (  L'.S.A.  and  Canada),  e-mail  us  at  subscriber@fbrbes.com, 

visit  us  on-line  at  www.forbes.com  or  write  Forbes  Subscriber  Service,  P.O.  Box  5471,  Harlan,  L\  51593-0971 

Where  necessary,  permission  is  granted  by  the  (         ighl  owner  for  those  registered  with  the  Copyright  Clearance  Center  (CCC),  27  Congress  St.  Salem,  MA  0197  | 
to  photocopy  articles  owned  by  Forbes  for  a  Hat  fee  of  $1.50  per  copy  per  article.  Send  payment  to  the  CCC  stating  the  ISSN  (0015  6914),  volume,  and 
first  and  last  page  number  of  each  artklc  copied.  Copying  for  other  than  personal  use  or  internal  reference,  or  of  articles  or  columns  not  owned  by  Forbes  without 
express  permission  oi  foil-.,    or  the  copyright  Ownci  is  e\pressl\  prohibited. 

Forbes  does  not  supply  back  issues,  lb  order  reprints:  call  (212)  620-2220  or  fax  (212)  206-5118  or  e-mail  reprints@forbes.com 

(minimum  order  500);  to  request  permission  to  republish  an  article  call  (212)  620-2421  or  fax  (212)  206-5118. 

Reprints  reproduced  by  others  are  not  authorized. 


10 


Forbes  ■  February  22,  199 


D       U       C       I 


GHES 


A  FAMILIAR  NAME  WITH  A  BRAND  NEW  FOCUS. 


We're  focused  on  what  we  do  best.  For  over 


35  years  we've  been  pioneers  in  the  field  of  satellite 


communications.  We've  led  the  way  in  satellite  systems. 


Developed  state-of-the-art  satellite  and  wireless 


services.  And  revolutionized  digital  satellite  television 


with  DIRECTV.  It's  no  wonder  we're  called  the  world 


leader.   If  anyone  can   make   it  happen,  we  can. 


.ffPflfll 


m  y 


t 


vww.huqhes.com 


RiionX.com.  132 
Kraft  Foods.  54,  154 
Kraft,  David,  120 
Kroger/Fred  Meyer,  124 
Kucway,  Judith,  22 


Lancaster,  Roy,  45 

Landis,  John,  168 

Lanphier,  Edward,  134 

Lash,  Jonathan,  74 

Ralph  Lauren,  66 

Lawson,  Stacey,  28 

Laybourne,  112 

Lay  bourne,  Geraldine,  1 12 

Ledecky,  Jonathan,  120 

Lee,  Thomas,  92 

Leland,  Douglas,  50 

LEP  International 
(GeoLogistics),  84 

Level  3  Communications,  121 
Levi  Strauss,  66 
Levitan,  Robert,  1 1 2 
Lifetime,  112 
Lish,  David,  50 
Little,  Brown,  168 
LiveBid,  166 
Liz  Claiborne,  22 
Lockhart,  Joe,  36 
Love,  Courtney,  32 
Lucent  Technologies,  1 63 
Lycos,  53 
Lynch,  Peter,  45 


Macronix  International,  160 

Macy's,  82 

Maddox,  Paulette,  28 

Maddox,  Robert,  28 

Major,  John,  28 

Malone,  John,  112 

Mandabach,  Caryn,  112 

Manpower,  28 

Marino,  Dan,  96 

Markowitz,  Harry,  162 

Match. Com,  22 

Matsushita  Electric,  102 

MBNA,  154 

McDonald's,  54 

McEachern,  Ray,  132 

McGinty,  Kathleen,  74 

McGovern,  Gene,  111 

MCI  WorldCom,  92,  112 

McMillan/Doolittle,  124 

Media  One,  112 

Merrill  Lvnch,  28,  150,  163,  166 

MGM,  112 

Michelin,  63 

Microsoft,  18,  43,  50,  53,  82, 

102,  112,  120,  150,  163 
Midcoast  Internet  Solutions,  120 
Mild,  Sukeichi,  102 
Milken,  Michael,  1 12 
Millennium,  134 
Miller,  DuLaurence,  28 
Mobil,  54 
Monsanto,  163 
Montana  Power,  106 
Montgomery  Asset 

Management,  142 
Morgan  Stanley 

Dean  Witter,' 112,  150 
J. P.  Morgan,  104,  142 
Morgan,  Robert  J.,  132 
Motor  City  Stamping,  22 
Mousavi,  Hamid,  54 
Mowat,  Stuart,  50 
MrStock,  154 

Murdoch,  Rupert,  1  12,  148 
Mydiscountbroker,  154 


!2 


Nabisco,  90 

Nadoolman,  Deborah,  168 

National  Data  Research,  132 

National  Freight  Consortium,  84 

NBC(GE),  53, 

Netcom,  121 

NetRatings,  56 

Netscape,  53 

New  Energy  Ventures,  106 

Newhall  Land  &  Farming,  154 

News  Corp.,  112,  148 

Nielsen  Media  Research,  56 

Nike,  66,  96 

Nishimuro,  Taizo,  102 

Nissan,  1 12 

Nolan,  Gary,  134 

Nordstrom,  82 

Norwest,  46 

Norwich  Union,  66 

NTL,  18 


O'Keefe,  Tom,  54 
O'Neill,  Ann,  45 
O'Rourke,  P.J.,  32 
O'Sullivan,  Michael,  120 
Ochsenschlager,  Thomas,  128 
Olofson,  Carl,  50 
Omidyar,  Pierre,  43 
OneMain.com,  120 
Oracle,  50,  112 
Ovitz,  Michael,  112 
Oxygen  Media,  112 


Pacific  Telesis,  112 
Pate,  James,  90 
PatientWatch,  132 
Paulsen,  James,  46 
Payan,  Don,  134 
Payton,  Roger,  84 
Peace,  Christine,  120 
Peace,  George,  120 
Peevey,  Michael,  106 
Pennsylvania  Online,  120 
PennzEnergy,  90 
Pennzoil-Quaker  State,  90 
PepsiCo,  54 
Pfizer,  134,  150 
Pittman,  Robert,  1 12 
Pitts,  Andrew,  50 
Pohang  Iron  &  Steel,  158,  160 
Polaroid,  112 
Porcelli,  John,  84 
Postl,  James,  90 
Pratt  &  Whitney 

(United  Technologies),  52 
Premium  Tobacco  Stores,  22 
T  Rowe  Price,  162,  163 
PricewaterhouseCoopers,  142 
Procter  &  Gamble,  90 
PSINet,  120,  121 


Quebecor  Printing,  154 
Qwest,  121 


Reagan,  Ronald,  78 

Redstone,  Sumner,  1  1  2 

Regis.  45 

Remington  Investments,  104 

Richardson,  William,  74 

Rigel,  134 

Rockey,  Helen,  22,  96 

Rollins,  Lori,  1  32 

Rolls-Royce,  52 

Roscoe,  Ned,  22 

Roth,  William,  31 


Royal  Dutch  Petroleum,  163 
Royal  Philips  Electronics,  102 
Rubin,  Robert,  78 
Russo,  Chris,  55 


Saiontz,  Henry,  132 

Sak,  82 

Salomon  Smith 
Barney,  92,  104,  158 

Saltzman,  Paul,  104 

Sangamo  BioScience,  134 

Sanofi, 148 

Sansone,  Richard,  120 

Sasser,  Stephen,  50 

Saunders,  Alec,  102 

SBC  Communications,  92,  112,  163 

Scheinfeld,  John,  28 

Schneider,  Eric,  138 

Schneiter,  John,  82 

Schrader,  William,  120,  121 

Schultz,  Howard,  54 

Charles  Schwab,  150,  154,  166 

Scudder  Kemper  Investments,  162 

Seattle  Coffee,  54 

Selfridges,  66 

Sence,  John,  96 

Sernet,  Pierre,  166 

Shanghai  Petrochem,  160 

Sharp,  102 

Sharpe,  William,  162 

Sheehan,  James,  74 

Siegel,  Mo,  22 

Siemens,  84 

Silicon  Investor,  154 

Simonds,  Jason,  120 

Simpson,  O.J.,  166 

Slucker,  Rudy,  22 

Smith  Kline  Beecham,  134 

Smith,  Raymond  W,  112 

Smulyan,  Jeffrey,  55 

Solis,  Luis,  84 

Sony,  102,  148,  160 

Sood,  Rakesh,  166 

Sortino,  Frank,  162 

Sotheby's,  166,  168 

Spacelabs  Medical,  50 

Spaltro,  Joseph  F.,  28 

Spetalnick,  Jeffrey,  63 

Spotiswood,  John,  22 

Sprint,  92 

Starbucks,  54 

State  Street  Global  Advisors,  163 

Steffens,  John  L.,  28 

Stern,  Neil,  124 

Stewart,  Alastair,  111 

Strong,  Maurice  F.,  74 

Summers,  Lawrence,  78 

Sun  Microsystems,  102 

Sweet,  Robert  W.,  104 

Sybase,  50 

Symix  Systems,  50 


Takeuchi,  Akikazu,  102 

Talucci,  Mark,  82 

Tamco,  106 

TCI,  53,  112 

TearDrop,  22 

Tengelmann,  124 

Tcnnenhouse,  Dan  J.,  132 

Terrorist.com,  43 

Texaco,  90 

Texas  Instruments,  150 

Thatcher,  Margaret,  78 

Thomson,  102 

Thornburg  Management,  68 

Thornburg  Mortgage  Asset,  68 

Thornburg,  H.  Garrett  Jr.,  6S 

3M,  63 

TIAA-CREF,  142 


Timbcrland,  96 

Time  Warner,  53,  112 

Toshiba,  102 

Toyota,  160 

Transamerica,  50 

Tucson  Electric  Power,  106 

Tularik,  134 

Tally's  Coffee,  54 

Turner,  Ted,  74 

Twin  Cities  Internet,  120 

Tyco  International,  163 


US  West,  112,  120 
U.S.  Office  Products,  120 
Union  Pacific  Resources,  90 
UniSource  Energy,  106 
UPS,  84 
Uunet,  121 


Vanguard,  28 
Varian,  Hal,  45 
Viacom,  112 
Vodafone,  92 
Volvo,  18 


Wagner,  Meredith,  112 
Wal-Mart  Stores,  90,  124,  150, 

154,  163 
Wallop,  Malcolm,  74 
Wangvest,  154 
Ward,  Lucas,  160 
WebTV,  53 
Weitz  funds.  162 
Welch,  Jack,  52 
Wells  Capital  Management,  46 
Wells  Fargo,  46 
Wells,  Brian,  120 
Wells,  Maria,  120 
Werner,  Thomas,  112 
Western  Digital,  84 
White,  David,  106 
Wild  File,  138 
Wilkins,  Bradford,  106 
Wilkinson,  Lawrence,  112 
Taylor  B.  Williams  Antiques,  168 
Windrem,  Margaret  M.,  28 
Winfrey,  Oprah,  112 
Wintrub,  Marcy,  28 
Wirth,  Timothy  E.,  74 
WLTW.  55 

Wolverine  Worldwide,  96 
Women. com,  112 
Wood,  James,  124 
Worthy,  James,  96 
WQCD,  55 
WRQ,  138 
Wurtzel,  Alan,  56 
Wyly,  Samuel,  106 


^■IMi    X.  Y.Z 
Yahoo,  16,  53,  166 

Zeneca,  134 


Forbes  ■  February  22,  19{. 


If  business  is  war,  we've  just  turned  Windows  NT 
into  a  graphically  superior 


For  years,  leading  companies  have  reliei 
on  high-performance  visual  computing 
solutions  from  Silicon  Graphics®  to  gain 
a  competitive  advantage.  In  fact 
Silicon  Graphics'  solutions  are 
the  weapon  of  choice  for 
some  of  the  world's  most 
visually  demanding  tasks,  including 
automotive  3D  modeling,  cinematic  special  effects,  even 
flight  simulation  for  fighter  pilots.  Now  our  new  line  of  visual 
workstations  lets  you  harness  Silicon  Graphics'  visual  firepower  on  the 
Windows  NT  platform.  Featunng  our  Integrated  Visual  Computing 
(IVC)  architecture  with  the  Cobalt'"  graphics  chipset,  these 
breakthrough  machines  move  graphics  data  six  times  faster  than 
^^p  AGP  2X-based  workstations' —  helping  you  increase 

productivity  and  improve  your  bottom  line.  Best  of  all 
pricing  starts  at  just  $3,395,  allowing  you  to  bring  the 
visual  computing  power  of  Silicon  Graphics  to  your 
company  without  declaring  war  on  your  budget 
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Silicon  Graphics  320™  Visual  Workstation 

•  Silicon  Graphics  Integrated  Visual  Computing  architecture 
with  Cobalt  graphics  chipset 

•  Supports  up  to  two  Intel®  Pentium®  II  processors  (up  to  450MHz) 

•  I/O  bandwidth  up  to  1 2  times  greater  than  other  PC  workstations" 

•  UltraATA  or  optional  Ultra2  SCSI  drives  up  to  28GB  total  capacity 
•Microsoft®  Windows  NT®  Workstation  4.0 

•Add  the  SuperWide"  17.3"  Silicon  Graphics  I600SW" 
digital  flat  panel  monitor  (shown)  for  only  $2,495 


SiliconGmphics 


To  get  information,  find  a  local  reseller  or  to  order,  call 


SGI-9372  or  visit  us  at  www.sgi.com/go/visual 


•Bandwidth  based  on  graphic  to  man  memory  "I/O  bandwidth  as  compared  to  52-brt  PCI  Prices  quoted  are  for  US  only 

©1999  Silicon  Graphics,  Inc.  All  rights  reserved.  Silicon  Graphic  6  a  registered  trademark,  and  the  Silicon  Graphic  logo,  Silicon  Graphics  320,  Cobalt,  SuperWide  and  Silicon  Graphics  1600SW  are  trademarks,  of  Silicon  Graphic,  Inc.  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered 
trademarks,  of  Intel  Corporation  Microsoft,  Windows  and  Windows  NT  are  registered  trademarks  of  Microsoft  Corporation  All  other  trademarks  are  property  of  their  respective  owners. 


For  Hoechst,  Life  Sciences  means  focusing  on  the  fields  of  health  and  nutrition  where  biotechnology  holds  the  key  to  inno\ 
Hoechst  Marion  Roussel,  our  pharmaceutical  company,  is  developing  highly  effective  drugs  in  the  fight  against  currently 
diseases.  Our  agribusiness,  Hoechst  Schering  AgrEvo,  is  ensuring  nutrition  for  the  world's  growing  population  through  integ  j 
crop  production. 


; 


Life  Sciences  means  a  new 


future  for  health  and  nutritio 


Hoechst  means  a  new  future 


ciences. 
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Hoechst  is  an  international  group  of  compares  spearheading  innovation  in  Life  Sciences,  including  Hoechst  Marion  Rousse 


The  Future  in  Life  Sciences 


Hoechst 


•npany  and  ^  AgrEvo  the  agribusiness. 


Hoechst  AG,  D-65926  Frankfurt,  http://www.hoechst.com 
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College  costs  and  your  estate  plan 

fTj    —  —  '        J^Kk     First,  let's  enrich  all! 
tax  lawyers.  That  seem  I 
be    the   philosophy   off 
present    Congress.   Aft<| 
brief  fling  with  low  rates 
simplicity  in  1986,  our  1< 
lators  have  raised  rates  w| 
adding   on    new   layers! 
preferences,       exemptiof 
credits,    deductions,    exi 
sions,    loopholes,    gimr 
gotchas  and  handouts. 
Laura  Saunders  and  J;l 
Novack,  Forbes'  resident  tax  experts,  are  disgusted  by  the  In| 
nal  Revenue  Code.  But  they  make  their  Living  from  it.  They  exp 
to  our  overtaxed  readers  how  to  cope  with  the  all  the  goof 
provisions. 

If  you  have  children  or  grandchildren  who  will  attend  coll< 
and  if  you  expect  to  leave  an  estate  of  $1  million  to  $4  million, 
should  read  Novack's  "The  tuition  estate  trick"  on  page  142. 


Soot,  sand  and  mud 

In  our  economy  the  glory,  honor  and  fees 
go  to  investment  bankers.  But  who's  out 
there  stoking  the  boilers  and  shoveling  the 
dirt?  People  like  Samuel  Bodman. 

Bodman  spent  many  years  as  a  financier. 
But  then  he  returned  to  his  first  career,  in 
chemistry.  As  chief  executive  of  Cabot  Corp., 
he  engineers  new  technologies  for  the  most 
basic  of  basic  industries:  carbon  black,  silica, 
drilling  mud.  Read  about  him  on  page  63  in 
Bernard  Condon's  "The  soot  king,"  and  you 
may  conclude  that  the  economy  would  be 
better  off  if  we  had  fewer  investment  bankers 
and  more  chemists. 


Microscopic  imt 
of  carbon  black. 


The  Yahoo  enigma 

I'VE  given  up  trying  to  understand  why  Amazon  is  worth  $171 
lion  and  Yahoo  twice  that.  Now  I'm  trying  to  understand  why  tfc1 
managers  don't  take  advantage  of  the  situation.  Shouldn't  they 
selling  stock? 

They  could  maybe  raise  a  few  billion  in  a  second  stock  offerii 
Equivalently,  they  could  use  their  high-priced  shares  to  acqu 
some  real  assets,  instead  of  just  using  them  to  acquire  other  a 
Internet  stocks  (or,  in  Amazon's  case,  to  back  up  a  convertil 
bond  issue).  If  you  have  a  theory  why  diere  aren't  more  stock  sal 
post  it  to  the  editor's  forum  on  the  Forbes  Digital  To 
www.forbes.com/sidelines.  Also  there:  an  answer  to  my  questi 
last  issue,  about  the  demise  of  the  Pickett  slide  rule  company. 

Editor 
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Intel  Inside. 
ViewSonic 
on  top! 


(PC  Sold  Separately) 


Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG180,  18.1"  viewable  LCD 
ViewPanef  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  x  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  priority  list,  you'll  ensure  your  Visual 
Computing'"  experience  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange'  Service  option  available. 

For  more  information  call  800-888-8583 
or  visit  our  website  at: 
www.  ViewSonic.com/forbes 

(800)  888-8583  •  Specifications  subject  to  change  without  notice. 
Copyright  ©  1999.  ViewSonic  Corporation  •  All  rights  reserved. 
Corporate  names  and  trademarks  are  property  ol  their  respective  companies 
Intel  and  the  Intel  Inside  logo  are  registered  trademarks  ot  Intel. 
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Ford's  Nasser  and  Volvo's  Johansson 
Shaking  on  their  Swedish-American  tie. 

Driven  to  a  deal 

Last  year  we  predicted  that  Volvo 
would  buck  the  auto  world's  recent 
merger  trend  and  remain  independent 
(Aug.  10,  1998). 

Not  quite.  After  an  agreement  to 
sell  its  car  division  to  Ford  Motor  in 
late  January,  Volvo  Group  is  still  on  its 
own,  though  at  $13  billion  in  expect- 
ed 1999  sales,  only  half  its  previous 
size.  Volvo  retains  its  generally  more 
profitable  truck  and  bus  business. 

Ford  has  said  it  will  keep  its  hands  off 
the  Swedish  automaker.  But  look  for  it 
to  bankroll  new  models  that  will  be 
popular  with  Americans.  Among  them: 
sports  utility  vehicles  and  minivans. 

-Katherine  Bruce 


Currency  chaos 


Readers  who  saw  columnist  Steve  H. 
Hanke's  attacks  on  pegged  exchange 
rates  in  Brazil  (Oct.  20,  1997)  and 
Russia  (Mar.  9,  1998)  will  not  be  sur- 
prised by  current  events. 

More  than  a  year  ago  Hanke 
explained  that  Brazil's  Piano  Real, 
which  pegged  its  currency  to  the 
dollar,  dangerously  quashed  free 
market  forces  by  giving  the  central 
bank  the  power  to  set  both  the 
exchange  rate  and  monetary  policies. 
Hanke  predicted  correcdy  that  Brazil's 
then-president  Fernando  Henrique 
Cardoso  would  defend  the  real's  peg 
through  the  1998  elections,  after 
which  all  bets  were  off.  On  Jan.  15 
Brazil  let  its  currency  float.  Since  then 
the  real  has  collapsed  from  1.2  to  the 
dollar  to  a  recent  1 .9. 

!  n  his  Russia  story  ten  months  ago, 
Ha  kc  forecast  Russia's  ruble  blowup. 
One  of  the  chief  culprits:  Russia's  crawl 


Sixty  years  ago  in  Fori 


March  1, 
"When  we  got  into  1931,"  Howard  Hi 
head  of  the  famous  "57  Variefl 
explained,  "it  was  evident  that 
depression  had  developed.  ...  I  decidec 
instead  of  pulling  in  our  horns,  we  must 
out  our  horns  farther  and  more  vigoroif 
Heinz  gave  instructions  to  his  key  men 
the  sales  force  would  be  enlarged  and 
advertising  would  be  used  on  a  greater' 
than  ever  before.  "In  1933  we  actually) 
more  business]  than  in  the  boom  y6 
1929,"  [Heinz  nol 
Between  1929  and  1936  Heinz  expanded 
work  force  by  40%,  to  15,500  emplol 
Today  it  employs  40,  f 

Fifteen  years  ago  in  Fori 

February  13,  1 

Joe  Wilson  of  Merrill  Lynch  figured  out  a 

easy  way  to  turn  interest-bearing  Trea 

bonds  into  a  series  of  separate  zero-coi 

bonds,  each  with  its  own  maturity.  M 

buys  regular  Treasurys  and  deposits  them 

bank.  It  then  sells  separate  receipts  [Will 

Treasury  Investment  Growth  Receipts]  ag; 

each  future  interest  and  principal  payrr 

A  neat  trick  of  packaging.  The  new  secur 

first  roared  when  Wilson  bought  $500  mi 

in  Treasurys  and  quickly  repackaged  t 

into  a  $2.5  billion  [total  maturity  value]  i: 

of  TIGRs.  This  is  a  highly  profitable  busir 

because  the  firm  effectively  buys  Treas 

wholesale  and  sells  TIGRs  re 

Ten  years  ago  in  Fort 

February  6,  h 

A  dangerous  and  unpleasant  by-proc 

of  glasnost  and  perestroika  seems  to  I 

resurgence  of  [the]  chauvinistic,  reactio 

Russian  nationalism  of  the  Slavophile  m 

ment  [which  erupted  in]  the  18 

during  the  harsh  reign  of  Nicholas  I 

Slavophiles  believed  their  society  couk 

rescued  only  by  a  spiritual  rebirth.  T 

late-20th-century  heirs  hold  similar  beli 

Unbelievable  as  it  may  sound,  man 

today's  Russian  nationalists  are  nostalgic 

the  monarchy  as  a  symbol  of  Russian  gr 

ness.  But  at  its  extreme,  the  movemer 

fascist.  A  faction  is  turning  the  residue  c 

feeling  and  xenophobia  into  a  racist  piatfc 

Pamyat  (Memory).  They  blame  Bolshev 

for  the  destruction  of  traditional  values,  i  )l 

who  is  to  blame  for  Bolshevism?  The  Jew  M 

in  conjuction  with  the  Masons.  This  is  w 

is  rearing  its  ugly  head  in  the  dying  day 

Soviet  communi 

There  are  indications  that  the  KGB  finan 

Pamyat.  The  movement  is  insignificant  r 

but  fascism  and  anti-Semitism  are  agair 

the  rise  in  Rus 

-Edited  by  Dolores  Latani 
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112  YEARS  OF  OBSTINACY  EQUALS  INTEGRITY. 

Glenfiddich 
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ing  peg  system.  Indeed,  on  Aug. 
the  Russian  government  was  force< 
float  the  ruble.  From  6.2  to  the  do 
it's  languishing  at  about  22. 

The  only  solution:  install  curre 
boards  or  officially  dollarize  th 
chaotic  economies.  -J 

Phone  Bill 

Seven  months  ago  (July  27,  19 
we  noted  that  NTL,  a  U.K.  cable  r 
telephone  company,  was  ahead 
the  pack  in  its  ability  to  bundle  t< 
phone,  cable  and  Internet  servi\ 
together  and  sell  them  over  its  o 
sophisticated  network — somethi 
giants  like  AT&T  still  hope  to  < 
Apparently  Microsoft  also  had  its  < 
on  NTL.  In  January  it  announced 
$500  million  investment  in  the 
billion  (revenues)  outfit  for  a  potc 
tial  5%  stake. 

The  deal  gives  Microsoft  a  piece 
the  action  in  Europe's  telecom  mi 
ket,  while  NTL  gets  access 
Microsoft's  software  expertit 
Investors  love  the  idea:  The  day  t 
deal  was  announced,  ntl's  stc 
jumped  18%  to  close  at  $79.75. 
-Katherine  Bru 

Promise  keeper 

When  we  last  wrote  about  compt- 
er consultant  Computer  Scienc 
Corp.,  Chief  Executive  Van  Honeyci 
was  making  some  mighty  promises 
his  shareholders  (May  18,  1991 
Having  fought  off  a  $54  per  sha 
takeover  offer  from  Computer  Asscm 
ates,  Honeycutt  vowed  he'd  increa 
earnings  so  much  that  csc's  stoc 
then  around  $41,  would  hit  new  hig 
on  its  own.  We  were  skeptical. 

We  should  have  had  more  faith.  Tl 
stock  now  trades  at  $64.  Aid  earnin 
for  the  nine  months  ended  Jan. 
jumped  24%,  to  $224  million  on  sal 
of  $5.5  billion — higher  than  Hone 
cutt's  promise  of  18%.  Since  our  stoi 
csc,  based  in  El  Segundo,  Calif,  h 
landed  34  new  contracts,  including 
$3  billion,  15 -year  deal  with  the  IRS. 

CSC  reaps  70%  of  its  revenues  fro; 
lower- margin  federal  contracts  and 
making  a  stronger  push  into  the  pr 
\  ate  sector.  Honeycutt  landed  a  $3C 
million  AT&T  contract  in  late  Januar 
-Brett  Nelson  ■ 
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'Plan  your  retirement  income 

ahead  of  time.  You'll  have  more  time 

to  worry  about  where  the  fish  are."-  Peter  Lynch 


if  you're  about  to  retire,  or  already  have, 
call  for  your  free  Fidelity  Retirement  Income  Planning  Guide. 


Fidelity  can  help  you  with  your  decisions 
on  how  to  make  the  most  of  the  money 
you've  put  away  for  retirement.  And  with 
our   money   management   expertise,    and 
broad  range  of  products,  you  can  relax  by 


'retirement 

Income  Planning 
Guide 


»<v 


knowing  you  have  an  investment  strategy 

that  puts  you  on  track  with  your  income 

needs  for  retirement.  Start  today  by  visiting 

our  website,  or  call  for  your  free  Fidelity 

Retirement  Income  Planning  Guide. 


Fidelity 


Investments « 


WHERE    12   MILLION    INVESTORS   PUT  THEIR   TRUST* 


CALL 

1     - 

800-FIDELITY 

OR        VISIT 

u  s 

AT        WWW.FIDELITY.COM 

For  more  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and 
expenses,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money. 
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my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 


You  aire  what  you  sell 


By  Josephine  Lee 


An  often-expressed 
theory  about  sales- 
manship: You've  got 
to  put  yourself  in 
your  customers' 
shoes.  Use  your  own 
product.  Helen 
Rockey  does  (see  p. 
96);  she  runs  Brooks 
Sports,  and  she  runs 
in  Brooks  sneakers. 
Not  all  executives 
agree  with  this 
principle. 


"I  could 
never  get  the 
same  satisfac- 
tion from 
making 
dresses  that 
I  get  from 
steel  latches." 


Judith  Kucway, 
chief  executive, 
Motor  City  Stamping 


John  Spottiswood 

Chief  Executive  Officer 

Match.Com  (dating  service) 

San  Francisco,  Calif. 

I  have  been  married  for  two  years,  and  we  just 

had  a  baby,  so  in  my  personal  life  I  am  focused 

on  very  different  things  than  what  single 

people  care  about. 

To  stay  active  in  the  dating  community, 
I  put  my  profile  on  various  sites  to  find 
mates  for  tennis  or  cooking.  The  other  day  I 
met  a  woman  on-line  who  told  me  that  users 
on  dating  sites  should  have  the  ability  to 
block  e-mails  from  other  members  if  they 
don't  like  them.  I  wouldn't  know  that 
because  women  don't  send  me  e-mails  that  I 
don't  like. 

So  even  though  many  people  on  these  sites 
are  not  interested  in  i         nunicating  with  me 
once  they  find  out  that  1    tm  married  and  pres- 
ident of  another  dating  :     vice,  I  will  continue 
logging  on  for  research. 


Judith  Kucway 

Chief  Executive  Officer 
Motor  City  Stamping 
Chesterfield,  Mich. 
I  was  born  and  raised  in  Detroit,  and  we  live 
and  breathe  cars  here.  I  could  never  get  the 
same  satisfaction  from  making  dresses  that  I 
get  from  making  steel  latches  and  brackets  fo 
GM  trucks. 

Mo  Siegel 

Founder  and  Chairman 

Celestial  Seasonings 

Boulder,  Colo. 

Unless  you've  got  a  near-perfect  IQ  and  can 

solve  every  business  problem  unemotionally, 

passion  about  your  product  really  helps. 

I  got  into  herbal  supplements  because  I 
believed  in  the  health  benefits  of  our  product 
line.  I  want  everybody  in  the  company  to  be 
passionate  about  a  healthy  lifestyle.  So  when  ] 
was  interviewing  Stephen  Hughes  for  a  chief 
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ne  world's  cities 


Minn 


We're  making  the  products  that  cities  will  need  to  handle  all  kinds  of  pollution  in  the  future  —  now. 

Fuel  cells  that  have  powered  space  missions  for  30  years  now  generate  electricity  for  hospitals,  offices 
d  apartments. 

They're  also  part  of  the  new  hybrid  engines  that  will  power  tomorrow's  cleaner  running  cars. 

And  that's  just  for  starters. 

We  make  the  broadest  line  of  chlorine-free  air  conditioners  in  the  world.  People  movers  that  squeeze 
ergy  and  reduce  traffic.  Aircraft  engines  that  save  fuel  and  reduce  noise. 

Because,  right  now,  the  environment  is  where  the  need  is. 

In  the  future,  it's  where  the  money  is.        ■  »|gy| gig 7SW HHM 

%-  United 
Technologies 

Carrier         Pratt  &  Whitney         Sikorsky         Hamilton  Standard  UT  Automotive 


my  mind 


"There  is  one 
common 
factor  to  every 
product,  be  it 
an  automobile 
or  legwear: 
Ifs  sexuality." 

Russell  Klein, 
chief  executive, 
Easton  International 


exec,  I  made  sure  that  he  cared  about  herbs 
and  supplements.  And  then  I  also  made  sure 
that  he  cared  about  a  healthy  lifestyle  in  gen- 
eral. I  drudged  him  across  the  mountains 
hiking.  He  did  a  great  job  keeping  up,  so  I 
hired  him. 

Russell  Klein 

Chief  Executive  Officer 
Easton  International  (hosiery  distributor) 
New  York,  N.Y. 

There  is  one  common  factor  to  every  product, 
be  it  an  automobile  or  legwear:  It's  sexuality. 
As  a  man,  I  can  bring  out  that  sexuality  in 
panty  hose,  because  I  can  see  how  the  oppo- 
site sex  would  evaluate  particular  panty  hose 
on  a  woman's  legs. 

Jenny  Craig 

Founder 

Jenny  Craig  Inc.  (weight-loss  centers) 

La  Jolla,  Calif. 

It's  important  that  I  am  a  woman  because 

85%  of  our  customers  are  women.  And  just 

like  them  I  have  had  weight  problems  in  the 

past,  and  I  kept  my  weight  down  thanks  to 

our  program. 

I  think  you  have  to  be  a  role  model  for  your 
products — not  just  for  your  potential  clients 
but  also  for  your  staff.  Some  of  my  competi- 
tors were  overweight  and  their  companies  are 
now  out  of  business. 

Ned  Roscoe 

Cofounder 

Premium  Tobacco  Stores  Inc.  (tobacco  discounter) 

Benicia,  Calif. 

We  don't  have  to  smoke  to  run  this  business. 

It's  not  like  Starbucks,  where  you  have  to  have 

a  spiritual  relationship  with  a  bean  because 

your  customers  are  paying  a  heck  of  a  lot  of 

money  for  a  cup  of  coffee.  We're  a  discount 

retailer;  we  run  on  tight  margins  so  we  can't 

afford — and  don't  need — a  spiritual  story. 

Lee  Hillman 

Chief  Executive  Officer 
Bally  Total  Fitness 
Chicago,  111. 

I  am  not  an  exercise  fanatic.  I  have  a  reason- 
able, medical  approach — I  exercise  for 
about  an  hour  every  day,  and  it  has  helped 
me  beat  my  asthma. 

We  are  not  a  cult.  We  don't  want  to  make 
exercising  into  a  religion.  It  shouldn't  be  an 
emotional  thing.  We  base  our  marketing  on 


medical  reports  that  show  the  benefits  of 
exercise. 

Rudy  Slucker 

Chief  Executive  Officer 
TearDrop  (golf  clubs) 
Union,  N  J. 

When  I  sold  my  hardware  business  in  19901 
decided  to  retire  and  take  up  golf.  A  friend  ( 
mine  who  had  a  putter  company  was  financ 
ly  strapped,  so  in  1996  I  bought  the  comps 
from  him  hoping  that  owning  it  would  heltl 
me  develop  my  new  passion. 

Littie  did  I  know  that  owning  a  golf  com] 
pany  is  the  best  way  to  ruin  your  golf  game} 
My  role  is  to  modernize  operations  while 
others  deal  with  the  game. 

Paul  Charron 

Chief  Executive  Officer 
Liz  Claiborne  Inc. 
New  York,  N.Y. 
I  don't  need  to  know  whether  the  skirts  arel 
going  to  go  up  or  down,  whether  they  are 
going  to  be  full  or  fitted.  The  contemporary 
chief  executive  doesn't  need  to  be  intimate 
with  the  product,  only  with  the  consumer. 

I  meet  with  my  consumers  and  read 
research  about  them.  I  constandy  meet  withl 
the  suppliers.  I  am  intimately  connected  witl 
all  steps  of  the  production  chains.  I  drive  th<[ 
process  of  how  information  about  the  con- 
sumer gets  to  the  designers,  but  not  the 
design  itself. 

I  bring  to  Liz  Claiborne  the  leadership 
skills  that  I  refined  as  a  naval  officer  in  the 
Vietnam  War  and  the  strategic  process  thatl 
I  got  from  Procter  &  Gamble,  where  I  spef 
ten  years  in  the  packaged  goods  division. 
I  would  be  employing  many  of  the  same 
skills  if  I  were  in  the  film  business  or  tele- 
communications. 


What's  on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
digital  Tool  at  http://www.forbes.com/mind,  or  e-mail  us  at  mind@forbes.com. 
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lry  and  performance  come  together  like  never  before. 


PERFORMANCE 


3.5-Liter,  24-Valve  Engine 


Restyled,  Aerodynamic  Body  Design 

Newly  Designed,  Wider  Alloy  Wheels 

Wheel  Independent  Double-Wishbone  Suspension 


The  new  Acura 


LUXURY 


Leather-Appointed  Interior  with  Rich,  Burled  Wood 
Bose"  8-Speaker,  6-Disc,  CD  Audio  System 
Front  Seat-Mounted  Side  Airbags 
Available  Acura  Satellite-Linked  Navigation  System' 
The  new  RL,  starting  at  $41,900 


©ACURA 


of  American  Honda  Motor  Co..  Inc  Acura.  RL  and  Acura  Satellite-Linked  Navigation  System  are  trademarks  of  Honda  Motor  Co.,  Ltd.  MSRPfor  3.5RL  with  optional  Navigation  System  is  $43,900.  Price  excludes 
destination,  tax,  title  and  license.  Make  an  intelligent  decision.  Fasten  your  seal  belt.  For  more  information  on  the  new  Acura  RL.  call  I ' -800-TO-ACURA  or  visit  www.acura.com 
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POLICE 


POLICE 


HP.  Better  color,  no  matter  what  you're  printing. 

Achieving  great  looking  color  printouts  is  anything  but  elusive.  Especially  sin. 
we're  nroviding  people  with  a  completely  new  way  to  print,  courtesy  of  our  new  inkj 


and  HP  2500C  start  at  S799'. 


TFice  printers,  the  HP  2500C  and  2000C.  Both  offer  a  redesigned  cartridge  system  that  uses  four  different  ink 
irtridges.  Result?  Full-page  graphics  print  at.4ppm.  Operating  costs  drop  sharply.  And  to  ensure  brilliant  color, 
oth  printers  feature  our  exclusive  PhotoREt  Color  Layering  technology.  Visit  www.hp.com/go/officecolor. 


say 

readers@forbes.com 

Thrifty,  not  cheap 

A  cost-cutting  mind-set  is 
too  conventional  to 
account  for  Vanguard's 
success  ("The  Gospel 
according  to  Vanguard," 
Feb.  8,  p.  115).  Have  you 
used  their  Web  site? 
There's  nothing  frugal 
about  it — it's  a  shrewd, 
high- return  investment  in 
leading-edge  customer  ser- 
vice. You  don't  get  results 
like  that  if  you  make  your 
employees  beg  you  for 
every  penny.  Vanguard  is 
surely  committed  to  pru- 
dent spending,  but  not  at 
the  expense  of  squashing 
investments  in  the  future. 
-Marcy  Wintrub 
Franklin,  Mass. 


Vanguard's  Bogle  and  Brennan 
A  passion  for  parsimony. 


Seat  belts  for 
cybertraders 

You  put  a  welcome  spot- 
light on  some  of  the 
excesses  of  Internet  day- 
traders  ("Amateur  hour  on 
Wall  Street,"  Jan.  25, 
p.  82).  One  clarification: 
Merrill  Lynch  does  not  as  a 
matter  of  practice  urge 
clients  to  cancel  orders  for 
high-flying  initial  public 
offerings  of  Internet  stocks. 
We  have  occasionally  cau- 
tioned clients  placing 
market  orders  in  these 
issues,  often  suggesting 
limit  orders  instead.  This 


benefits  both  sides  of  the 
transaction:  Investors  get  a 
stock  only  at  a  price  with 
which  they're  comfortable, 
and  the  issuing  company 
gets  satisfied  investors. 
-John  L.  Steffens 
Vice  Chairman 
Merrill  Lynch  &  Co.,  Inc. 
New  York,  N.T. 

You've  unfairly  impugned 
cyber-investors  as  amateurs. 
Are  all  broker- bound 
investors  professionals? 
And  as  for  Merrill  Lynch, 
not  yet  at  the  cybergate, 
advising  their  clients  of  the 
dangers  lurking  on-line: 
Did  somebody  say 
"buggy  whips?" 
-DuLaurence  Miller 
St.  Petersburg,  Fla. 

Sliding-scale  justice 

You  report  that  the 
Maddox  family  was  award- 
ed $15,000  for  costs 
incurred  from  the  IRS' 
unreasonable  behavior,  and 
that  such  awards  can  be 
made  to  people  with  a  net 
worth  of  less  than  $2  mil- 
lion ("What  statute  of  limi- 
tations?" Feb.  8,  p.  52). 
Why  are  IRS  offenses  just 
and  reasonable  for  taxpay- 
ers worth  $2.1  million? 
-Joseph  F.  Spaltro 
Placitas,  N.M. 


Pulp  nonfiction 


^r 


Three  more  reasons 
electronic  books  will  never 
completely  replace  paper 
books  ("Gutenberg  need  not 
worry— yet,"  Feb.  8,  p.  106): 

1.  You  don't  have  to  turn  off 
a  traditional,  book  when 
a  plane  is  taking  off  or  landing. 

2.  You  don't  have  to  worry  about  getting  sand  in 
a  paper  book  during  a  day  at  the  beach. 

3.  Coffee  tables  just  wouldn't  look  the  same  laden 
with  electronic  gadgetry  and  computer  disks. 
-Stephen  V.  Gilmore 

Charlotte,  N.C. 


Book  cooking 

Why  do  so  many  people 
want  to  revamp  accounting 
rules  so  a  company's  book 
value  will  track  more  close- 
ly with  its  market  value,  or 
fhat  its  p/e  ratio  will 
decrease  ("Gaps  in  GAAP," 
Jan.  25,  p.  76))  Any  finan- 
cial analyst  or  investor 
worth  his  salt  will  always 
dig  behind  the  numbers  no 
matter  what  changes  are 
made  to  GAAP.  And  every 
time  a  change  is  made, 
companies  will  find  ways  to 
manipulate  their  financial 
statements.  Look  at  the 
federal  tax  code:  When  it 
comes  to  rulemaking, 
more  is  less. 
-Paul  A.  Broni 
Rockville,  MA. 


Startup  chicanery        Credit  due 


Let's  see  if  I've  got  this 
straight:  "Resourceful" 
and  "big  talk"  are 
euphemisms  for  "lying" 
("Bootstrap,"  Jan.  25, 
p.  72).  And  lying  is  an 
appropriate  way  to  "con- 
vince the  skeptics."  And 
that's  what  allowed 
Stacey  Lawson  and  John 
Major  to  sell  their 
moneylosing  company  for 
$45  million.  Great  coun- 
try, this  America. 

-JEFFRHY  v     I AMBERLAIN 

Albany,  N.  :'. 


Your  story  on  Manpower's 
Mitchell  Fromstein 
("Time  to  go?"  Jan.  11, 
p.  83)  gives  the  impression 
that  Fromstein  was 
responsible  for  the  compa- 
ny's early  growth.  Not 
true.  It  was  Aaron  Schein- 
feld  who  first  thought  of 
providing  temporary 
stevedores  to  shipping 
companies  and  moved 
into  the  clerical  field  in 
1948.  Under  his  leader- 
ship Manpower  expanded 
from  a  Milwaukee  store- 


front to  hundreds  of 
offices  worldwide .  With  | 
out  my  grandfather's 
vision,  there  would  have! 
been  no  Manpower  at  al| 
-John  Scheinfeld 
Los  Angeles,  Calif. 

Fertilizing  minds 

Not  everybody  has  the 
opportunity  to  donate 
$48  million  to  a  charity, 
but  all  of  us  can  take  a 
lesson  from  Horace  Hag 
dorn  ("Putting  Miracle- 
Gro  on  kids,"  Feb.  8, 
p.  70).  If  more  private  cii 
zens  and  charities  could 
give  inner-city  children 
the  opportunity  to  go  to* 
college,  there  could  be  a 
real  opportunity  for 
changes  in  our  society. 
-Margaret  M.  Windre. 
Raritan,  N.J.  I 


Horace  Hagedorn 

Hands-on  charity  that  work: 


Letters  should  include  the  author 
address  and  phone  number. 
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PREDATOR 


How  to  avoid  being  the  prey. 


e  being  followed.  Even  after  you  turn,  he's  close  behind.  You're  frightened.  What  do  you  do?  Don't  go 
home.  You  don't  want  to  lead  him  to  your  loved  ones.  Instead,  drive  to  a  well-lighted  place  where 
there  are  lots  of  people.  A  store,  service  station,  hospital  or  police  station.  Once  there,  make  a 
scene.  Lean  on  the  horn;  flash  your  lights.  Draw  attention.  For  more  information  about  what  to 


j  when  you're  driving  by  yourself,  get  Alone  Behind  the  Wheel,  free  from  Shell.  Pick  one  up 
a  station,  visit  us  on  the  web  at  www.countonshell.com,  or  call  1-800-376-0200.       COUITt  Oil  Shell 


j,—— 


Global  Private  Banking 


At  republic,  managing 

your  assets  is  a  dialogue, 

not  a  monologue. 


Headquarters  of  Republic 

National  Batik  of  New  York 

(Suisse)  S.A.  in  Geneva, 


In  iact,  we  consider  asset  management  a  team 
errort,  with  you  as  the  key  member  or  mat  team.  Your 
particular  rinancial  needs,  your  objectives,  help  us 
determine  trie  winning  strategy.  Our  rundamental 
goal:  to  protect  your  capital  as  we  safeguard  its  pur- 
chasing power. 

It  is  a  simple  principle  upon  which  we  base  our 
brand  or  rinancial  conservatism: 
private  banking  built  upon  rigor,  discipline 
and  prudence.  This  sophisticated  conservatism,  vigorously  pur- 
sued, bas  created  a  global  private  bank  or  exceptional  stability, 
capable  or  weathering  the  roughest  storms. 

Indeed,  Republic's  capitalization  ratio,  on  a  risk  adjusted 
basis,  is  twice  as  great  as  that  required  by  the  world's  internatio- 
nal banking  regulators. 

To  our  way  or  thinking,  it  is  security  as  well  as  return  that 
we  must  ensure  each  day.  And  in  the  process,  to  provide  a 
unique  quality  or  service,  understanding  and  discretion. 


World  Headquarters  of 

Republic  National  Hank  of 

New    )nrk  in  New    )ork. 


Republic  National  Bank  of  New  York" 

Strength.  Security.  Service. 

New  York  •  Geneva  •  London  •  Ueijins  •  Beirut  •  Beverly  Hills  •  Buenos  Aire*  •  Cayman  Islands  •  Copenhagen  "  Encino  •  Gibraltar  •  Guernsey 
Hong  Kong  •  Istanbul  •  Jakarta  •  Los  Angeles  •  Lugo    ..  •  Luxembourg  •  Manila  •  Mexico  City  •  Miami  •  Milan  *  Monte  Carlo  •  Montevideo  •  Monln 
■  Nassau  •  I'aris  "  I'unta  iU  1  I  late  •   Rio  de  I.     .no  •  Santiago  ■  Sao  Paulo  •  Singapore  •  Sydney  •  Taipei  •    Iel  Aviv  •    loKyo  •  Toronto  ■  Zuric 


Ml  Mlil  R  FDIC 


c  Republic  National  Bank  .,(  New  York,  1999 


all  thy  getting  get  understanding" 

act  and  Comment 

>'  Steve  Forbes,  Editor-in-Chief 
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COMMISSAR  CLINTON? 


I  :IE  President  proposes  that  the  feds  invest  Social  Security 
rpluses  in  stocks,  pumping  in  hundreds  of  billions  of  dol- 
-s  over  the  next  1 5  years.  The  Berlin  Wall  may  have  fallen, 
e  Soviet  Union  may  have  collapsed  and  China  may  wel- 
>me  pnvate  foreign  money,  but  the  U.S.  government  now 

I  ants  to  seminationalize  American  corporations.  Not  since 

I  ie  Clintons'   attempt   to  take   over  ,^^^^^^^^^_ 
imerican  health  care  has  there  been 

||ich  a  Beltway  power  grab  as  this. 
Do  we  really  want  the  White  House 

lutting  its  hands  on  America's  most 
tractive  companies? 
The  Administration's  promise  that 
ie   federal    investment   committee 

llould  be  "independent"  and  "non- 

jlolitical"    is    laughable,    especially 

Ipming  from  the  crowd  that  got  its 
j-iitts  on  900  allegedly  confidential  FBI 
les  of  prominent  Republicans  and 

I  nat  sicced  the  supposedly  independent 
RS  on  conservative  organizations.  Money  from  Washing- 

Ion  never  comes  without  strings  attached.  Years  ago,  the 
jovernment  piously  promised  that  federal  aid  to  education 
\  vould  entail  no  regulations  or  intrusions.  The  rule  books 
I  lere  are  now  voluminous.  Yes,  and  the  check  is  in  the  mail. 
State  and  municipal  pension  funds  often  let  politics 


No-nonsense  response:  Fed  boss  Alan 
Greenspan  swiftly  censored  socialist  scheme. 


intrude  on  investment  decisions — one  reason  the  perfor- 
mance of  these  pools  often  lags  those  of  the  private  sector. 
One  can  hear  the  chorus  now:  Don't  invest  in  compa- 
nies that  invest  in  oppressive  countries;  that  are  involved 
in  tobacco,  liquor,  any  sort  of  alleged  pollution  or  animal 
testing;  that  lay  people  off;  that  make  guns;  that  sell  junk 
_^_^_ __^_  food;  or  that  sponsor  TV  shows  that 
are  too  violent  or  risque,  etc. 

There  will  be  corruption — mostly 
covert  or  de  facto.  What  corporate  exec- 
utive would  criticize  a  government  that 
owns  a  large  block  of  company  stock? 
There  will  be  patterns  of  the  federal  gov- 
ernment's owning  disproportionate 
pieces  of  companies  headed  by  big- 
donation-making  CEOs.  There  will  be 
pressure  to  bail  out  losers  to  recoup 
bad  investments  or  to  "preserve"  jobs. 
Washington  as  venture  capitalist? 
Political  pull  will  count  more  than 
shrewd  appraisal  of  prospects.  Our  economy  will  become 
as  nimble  and  innovative  as  those  of  Western  Europe. 

Far  better  to  phase  in  a  new  system,  where  younger 
people  would  own  their  own  Social  Security  retirement 
accounts.  This  kind  of  people  power  is  infinitely  more 
democratic  than  Clinton's  Soviet-style  approach. 


SUCCORING  SAVINGS 


Ioth  IRAs,  conceived  by  Senator  William  Roth  (R-Del.), 
.re  a  great  conceptual  breakthrough:  You  invest  aftertax 
money  in  your  account  and  pay  no  tax  when  you  withdraw 
t  after  retirement.  This  innovation 
ielivers  on  what  Social  Security  once 
)romised.  Today  your  pay  is  taxed  for 
Social  Security,  and  you  pay  income 
:ax  on  that  payroll  tax.  Yet  millions 
»y  tax  again  on  their  Social  Security 
ncome.  Roth's  concept  is  incentively 
sound;  alas,  Congress  and  the  White 
House  imposed  income  restrictions. 
If  you  make  above  a  certain  amount, 
vou  can't  participate  in  this  IRA. 
Now  the  sagacious  Senator  wants 


jto  remove  income  caps  and  increase 


William  Roth:  Premier  proponent  of  pension 
power  to  the  people. 
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contribution  limits  on  all  IRAs  from  $2,000  to  $5,000. 
Nearly  1 3  years  ago  Congress  slapped  on  income  caps  for 
contributions  to  IRAs.  Roth  recognizes  that  this  hurts  the 
creation  of  capital.  In  addition  he  is 
proposing  Roth  401  (k)  and  403(b) 
plans  that  would  allow  individuals  to 
kick  in  aftertax  money  to  those 
accounts  and  collect  that  money  tax- 
free  when  they  retire. 

The  Senator  would  even  help  boost 
family  values  by  giving  parents  who 
have  taken  time  off  from  work  to  raise 
kids  the  choice  of  making  "catch-up" 
contributions  to  their  retirement  plans 
when  they  return  to  the  work  force: 
Returnees  (or  anyone  else,  for  that 
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matter)  could  at  age  50  contribute  up  to  $7,500  annual- 
ly to  an  IRA,  instead  of  the  proposed  $5,000. 

The  Senator  will  have  other  liberalizations  in  his  bill  to 
encourage  people  to  put  more  aside  for  their  retirement. 

Naturally  the  White  House,  while  giving  lip  service  to 


capital  creation,  will  try  to  torpedo  Roth's  new  liberali  I 
tion  bill.  Congress  should  pass  the  legislation  anyway  1 1 
dare  President  Clinton  to  veto  it.  The  President,  w  i 
often  backs  down  in  the  face  of  determination,  might  v| 
sign  it  into  law. 


ENSURING  HONEST  ELECTIONS 


You  need  A  photo  ID  to  board  an  airplane.  Young  peo- 
ple must  have  a  similar  ID  to  buy  cigarettes  or  liquor.  Yet 
in  most  states,  you  need  no  identification  at  all  to  register 
to  vote  or  to  prove  you  are  who  you  say  you  are  when  you 
vote  on  Election  Day.  This  laxness  has  been  an  invitation 
for  voter  fraud  in  a  growing  number  of  areas  around  the 
countrv  While  the  U.S.  often  sends  observers  to  Bosnia, 


Haiti,  Cambodia  and  elsewhere  to  make  sure  there  is 
voter  fraud  in.elections,  our  own  Justice  Department  loj] 
resisted  the  idea  of  requiring  voters  to  provide  proof1.] 
identity  for  registering  or  voting,  claiming  it  would  cj 
courage  minority  voting.  (Recently  Justice  has  backed  okj 
All  states  should  require  all  of  us  to  display  IDs.  Pill 
serving  the  integrity  of  elections  should  be  fundament] 


QUALITY  VS.  QUANTITY 


In  the  aftermath  of  the  basketball 
players  lockout,  Hall  of  Famer 
Kareem  Abdul- Jabbar  has  come  up 
with  a  great  idea:  Shorten  the  season. 
Professional  teams  now  play  82 
games  in  the  regular  season  and  per- 
haps a  score  or  more  in  the  playoffs. 
Years  ago  the  regular  season  was  only 
62  games,  and  the  playoffs  would  be 
over  in  April.  Now  the  end  comes 
only  a  couple  of  weeks  away  from 
July  4th.  This  basketball  great,  in  a 
New  York  Times  Op-Ed  piece,  has 
made  the  case  for  why  less  is  more: 


Kareem  Abdul-Jabbar:  Hoopster  hero 
makes  scoring  proposal. 

APPETIZING  TREATISE 


■  Better  games.  Adrenaline  runs  hi 
est  in  the  playoffs.  A  shorter  regu 
season  would  make  each  game  cou> 
more  and  improve  the  quality  of  pl» 

■  Fewer  long-term  injuries.  Base- 
ball is  murder  on  the  ankles,  kne 
and  back. 

■  Better  team  play.  Many  players  a 
self-taught  because  they  often  doi 
get  the  coaching  and  teaching  th 
used  to  be  given  in  elementary  ai 
high  schools.  A  shorter  season  wou 
give  NBA  teams  more  time  for  trai 
ing  and  practice. 


Eat  the  Rich — by  P.J.  O'Rourke,  (Atlantic  Monthly  Press, 
$24).  Adam  Smith-like  perceptiveness  combined  with  a 
wicked  wit  makes  for  delightful,  insightful  reading. 
O'Rourke  asks  the  age-old  question:  "Why  do  some  places 
prosper  and  thrive  while  others  just  suck?"  He  ultimately 
concludes,  "I  ended  up  looking  at  the  free  mar- 
ket as  a  moral  device,"  noting  that  the  Con- 
stitution is  a  free-market  document,  "though  the 
electors  and  the  elected  sometimes  forget  it." 
The  author  takes  us  to  various  places  around 
the  world  to  prove  his  point:  Wall  Street, 
Albania,  Sweden,  Cuba,  Russia,  Tanzania, 
Hong  Kong  and  Shanghai. 

Plopped  in  the  middle  of  these  very  funny  but 
shrewd  travelogues  is  a  chapter  subtitled, 
"Taking  Econ  101  for  Kicks,"  that  should  for- 


ever bury  the  pompous  pretensions  of  a  lot  of  what  pass^ 
for  economics.  O'Rourke's  explanation  of  "Ricardo's  La 
of  Comparative  Advantage" — using  the  thrillers  of  Job 
Grisham  and  songs  ("noise")  of  Courtney  Love — is  a  cla 
sic.  His  Ten  Less-Basic  Principles  of  Economics  should  sa1 
countless  students  the  agony  of  taking  number 
and-graph-laden  economics  courses.  O'Rourl 
understands  that  economics  is  people,  not  mad 
ematical  equations.  "Reading  about  economi 
after  watching  a  lot  of  economic  activity  is  HI 
reading  the  assembly  instructions  after  tr 
Christmas  toy  has  been  put  together.  Certai 
significant  patterns  begin  to  take  shape  in  tr 
mind — even  though  the  instructions  are  sti 
gobbledygook  and  die  toy  doesn't  work."  Th 
book  lets  you  laugh  and  learn  at  the  same  tun 


RESTAURANTS— GO,  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts  Tom  Jones  and  Patrick  Cooke. 


•  March— 405  East  58th  St.  (Tel.:  754-6272).  Better 
than  ever.  Signature  beggar's  purse  (tiny  crepes  filled  with 
caviar  and  lobster,  tied  with  a  shallot  string)  are  apdy  named, 
as  your  purse  will  indeed  be  beggared  by  die  dish.  Stick  with 
the  prix  fixe  and  you'll  come  out  of  here  happy  and  solvent. 

•  Cite— 120  West  51st  St.  (Tel.:  956  7100).  Fine  steak- 
house  fare:  prime  sirloin,  rack  of  lamb,  spit-roasted  chicken, 
grilled  tuna.  Particularly  popular  is  the  '"'  vste  of  the  grape" 
prix  hxe  dinner  after  8:00,  with  all  the  wine  you  can  drink. 


•  Monkey  Bar — Hotel  Elysee,  60  East  54tii  St.  (Tel 
838-2600).  Stylish  setting,  attentive  service  and  wonderfi 
food.  Best  bets:  roasted  beet  and  frisee  salad  with  hazelni 
vinaigrette;  wild  mushroom  stew  and  Chateau  Chalon  sauo 
black  sea  bass  with  glazed  onions  and  black  truffle  sauce. 

•  Palio— 151  West  51st  St.  (Tel.:  245-4850).  Warr 
decor,  sotto  voce  atmosphere,  helpful  and  cheerful  sei 
vice.  Often  overlooked,  but,  quite  simply,  this  is  one  c 
the  finest  Italian  restaurants  in  the  citv. 
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How  to  Make 

Smarter  Mutual  Fund 

Choices  in  1999 


U.S.  STOCK 

Prudential  Equity 

Prudential  Equity  Income 

Prudential 
Jennison  Growth 

Prudential  Small 
Company  Value 

GLOBAL  AND 
INTL.  STOCK 

Prudential  Europe 
Growth 

Prudential  World/ 
International  Stock 

Prudential  World/Global 

BONDS 

Prudential 
Diversified  Bond 

Prudential  High  Yield 
TAX  FREE  BONDS 

Prudential  Municipal 
Bond/High  Income 

Prudential  California 
Municipal  Bond 

GLOBAL  BONDS 

Global  Total  Return 

Prudential  core  funds  are 

just  the  beginning.  We  offer  over 

50  mutual  funds  to  meet  all 

your  investment  needs. 


It's  that  time  of  year  when  many  investors  consider  adjusting 
their  mutual  fund  portfolios.  If  you're  thinking  about  making 
some  changes,  remember:  In  this  bull  market,  almost  any  fund 
family  can  boast  about  recent  returns.  But,  bull  markets  don't 
last  forever.  That's  why  Prudential  offers  this  checklist  of  other 
important  qualities  to  look  for. 


—,    Choose  an  experienced 
l*j    fund  manager.  Has  the  fund 

manager  shown  stock-picking  skills  in 
anything  other  than  today's  bull  market? 
The  Wall  Street  Journal  reports  that  the 
average  age  of  today's  portfolio  manager 
is  just  29.  You'll  probably  feel  more  at  ease 
with  money  managers  who  are  experienced 
in  both  bull  and  bear  markets. 


ef 


Seek  a  responsible  balance 
of  risk  and  reward.  Don't 

expose  your  portfolio  to  risk  you  don't  want. 
Make  sure  that  your  mutual  funds  don't 
achieve  their  returns  by  taking  on  more 
downside  risk  than  you're  comfortable  with. 


r-V  Look  for  a  disciplined 

l*J    investment  style.  Check  to  see 

whether  a  fund  sticks  to  its  stated  objectives. 
Funds  that  pursue  performance  at  the 
expense  of  consistency  can  blur  your  asset 
allocation  and  your  overall  investment  strategy. 

r-v   Demand  consistent 

l^_J    long-term  performance. 

Investors  rarely  buy  a  mutual  fund  for  short 
time  periods,  so  examine  the  returns  that 
a  fund  has  delivered — not  just  recently — but 
over  the  last  five  or  ten  years.  A  fund  with 
a  proven  track  record  can  give  you  the 
confidence  that  your  fund  is  managed  with 
an  eye  for  long-term  results.  Of  course,  past 
performance  is  no  guarantee  of  future  results. 


Prudential  core  funds 
focus  on  all  these 
qualities  and  more. 

A  Rock  Solid"  reputation  for 
long-term  performance.  Fund 
managers  averaging  18  years  of 
investment  experience.  Intensive 
company-by-company  research. 
You  can  find  it  in  Prudential's  core 
fund  array.  Talk  to  your  financial 
professional  about  how  Prudential 
core  funds  can  fit  in  your  overall 
investment  strategy. 


Call  today!  Ask  for  a  prospectus 
with  more  complete  information 
on  share  classes,  sales  charges, 
management  fees  and  expenses. 
Read  it  carefully  before  you  invest. 

1-800-THE-ROCK 

(1-800-843-7625) 

ext.  3140         www.prudential.com 

(mfo  Prudential 

Investments 


ist  performance  is  no  guarantee  of  future  results.  Shares  of  the  Funds  are  distributed  by  Prudential  Investment  Management  Services  LLC,  member 
PC,  751  Broad  Street,  Newark,  NJ  07102,  a  subsidiary  of  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102. 


i\mm 


The  Bentley  Continental  R.  First  class  travel. 


Sentley  Motors  Limited,  C 


rewe,  England.  Phone  toll-free  (877)  300-8803.  www.bentleymotors.co.uk 
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Just  bear  in  mind 

that 

you'll  never 

be  able 

to  upgrade 
from  here. 

Other  Comments 


Press  Pass 

Reporter:    "Can   you   name   one 
President  that  has  told  more  lies?" 

Joe  Lockhart,  White  House  spokes- 
man: "I  don't  think  I'm  going  to  take 
that  question." 
-White  House  press  conference 

Dangerous  Game 

It's  a  good  thing  junk  science  is 
only  a  relatively  recent  phenomenon. 
In  American  Lawyerland,  pseudo- 
science  would  have  deemed  micro- 
wave ovens,  TVs  or  medical  X-rays 
dangerous  cancer  risks  from  which 
only  the  legal  industry  could  save  us. 
Junk  science  players  win  by  convinc- 
ing us  that  our  nation  is  in  peril  from 
its  scientific  progress.  But  victims  of  the 
deadly  E.  coli  bacteria  didn't  win  when 
meat  irradiation  approval  was  delayed. 
-Daniel  J.  Popeo,  chairman, 
Washington  Legal  Foundation 

Destined  to  Flop 

By  investing  $700  billion  of  the 
Social  Security  trust  fund's  reserves  in 
the  stock  market,  President  Clinton 
hopes  to  keep  the  fund  solvent  into 
the  next  century.  Alas,  the  way  he 
wants  to  do  it  almost  insures  failure. 
Public  portfolio  managers  can 
invest  in  socially  desirable  projects 
that  may  not  meet  the  economic  cri- 
teria a  private  investor  would  demand. 
[In  1990]  Connecticut's  state  em- 
ployee pension  plan  invested  $25  mil- 
lion in  the  troubled  Colt  Firearms  to 
keep  925  local  jobs  from  being  lost. 


Maureen  M.  Baronian,  a  stockbro- 
ker and  a  former  state  representative, 
sat  on  the  advisory  board  overseeing 
Connecticut's  investments  when  it 
bought  into  Colt.  Ms.  Baronian  and 
three  other  board  members  voted 
against  the  investment,  but  politics  tri- 
umphed. "Political  considerations  are 
always  there,"  she  said.  Colt  filed  for 
bankruptcy  in  1992,  and  Connecticut's 
employees  lost  their  investment. 
-Gretchen  Morgenson, 
New  York  Times 


I  would  rather  be  right  than 
be  President. 

-Henry  Clay,  speech  in  the 
U.S.  Senate,  1850 

No  Kidding 

In  the  world  of  mature  people  a  joke 
is  funny  once,  and  should  never  be  re- 
peated in  the  same  company.  But  chil- 
dren, having  decided  that  a  joke  is  fun- 
ny, go  on  repeating  it,  laughing  more 
loudly  each  time,  until  they  collapse  in 
hysteria.  The  mental  age  of  a  man 
might  be  gauged  by  observing  how 
often  he  can  laugh  at  the  same  joke. 
-The  Papers  of  Samuel  Marchbanks, 
by  Robertson  Davies 

Failing  Mark 

The  results  of  the  most  recent 
International  Math  and  Science  Study 
reveal  that  in  physics,  U.S.  12th-graders 
finished  last  behind  20  other  countries. 


"I  taught  him  to  beg,  but  how  was  I  to  know  he  wouldn  r  earmark  those  funds  as  taxable  income?" 
36 


Even  though  the  U.S.  dedicates  onel 
the  largest  shares  of  GDP  to  educatil 
it  has  fallen  behind  other  econoil 
powers  in  high  school  graduation  ran 
The  President  [has]  outlined  a  lita| 
of  new  education  programs  that 
very  similar  to  federal  programs  alrea 
on  the  books.  There  are  more  than  8 1 
federal  education  programs  sprc 
across  39  federal  agencies.  If  new  fedl 
al  education  programs  were  the  ans 
to  educational  excellence,  our  scho| 
would  be  among  the  world's  best. 
-^Senator  Paul  Coverdell  (R-Ga| 

Something  Stinks 

Passengers  staggering  into  Britil 
Airways'  terminal  4  arrivals  lounge] 
London's  Heathrow  Airport 
being  met — thanks  to  capsules  hiddJ 
in  the  floor — with  the  aroma  of  fres 
ly  cut  grass  and  the  scent  of  the  sea| 

They  might  need  some  soot 
Many  are  furious  over  BA's  latest  liti| 
trick — weighing  their  hand  lugga^ 
First  and  business  class  passengers  wiJ 
more  than  nine  kilos  are  being  foroJ 
to  put  it  in  the  hold.  Economy  cij 
tomers  are  allowed  a  meagre  six  kilo! 

BA  says  passengers  have  been  arril 
ing  at  the  gates  with  too  much  hail 
luggage,  delaying  flights.  But  the  nel 
arrangements  have  led  to  some  ferl 
cious  arguments  around  the  check- 
desks.  If  the  whiff  of  ozone  doesn't  cl 
the  trick,  perhaps  BA  could  try  tear  g*] 
-Financial  Times 

Why  He  Won't  Resign? 

Bill  Clinton  has  not  had  a  priva1 
home  since  he  left  Midland  Street  i 
Little  Rock  in  1983  to  move  into  tl 
Arkansas  governor's  mansion. 

Clinton  may  be  hoping  that  if  1 
can  stay  in  the  White  House  unl 
January  2001,  the  University  < 
Arkansas  might  come  up  with  a 
apartment  for  him  at  the  Clinton  pre: 
idential  library  under  development. 

Critics  of  the  President  have  anori 
er  possible  solution.  One  points  oi 
that  Allenwood  Federal  Penitentiar 
in  Pennsylvania  is  undergoing  a  bi 
renovation  of  its  dormitories. 
-  Washinjjtonian 
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pmi  Campbell  and  Larry  King, 

tional  Italian  American  Foundation  Gala 

fon  Washington  &  Towers. 


ouble  points. 
ouble  smiles. 


Hilton  H  Honors*  and  your 
American  Express6  Card 
can  earn  you  double  miles 
and  double  points. 

Free  trips  twice  as  fast.  Sound  good? 
We  thought  so.  As  a  member  of 
Hilton  HHonors,  the  hotel  program 
business  travelers  prefer,  charge 
your  business-rate  stays  at  Hilton 
with  your  American  Express  Card 
and  earn  both  double  points  and 
double  miles  with  your  choice  of 
eight  participating  airlines  including 
United,  Delta,  Northwest  and 
Continental.  This  offer  is  available 
between  January  4  and  March  31, 
1999  so  make  your  plans  on  the 
double.  Because  earning  free  trips 
twice  as  fast  makes  them  twice  as  fun. 
For  worldwide  reservations,  call 
your  professional  travel  agent.  To 
enroll  in  Hilton  HHonors  or  make 
reservations  visit  www.hilton.com 
or  call  1-800-HILTONS. 


'Earn  double  hotel  points  for  free  nights 
1  Hawaii  or  at  more  than  400  locations  worldwide 


*  -*  .15 


It  happens  at  the  Hilton! 


mailable  for  stays  from  January  4.  1999  through  March  31,  1999.  Hilton  HHonors  membership,  earning  and  redemption  of  points  are  subject  to  HHonors 
Terms  and  Conditions  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply.  Refer  to  your  HHonors  membership  materials  for  rate  and  other 
estrictions  Participating  airlines  include  Alaska  Airlines,  America  West  Airlines!  Continental  Airlines,  Delta  Air  Lines,  Hawaiian  Airlines,  Northwest  Airlines, 
WA8  and  United  Arlines.  At  participating  Hilton  and  Conrad  International  hotels  outside  the  U.S.,  you  can  earn  double  points  and  double  miles  with  any 
payment  method.  See  www.hilton.com  for  details.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  ©1999  Hilton  Hotels. 
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AS/400e=Data  Mining 


What  does  your  data  know  that  you  don't?  An  AS/400e  data  mining 


solution  lets  users  quickly  spot  patterns  and  trends,  helping  turn  raw 


data  into  a  competitive  advantage.  Its  integrated  database  lets  you 


get  up  and  running,  faster.  Learn  more  at  www.as400.ibm.com/mining3        J  /g)  e-business  tools 


IBM.  AS/400  and  the  e-business  logo  are  either  trademarks  or  registered  trademarks  ol  International  Business  Machines  Corporation  in  the  U  S.  and/or  other  countries  ©  1998  IBM  Corp 


WE'RE  OIU  TOP  OF  THE  EURO. 

Close  to  the  growth  opportunities.  Eye-to-eye  with  one-of-a-kind  investments.  Well-versed  in  the  art  of  the 
European  deal.  As  a  true  European  bank,  Barclays  offers  American  companies  and  investors  opportunities  that  only 
first-hand  information  and  300  years  of  financial  markets  experience  can  spot. 

Barclays  Capital  was  the  Top  Euroloan  Arranger  in  1996, 1997  and  1 998*  In  January  1999  alone,  Barclays  Capital 
has  lead-managed  ten  bond  issues  totalling  US$5.76  billion,  including  Euro  transactions  totalling  €=2  billion.  No  other  | 
European  bank  has  financed  and  arranged  more  syndications  in  the  Euroloan  market  than  Barclays  Capital. 

With  assets  of  $416  billion,  capital  resources  exceeding  $19  billion,  our  AA  credit  rating,**  and  an  insider's  insight 
into  the  European  markets,  Barclays  Capital  is  clearly  positioned  for  growth. 

So  are  our  clients. 


BARCLAYS 
CAPITAL 


A  SHARPER  FOCUS 


CHICAGO  •  FRANKFURT  •  HONG  KONG  •  JOHANNESBURG  •  LONDON 
MADRID  •  MILAN  •  MUMBAI  •  NEW  YORK  •  PARIS  •  SINGAPORE  •  SYDNEY  •  TOKYO 

And  in  10  other  cities  across  the  world      www.barcap.com 

"Source:  Euroweek.  Loan  Pricing  Corporation.  IFR  Securities  Data 
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Commentary 

(i  events  at  home  and  abroad 


Caspar  W.  Weinberger,  Chairman 


LOOK  BEYOND 

.OM  THE  welter  of  new  proposals  (which  would  use  up 
of  the  as-yet- unrealized  budget  surplus)  in  the  Presi- 
nt's  State  of  the  Union  Message,  two  issues — as  well  as 
e  significant  omission — stand  out. 
Mr.  Clinton  has  repeatedly  stated  that  any  budget  sur- 
must  be  used  only  to  "save  Social  Security,"  yet  in  his 
w  budget  he  has  recommended  literally  hundreds  of 
es  for  any  surplus.  Mr.  Clinton  has  not  submitted  any 
tailed  plan  for  saving  Social  Security,  although  he  did 
opose  that  we  commit  62%  of  the  projected  $4.4  trillion 
dget  surpluses  over  the  next  1 5  years  to  Social  Security, 
vesting  a  small  portion  in  the  private  sector  just  as  any 
ivate  or  state  government  pension  would  do."  But,  as 
an  Greenspan  has  testified,  the  government's  investing 
the  stock  market  could  threaten  the  economy.  The  only 
e  thing  that  plan  would  produce  is  more  government 
terference  in  the  affairs  of  private  corporations. 
But  this  is  not  enough  for  Mr.  Clinton.  He  has  also 
itroposed  a  new,  additional  system  that  would  use  "11% 
f  any  surplus  to  establish  Universal  Savings  Accounts 
USA  Accounts)."  With  these  accounts,  adults  could 
vest  their  sa\ings  as  they  choose,  and  they  would  receive 
Dme  federal  money  to  match  a  portion  of  those  savings. 
'his  sounds  suspiciously  like  a  dole  for  everyone. 

Before  the  State  of  the  Union  speech,  some  wag  sug- 
;ested  that  in  the  President's  current  position  the  best 
vay  he  could  spend  $100  billion  of  the  surplus  would  be 
o  give  each  senator  $1  billion.  The  USA  Accounts  might 
>e  a  first  step  in  this  direction.  There  is  one  certainty  in 
vlr.  Clinton's  proposals:  As  far  as  Social  Security  is  con- 
:erned,  the  government — not  individuals — will  be  in 
harge  of  any  investing  in  the  private  sector. 

Power  Grab 

Also,  if  the  President  has  his  way,  the  federal  govern- 
ment will  move  toward  more  control  over  the  day-to-day 
Dperations  of  our  public  school  system.  Up  to  now,  our 
public  schools  have  been  run  by  local  school  boards  or 
charter  groups  and  have  been  financed  by  local  and  state 
taxes,  with  some  additional  funding  from  the  federal  gov- 
ernment. The  federal  government  has  had  no  control  over 
the  running  of  schools,  but  under  Mr.  Clinton's  plan, 
school  districts  will  have  to  adhere  to  a  series  of  "musts," 
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THE  RHETORIC 

if  they  want  federal  funds.  This  proposal  will  delight 
those  who  think  that  Washington  is  far  better  able  to  run 
our  schools  than  are  local  communities. 

What  We  Have  Done — and  Left  Undone 

In  the  foreign  policy  and  security  segment  of  Clinton's 
address,  there  was  a  significant  omission.  The  President 
listed  many  "accomplishments"  of  which  Americans  "can 
be  proud."  Included  in  these  was  peace  in  Northern  Ire- 
land. The  British  and  the  Irish  may  be  a  little  surprised  to 
know  that  this  was  achieved  "with  our  leadership."  And 
people  in  Kosovo — those  still  alive — will  be  equally  sur- 
prised, but  scarcely  heartened,  by  Mr.  Clinton's  statement 
that  "with  our  NATO  allies  we  are  pressing  the  Serbian 
government  to  stop  its  brutal  repression  in  Kosovo."  Is 
there  anything  that  we  have  done  in  Kosovo  that  should 
make  "all  Americans  proud"? 

The  President  spoke  of  Iraq  and  its  refusal  over  the  last 
decade  to  destroy  its  "weapons  of  terror  and  the  missiles 
to  deliver  them."  But  we  do  not  need  to  worry  about  this 
because  the  President  assures  us  that  "America  will  con- 
tinue to  contain  Saddam."  The  President  spoke  of  re- 
straining the  spread  of  nuclear  weapons  and  missiles,  but 
by  omitting  any  mention  whatever  of  acquiring  an  effec- 
tive missile  defense  against  those  "weapons  of  terror,"  he 
demonstrated  how  much  he  prefers  shadow  to  substance. 

Mr.  Clinton's  original  draft  of  the  State  of  the  Union 
address  included  a  pledge  of  $7  billion  for  building  a  mis- 
sile defense  system.  But  he  removed  it  after  Russia's 
Duma  again  ceased  talks  on  the  long-delayed  Start  II 
Treaty  in  January.  The  day  after  the  State  of  the  Union 
address,  the  Pentagon  reported  that  the  Administration 
is  going  to  ask  for  $6.6  billion  for  a  ground-based  (the 
least  effective)  missile  defense  system.  But  the  Adminis- 
tration adamantly  refuses  to  abandon  the  Antiballistic 
Missile  Treaty,  which  prevents  us  from  ever  deploying  an 
effective  missile  defense. 

It  is  most  important,  I  think,  to  look  beyond  the 
rhetoric  to  see  what  is  really  being  done  to  defend  our 
nation,  to  reduce  the  role  of  the  federal  government  in 
the  lives  and  education  of  our  people  and  to  increase  the 
power  of  the  individual  citizen.  When  we  take  such  a 
look,  we  see  very  little  being  done.  Of 
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planet.  And  to  stay  connected  with  a  single,  worldwide  telephon. 
you  to  the  ends  of  the  earth  and  back.  The  first  and  only  globa 
and  paging  network  is  here.  For  those  who  non  ■  »  mn_»     ™,,,_ 
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THEY2K 

|o  one  can  say  tor  certain  how  the  Y2K  mess  will  sort 
:lf  out.  Anybody's  guess  is  in  play.  Naturally,  a  few  Chick- 
Littles  have  jumped  on  the  nearest  stage  to  prophesy 

iaos,  blackouts,  bank  runs  and  food  hoarding.  Most 
lericans  have  turned  their  backs  on  such  tosh.  They 

icpect  a  modest  middle  ground — a  monthlong  drizzle  of 
tor  inconveniences,  perhaps  a  stuck  line  at  the  grocery 

tore  or  a  bum  credit  card  bill.  But  what  if  Y2K  fools 

rcrybody  and  drives  a  stampede  into  the  stock  market? 


BOOM? 

Try  this.  Ask  your  colleagues  if  they  would  fly  on 
Jan.  1,  2000.  Most  people  I  talk  to  say  something  like: 
"Yes,  but  only  within  the  U.S."  That's  the  common 
answer — at  least  if  you're  not  talking  to  Chicken  Litde. 

Now  extend  the  same  thought  to  stocks,  bonds  and 
cash.  Where  do  you  want  them  parked  on  Jan.  1,  2000? 
My  hunch  is  that  rich  people  and  institutions  around  the 
world  are  asking  diat  very  question.  They  may  arrive  at  the 
same  answer  as  have  the  plane  passengers:  the  U.S. 


MICROSOFT— THE  GREAT  HUMILIATOR 

I  never  dreamed  Microsoft  would  go  past  a  $300  billion 
market  cap — and  said  so  in  this  column  only  a  few 
months  ago.  Whoops!  It's  now  $440  billion. 

THE  INCUMBENT'S  DILEMMA 


"Htsh  ARE  ROUGH  DAYS  for  incumbent  businesses — perhaps 
ours.  Climbing  your  palace  wall  and  storming  your  gate  is 
rerrorist.com,  red  in  tooth  and  claw,  frothing  in  market  cap 
nd  commanded  by  a  hyper  28-year-old  college  dropout 
vith  an  SAT  score  of  1600,  2  million  founder's  shares — and 
10  mercy.  His  company  employs  300  people;  their  fully 
nded  salary  and  benefits  packages  average  out  to  $60,000 
:ach.  Fully  a  quarter  of  them  became  millionaires  when  Ter- 
orist.com  went  public  at  $18  per  share  and  then  tripled. 

Credit  Terrorist.com  for  performing  today's  alchemistic 
rick:  transforming  human  capital  into  market  cap.  Can 
>ou  do  that?  Mature  companies  will  have  to  learn  how  if 
Jiey  are  to  stay  solvent  and  alive  in  the  digital  economy. 

What  brought  this  to  mind  is  a  company  called  Gener- 
1  Magic — not  an  incumbent  in  the  strict  sense,  but  a 
alien-star  software  company  that  in  the  early  1990s 
promised  to  usher  in  the  age  of  handheld  computers. 
Whether  too  early  or  too  poorly  executed,  General  Magic 
stumbled,  blew  it  and  is  now  surviving  by  a  thread. 

Pierre  Omidyar,  a  28-year-old  software  developer  at  Gen- 
eral Magic,  grew  discouraged  and  quit  his  job  in  1995.  No- 
body tried  to  stop  him.  The  ship  was  sinking  and  cuts  were 
needed  anyway.  Colleagues  said  the  ebullient  man  had  lately 
seemed  remote.  Perhaps  he  was  sleepy  from  all  those  late 
nights;  he  had  become  fascinated  with  the  Web  as  a  medium 
for  shopping.  Keeping  him  up  at  night  was  his  fiancee's  pas- 
sion for  collecting  Pez  (the  colorful  candy)  dispensers  and  the 
lack  of  trading  partners  in  the  San  Francisco  area.  One  night 
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a  solution  sparked!  An  on-line  auction,  soon  christened  eBay. 

Today  eBay  is  worth  $11  billion,  17%  of  it  Omidyar's. 
By  contrast,  General  Magic  is  worth  $160  million  and 
appears  to  be  a  ghost  of  its  former  promise.  Who  was  the 
chowderhead  at  General  Magic  who  let  Omidyar  and  his 
$11  billion  idea  slip  through  the  cracks? 

Who  is  slipping  through  your  company's  cracks?  Here's 
something  to  think  on.  Take  your  company's  market  cap 
and  divide  it  by  the  number  of  employees.  Microsoft  has 
a  $440  billion  market  cap  and  25,000  employees.  That's 
$17.6  million  per  employee — a  stunning  capture  of  human 
capital!  Contrast  that  to  an  old-line  manufacturer  of  steel, 
ships  or  autos,  whose  typical  market  cap  per  employee  is 
$200,000.  Not  even  close.  Is  it  that  the  manufacturer's 
employees  are  only  1.1%  as  good  as  Microsoft's — or  is  it 
the  inability  to  convert  human  capital  into  market  cap? 

Here's  a  hint:  Take  0.99  to  an  infinite  power.  What  do 
you  get?  Zero.  Now  take  1.01  to  an  infinite  power.  You 
get  infinity — and  a  clue  to  the  problem  facing  older  com- 
panies. Their  salary/perks/status-minded  managers  are 
driven,  quite  logically,  to  hire  0.99-type  employees  as  a 
human  chorus  that  makes  the  manager  look  good.  But  at 
Terrorist.com  the  manager's  financial  future  is  lashed  to 
market  cap.  He,  logically,  hires  1.01-type  employees,  who 
he  hopes  will  make  him  fabulously  rich. 

There  is  only  a  2%  difference  between  a  0.99  and  a  1.01. 
Hardly  detectable.  But  multiply  it  out  through  several  hires 
and  soon  the  incumbent's  dilemma  becomes  a  real  pickle.  ■ 
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Admittedly,  some  of  the  changes  we  made  are  for  the  woi 


vn  a  day  like  this,  anything  can  happen. 

Or  you  could  be  driving  the  1999 
Range  Rover  4.0  SE. 

Now,  along  with  permanent  four-wheel 
drive,  the  Range  Rover  has  four-wheel 
electronic  traction  control  that's  designed 
to  get  you  through  sleet,  slush,  and  a  host 
of  other  equally  inhospitable  surfaces. 

So  it  won't  just  be  your  eyes  that  are 
glued  to  the  road. 

We've  even  added  front  side  airbags 


and  seatbelt  pre-tensioners  to  the  already 
heightened  security  of  dual  airbags, 
a  steel  inner  body  cage,  and  a  rugged, 


RANGE  ROVER 


AAA 


impact-absorbing  steel  frame. 

.Altogether,  it's  absolutely  dripping 
reassurance. 

So  why  not  call  1-800-FINE  4WD 
the  nearest  retailer?  Or  visit  us  at 
www. Best4x4. LandRover.com.  Beyor 
its  elegance  and  refinements,  the  ne\ 
Range  Rover  is  full  of  even  more  reas 
that  support  its  S5H.625'  price. 

It  seems  fitting,  though,  to  stop  wi 
four-channel  all-terrain  ABS. 


your  seatbelts.  SRS/airbags  alone  do  not  provide  sufficient  protection. 


. 


eyeball 

r  see  a  world  in  a  grain  of  sand.. ."/Edited  by  Ben  Pappas 

Karian  the  Cybrarian 


eople  think 

ies  will 
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Remember  her  from  The  Music  Man — the 
prim  spinster  type  with  the  granny  glasses,  her 
hair  confined  in  a  no-nonsense  bun?  Marian  the 
Librarian  has  gone  wired. 

The  rise  of  the  World  Wide  Web  should  have 
meant  the  demise  of  the  librarian.  As  mouse 
clicks  began  to  replace  card  flips  and  the  Dewey 
decimal  system,  the  future  seemed  bleak. 
Nearly  one-quarter  of  library  schools  once 
in  existence  have  shut  their  doors,  most 
since  the  1970s.  Fewer  than  5,000  degrees 
in  library  science  were  awarded  in  1993, 
down  30%  from  20  years  before. 

The  University  of  California  at  Berkeley 
closed  its  School  of  Library  and 
Information  Studies,  rejiggered  its 
curriculum     and     created     the 
School  of  Information  Manage- 
ment and  Systems.  "Today  Berke- 
ley's   course    descriptions    read 
more  like  computer-science  class- 
es," says  Ann  O'Neill,  director  of 
the  American    Library  Associa- 
tion's accreditation  office.  The 
University  of  Michigan,  Uni- 
veristv  of  Illinois  and  Florida 


\  Shearing  locks,  watching  jocks 


It's  NO  SURPRISE  that  the  musings  of  invest- 
ment oracle  Peter  Lynch  motivate  people  to 
change  strategies.  But  when  Roy  Lancaster  read 
that  Lynch  was  looking  at  salon  companies,  he 
changed  careers. 

He  gave  up  a  2  5 -year  tenure  in  advertising 
to  get  into  the  hair  business.  He  worked  for  a 
local  salon  and  visited  kiddie  boutiques,  such 
as  Kidz  Kuts  in  Livingston,  N.J.,  which  fea- 


, Forbes  ■  February  22,  1999 


State  have  made  similar  upgrades. 

Now  the  wired  pitch  is  paying  off.  Digital- 
sawy  librarians  are  being  wooed  not  just  by 
public  or  university  libraries,  but  by  companies 
to  set  up  and  manage  Web  sites  and  on-line 
research  centers.  Berkeley  graduates  pursue  cor- 
porate jobs  starting  at  $60,000,  more  than 
twice  the  pay  of  their  unwired 
peers  who  toil  between  the 
stacks,  says  Hal  Varian,  dean  of 
the  reborn  library  school. 

Tech -intensive  jobs  pay  12% 
more  than  traditional  posts 
(though  starting  salaries  rose 
only  2.7%  overall  in  1997), 
according  to  the  Library  Jour- 
nal. "People  thought  libraries 
would  become  obsolete 
because  of  the  Internet,"  says 
one  convert,  Julie  James. 
"That's  not  happening."  A 
1994  graduate  of  the  Universi- 
ty of  Illinois  program,  she  had 
enrolled  to  become  a  librarian; 
these  days  she  describes  herself 
as  a  "cybrarian." 


tures  Nintendo  games  and  TV  screens  at  every 
station. 

Then  he  cut  to  the  chase:  Why  not  cater  to 
manly  men,  offering  them  a  shampoo,  a  trim— 
and  sports?  In  1994  he  sank  $1  million  of  his 
own  money,  plus  $1  million  from  investors,  to 
open  Big  League  Barbers — supposedly  the  first 
sports-theme  hair  salon  for  men. 

Um,  didn't  we  once  call  this  a  barber  shop} 
The  smoky,  testosterone-rich  site  where  men 
gathered  on  lazy  weekends  to  solve  the  world's 
problems  over  the  drone  of  a  football  game  on 
the  tube? 

Okay,  so  Lancaster's  shops  are  tonier,  with 
big-screen  TVs  and  tons  of  junky  sports  memo- 
rabilia from  home-town  teams  and  national 
franchises.  Planet  Hollywood  meets  Supercuts. 

Today  he  has  nine  stores,  in  Charlotte,  Indi- 
anapolis and  Atlanta.  Revenues  rose  almost  ten- 
fold in  four  years,  to  $1.2  million  last  year 
(when  he  still  racked  up  a  loss  of  $100,000). 
Lancaster,  based  in  Millbrook,  N.Y.,  hopes  to 
expand  franchising  opportunities.  He  should 
watch  out.  Supercuts  owner  Regis  Corp.  could 
move  into  his  male  niche.  Then  again,  why 
worry?  "Almost  all  of  the  men  I  asked,"  he 
says,  "hated  getting  their  hair  cut."  -D.D.  ■§ 
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The  Forbes/Bridge  Economic  Forecast 

Edited  by  Shlomo  Z.  Reifrnan 

O  Actual                              1999  est %  chg 

HE  U.S.  ECONOMY  latest            igga  mean        high        low      in  mean 

"Automobile  sales  (mil)  16.0***         16.0a  "         14.5      "_][&]'.    J2.0 _3._2_ 

Capacity  utilization  (%)  80.9  dec        80.9a  80.3           82.6        78.0         0.0 

"Mew  housing starts2 (thou)  1,6'6*dec       1,616a  1,506         1,624       1,400         2.7 

Retail  sales 3 ($bil)  1,982*pdec    2,1 34 e  2,1 03         2,1 50       2,038       -8,7 

Trade  balance [ ($bil)     -1  Kfrw  . _  _  -222e -271 -220 ....  -333       16.6 . 

Unemployment  rate  (%)  4.3  dec           4.3 p  5.0             5.3          4.0       -3!3 

Gross  domestic  productb(%)  .  5-?_p  4th.qtr ?-?p. ._  2.4        .._3.4         1.5        9.3.. 

Inflation 

CPI  services  (u  n  adj  usted)  (%)  2.6  dec          2.6a  2,7             3.1.        2.4        7.0. 

CPI  total  (unadjusted)  (%)  )'*&          i-6a    _  ....V?...         2-6         0.9       -3.5 

Interest  rates 

30-year  Treasury  yield  (%)  5.11              5.09a  5.15          5.90        4.00        -3.7 

3-month TreasuiV yield (%)  "4.49""    *3!4~?L~  "]4J8]"]]]]5.5q]]""l25[]]"^J(" 

htlCES 

CRB-Bridge  spot  indexes  236.32          235.22a  235.00      235.00      235.00       7.0 

Gold  per  troy  ounce  ($)"""  284.80          288.10  a  273.33      306!do"     250.00     -4.*7 " 

Oil/bbi  W'f exas  Intermediate  ($)  12.45           12.05a           13.00        17766 9.50 "  -1 6.6 

fpilRRENCY 

German  marks  per  dollar  1.71             1  .B8a  1.69         1.83        1.60      -6.1 

Yenperdoliar"  1l¥~"     "  H4a          "133"         158 iYd""-l".9" 

Dollars  per  Euro '"  ""Y.I 4             1.17              1.19         1.19 1.19         MA 


^p/EDERAL  FUNDS  WATCH  Next  Federal  Reserve  meetings:  Feb.  3, 1999  and  Mar.  30, 1999 
Current  rate:  4.75%  Last  action:  Nov.  17, 1998     -25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


■Z 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  w 
surveyed  biweekly  by  Bridge  Information  System 
Forbes  magazine.  Consensus  forecasts  as  of  1/28/9! 


While  the  consensus  estimate  (see  n 
on  left)  for  growth  in  real  gross  dorl 
tic  product  in  1999  is  only  2\ 
James  Paulsen,  chief  investment  of 
at  Wells  Capital  Managemer 
formed  by  the  merger  of  the  adviJ 
companies  of  Wells  Fargo  and  >] 
west — forecasts  a  3.5%  increase. 

Paulsen  cites  several  reasons  foil 
optimism.  He  thinks  that  the  ll 
dollar — which  has  been  declining  s  I 
late  summer — will  lose  another 
over  the  next  12  months,  and  that  I 
will  help  U.S. -based  exporters.  Paul 
expects  average  hourly  wages  to  ga 
only  3%  in  1999,  versus  3.8%  last  y] 
but  he  doesn't  think  this  will  pvl 
damper  on  consumer  spendij 
Reason:  Paulsen  expects  the  inflat 
rate  to  be  close  to  zero  in  1999. 


SPECIAL  FOCUS 


Unemployment  rate 

(%  of  civilian  labor  force) 


Over  the  last  five  years  the  unem- 
ployment rate  (seasonally  adjusted) 
fell  from  7.3%  of  the  civilian  labor 
force  to  4.3%,  but  our  survey  econ- 
omists do  not  expect  it  to  remain 
that  low  through  1999.  Their  currer 
forecast:  5%  by  the  end  of  the  year. 


Current:  307.7*t       Previous:  305.8 


CLOSEUP 

$4,300 


JFMAMJJASOND 

Personal  income  -  wages  &  salaries 
($bil,  seasonally  adjusted,  annualized) 


Current 
$4,261.9 


Previous 
$4,240.3 


Change 
0.5% 


The  Forbes  Index  is  a  measure  of  U.S.  econom 
activity  composed  of  eight  equally  weighte 
elements:  the  cost  of  services  relative  to  a 
consumer  prices,  the  level  of  new  orders  fi 
durable  goods  compared  with  manufacturer 
inventories,  total  industrial  production,  ne 
housing  starts,  personal  income,  new  claims  \ 
unemployment  compensation,  total  retail  sal( 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forbes.com,  has  daily 
updates  on  economic  estimates  and  detailed 
information  on  Forbes  Index  components. 


"Twelve  months,  a:  actual,  e:  estimate,  p:  preliminary.  'Autos,  light  and  heavy  trucks,  including  imports,  ^otal  single  and  multiple  family,  unadjusted.  'Excluding  auto  sales,  annualized  and  seasona 
'Total  goods  and  services,  annualized  and  seasonally  ad|usted.  'Percent  ot  i  ivilian  labor  force.  'Quarter-to-quarter  percent  change,  annualized.  NA:  Not  available.  Source:  Bridge  Information  Systems 
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OU'RE  PSYCHED  AlOUT  THE  FUTURE. 


YOU'RE  FUEL  OE  NEW  IDEAS. 


YOU'RE  LOOKING  TO  START  A  BUSINESS 
you1  re  the  auij  on  the  left. 


JiieU  SO.U  retirement  means  the  end  of  your 
working  years. 

(QJe  S(2t/  plan  well  —  so  you  can  redefine  retirement 
any  time  and  any  way  you  want.  For  many,  it  will  be 
a  bridge  to  a  second  career.  A  new  business.  Or  a  true 
labor  of  love. 

At  PaineWebber,  we  know  that  different  ways  of 
thinking  about  retirement  also  mean  different  ways 
of  helping  you  plan  for  it.  A  PaineWebber  Investment 
Executive  can  help  you  find  your  own  path  through 
the  multitude  of  investment  choices  that  are  out 
there  today.  With  advice  tailored  to  your  individual 
goals  and  needs,  as  well  as  your  own  personal  timeline. 

When  you  know  that  retirement  could  lead  you 
to  the  best  job  description  of  all  —  doing  what  you've 
always  wanted  to  do — 

you'll  say 

Thank  you  PaineVfebber 


i3 


To  begin  a  relationship  with  a  PaineWebber 

Investment  Executive,  call  1-888-PWJ-2001,  Ext.  30, 

or  visit  our  web  site  at  www.painewebber.com 


\  man  who's  been  doing 

:he  impossible  for  half  a  century. 


'  Chung's  catUe  diplomacy  may  someday  rank  with  U  S. -Chinese  Ping-Pong  diplomacy  as  a  major  diplomatic  ice  breaker. "  ( Newsweek,  November  9 ) 

'  The  high-profile  cattle  dnve  marked  a  milestone  m  the  bitter  history  of  relations  between  the  two  Koreas... "  (  Time.  June  29 ) 

'  ...the  first  civilian  since  World  War  II  to  make  that  crossing  without  a  government  escort. "   ( The  Washington  Post,  June  17) 

'  ...Ifiis  will  form  the  breeding  ground  for  reconciliation  and  peace  between  North  and  South  Korea. "   ( Suddeutsche  Zeitung,  June  17) 

'  Mr  Chung's  journey  is  not  a  sentimental  one.  He's  hoping  to  revive  several  business  projects  in  the  North... "   ( Financial  Times,  June  15 ) 


Imagine  crossing  a  border  that's  been  closed  for  48  years.  Then  imagine  doing  it 
with  1,001  head  of  cattle. 

Achieving  the  "impossible"  is  nothing  new  for  Chung  Ju-yung,  the  83-year-young 
Founder  and  Honorary  Chairman  of  Korea's  Hyundai  Business  Group. 
i  This  is  the  same  man  who  literally  brought  the  sea  to  its  knees,  reclaiming  land  on 
Korea's  west  coast  with  a  large  tanker  destined  for  scrap.  And  the  one  who 
ingeniously  used  a  small  fleet  of  barges  to  transport  prefabricated  components  nearly 
halfway  around  the  world  19  times  to  build  Jubail  Harbor  in  Saudi  Arabia,  one  of  the 
construction  wonders  of  the  20th  century.  In  these  and  countless  other  projects  over 
the  past  half-century,  Chung  found  a  way  where  others  said  it  couldn't  be  done. 

As  Hyundai  looks  toward  the  future,  we  share  Chung's  spirit-  an  unwavering  drive 
and  ambition  that  has  made  us  what  we  are  today.  And  what  will  propel  us  into  the 
ranks  of  the  world's  industrial  leaders  in  the  new  millennium. 


Engineering  &  Construction  Iron  &  Metals 


Financial  Services 


Health  Care  &  Public  Services 


HYUNDAI 


Forbes 


TECHNOLOGY!! 


>netime  glamour  stocks  in  the  database  market 
aren't  so  glamorous  anymore.  They  have  a  little  problem,  spelled 

Microsoft  plays 
the  spoiler,  again 


l-S-F-T. 


By  Julie  Pitta 

The  $9.5-billion-a-year 
database  market  grew 
10%     last     year,      a 
respectable    rise    for 
a  product  that  has 
been  around  for  20 
years.  So  how  is  it 
that  once-promis- 
ing players  Sybase 
and  Informix  have 
been    struggling 
and    Oracle,    the 
market        leader, 
warns    of    tough 
times  ahead? 

The  answer,  in  a 
word:  Microsoft. 

Microsoft  is  roil- 
ing   the     database 
business  with  cut- 
throat pricing,  prod- 
uct   bundling    and 
sweet  deals  for  cus- 
tomers and  software 
developers — the  same 
tactics  by  which  it  domi 
nated  PC  software,  earned 
the  enmity  of  competitors  and 
provoked  a  bitter  U.S.  antitrust 
lawsuit  that  charges  Microsoft,  in 
effect,  with  the  crime  of  giving  con- 
sumers too  good  a  deal. 

Now  the  software  giant  has  vaulted 
into  a  three-way  race  with  number 
one  Oracle  and  number  two  IBM. 
Sybase  and  Informix  are  fighting  to 
stay  relevant  and  scurrying  into  market 
niches  they  hope  will  prove  too  small 
for  Bill  Gates'  voracious  appetite. 

The  bitter  irony  in  this  war  is  that 
Sybase  armed  its  mortal  opponent.  In 
1989  Sybase,  which  makes  databases 
for  giant  companies  using  minicom- 
puters costing  half  a  million  dollars, 
agreed  to  license  its  programming 
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code  to  a  PC  software  maker  with 
annual  sales  of  just  $805  million — 
Microsoft.  It  seemed  like  a  good  idea 
at  the  time:  How  could  a  little  desktop 
software  company  ever  be  a  threat  to 
the  high  end  of  the  market? 

Rivals  scoffed  when  Microsoft  first 
entered  the  market  with  a  kludgy, 
underpowered  product.  In  typical 
fashion,  Microsoft  kept  grinding  away 
at  it:  The  7  in  SQL  Server  7's  name 
means  the  product  is  in  its  seventh 
major  iteration;  the  latest  version 
came  out  in  January. 

"It  took  us  a  release  or  two  to  give 


the  traditional  cc 

petitors  in  the  d 

base  market  a  sc 

says  Douglas  Ixla 

the  Microsoft  grc 

manager  who  ov 

sees  marketing 

SQL.     He    now  is 

drawing      a      boil 

on    Oracle.    "Old 

friends  in  Redwc^ 

Shores  [Calif.,  whip 

Oracle  is  based] 

going  to   feel  i 

pressure." 

Just  how  serioj 
is  the  threat?  s: 
Server  7  sells  for 
little  as  $100  t 
user,  one-third  i 
price    of    Oracl 
cheapest      datab; 
and  almost  one-fiii 
the  price  of  the  ma 
offerings  of  Sybase  a 
Informix. 

The  lowball  pricing  wi  I 
converts.  "Why  did  I  pr 
Microsoft?  It  comes  down  to  o 
thing:  cheapo,  cheapo,  cheapo,"  s; 
Stuart  Mowat,  director  of  decisi- 
support  for  HarperCollins  Publishe 
He  uses  SQL  to  store  200  gigabyi 
(equivalent  to  300  cd-roms)  of  ci , 
tomer  information  previously  stor 
on  an  IBM  minicomputer. 

Moreover,   Microsoft   offers 
additional  50%  discount  to  any  cv 
tomer    that    dumps    IBM,    Oracl' 
Sybase  or  Informix  to  switch  to  SC  \ 
"I  expect  they'll  eventually  give 
away,"  grumbles  Robert  Finocchi  | 
Informix  chief  executive. 

Lavish  perks  further  entice  Microsc  j 
"partners."  To  land  HarperCollir  | 
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fcrrosoft  threw  in  the  free  sendees  of 
alatabase  expert  for  four  months, 
Jnvat  says.  That's  a  S50,000  value. 
1  is  vear  Microsoft  will  spend  S600 
r  lion  on  such  inducements.  That  has 
ficed  Oracle  to  set  up  a  S500  million 
^id  of  its  own. 

'Thev  are  a  monopolist,"  Oracle 

liief  Financial  Officer  Jeffrey  Henley 

<s  of  his  rivals  in  Redmond,  Wash. 

Ihev'll  do  a  lot  of  wild  things  to 

fat  someone  down." 

(Monopoly  doesn't  really  describe 

Microsoft's  position  in  databases — not 

•:.  anvway.  Microsoft  has  a  6%  share 

ithe  market,  to  Oracle's  43%.  The 

JrYerence  between  the  two  firms  is 

xpre  in  staying  power.  Microsoft  has 

,|9  billion  in  cash;  Oracle  has  S2.1 

.  i lion.  In  a  price  war,  which  is  what 

fre  programmer  freebies  are  all  about, 

icrosort  will  have  the  upper  hand. 

High-powered  databases,  which 

^fale  mountains  of  payroll,  inventory 

fid  other  data,  are  the  Ferraris  of 

rwtware:  complex,  pricey  and  a  world 

:j>art  from  Microsoft's  PC  products. 

.  jjL  isn't  as  muscle-bound  as  rivals' 

iftware — but  it  is  powerful  enough 
win  over  corporate  accounts  that 
buffed  it  in  the  past. 
|  "Anybody  who  tells  me  they  can't 
iin  their  business  on  SQL  Server  7 
fust  be  NASA,"  says  David  Lish,  a  vice 
lent  at  Transamerica  Corp.  The 
.;  pn  Francisco  insurer  installed  SQL  to 
lack  100  million  U.S.  properties  and 
-per  prospects  for  flood  insurance  to 
;ther  insurers. 

A  But  the  threat  isn't  so  much  that 
llicrosoft  will  steal  dozens  of  big  cor- 
porate accounts.  Most  already  have 
?jigh-end  databases;  switching  to  a 
e\v  one  can  be  prohibitively  expen- 
ive   and   a   hassle.    "Once   you've 
epboyed  a  database,  it's  very  hard  to 
tpove,"  says  James  Griffin,  a  market- 


hree-horse  race 

Microsoft  rules  the  desktop  in  PC 
oftware,  while  its  share  of  database 
irograms  on  bigger  computers  seems 
mall  for  now.  But  its  blistering  sales 
;rowth  in  that  segment  has  sent  lesser 
ntrants  seeking  protective  niches  and 
>ut  Microsoft  in  position  to  challenge 
BM.  Next  up:  Oracle. 

Forbes  ■  February  22,  1999 

iumm 


ing  director  at  Sybase. 

And  the  big-company  market  is  sat- 
urated anyway.  The  real  threat  is  that 
Microsoft  will  eat  up  all  the  growth  in 
the  untapped  segments  that  offer  the 
richest  opportunity:  small  and  midsize 
businesses.  These  clients  are  too  small 
for  high-powered  databases  running 
on  UNIX,  yet  they  pose  a  lucrative 
market  for  databases  running  on  NT, 
says  analyst  Carl  Olofson  of  Interna- 
tional Data  Corp. 

That  is  why  some  developers  are 
tailoring  their  products  to  Microsoft. 
Symix  Systems  Inc.,  a  $100-million- 
a-year-plus  designer  of  manufacturing 
software  in  Columbus,  Ohio,  passed 
over  the  Oracle  platform  two  years 
ago  in  favor  of  Microsoft,  which 
chipped  in  a  subsidy  for  marketing 
and  training. 

"Our  customers  have  maybe  one 
person  doing  technology.  Microsoft's 
product  is  simpler  than  the  others, 
and  that's  very  important,"  says 
Stephen  Sasser,  president  of  Symix. 

Spacelabs  Medical  Inc.,  which  makes 
medical  devices  and  related  software, 
has  dropped  Sybase  to  gear  its  hospital 
automation  system  to  Microsoft's  SQL. 
Andrew  Pitts,  a  Spacelabs  product 
manager,  says  the  Sybase  version 
required  a  $100,000  midrange  com- 
puter, while  the  SQL  version  runs  on  a 
Dell  server  that  costs  $42,000.  But  he 
cites  a  second  reason  that  is  more  omi- 
nous for  Sybase:  Its  slide  in  recent  years 
makes  him  nervous.  Says  Pitts:  "Their 


1998  database 
market  share  worldwide 


Microsoft  6% 


Oracle  43% 


Informix  6% 


Other  26% 


Sybase  4% 


Total:  $9.5  billion 

Source:  Forbes 


support  has  gone  downhill,  and  their 
prices  are  going  up." 

Sybase  professes  to  be  uncon- 
cerned, but  then,  it  has  underestimat- 
ed Microsoft  before.  Its  stock  peaked 
at  $57  back  in  1994,  for  a  total 
market  value  of  $4.4  billion;  these 
days  the  shares  hover  at  around  $10 
after  the  company  lost  $1.15  per 
share  last  year.  Informix  hit  a  high  of 
$36  in  1996,  giving  it  a  market  Capi- 
talization of  $5.4  billion.  The  shares 
are  down  to  a  third  of  their  high.  At 
$12,  they  go  for  40  times  earnings. 

All  of  which  makes  you  wonder 
what  might  have  been — what  if  Sybase 
hadn't  handed  over  its  software  code 
to  Microsoft  a  decade  ago?  Who  let 
that  happen?  Mark  Hoffman,  who 
founded  Sybase  in  1984. 

These  days  Hoffman  runs  Com- 
merce One,  a  small  electronic-com- 
merce outfit  in  Walnut  Creek,  Calif. 
About  a  year  ago  his  new  company 
was  shopping  for  a  database.  And 
which  one  did  it  buy?  Microsoft's.  "It 
works  fine,"  Hoffman  says.  "And  we 
got  a  good  price."  Ml 


Microsoft  35% 

1997-98  sales  growth 

IBM  24% 

Informix  9% 


Sybase  -13% 
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COMPANIES 


_  GE  has  a  proposition  for 
Boeing:  a  jet  engine  plan  that  would  revive 
GE's  reputation  and  Boeing's  bottom  line. 


But  it's  a  high-risk  proposition. 

Let's  make  a  deal 

By  Howard  Banks 

For  QUALITY-OBSESSED  General  Electric  Chairman  Jack 
Welch,  the  embarrassment  was  considerable.  At  a  cost  of 
over  $2  billion,  GE  had  developed  a  jet  engine  specifically 
for  the  long-range  Boeing  777 .  But  the  GE  90  failed  sever- 
al critical  tests  during  certification. 

So  archrivals  Pratt  &  Whitney  and  Rolls-Royce  together 
won  over  70%  of  the  airlines'  engine  orders  for  the  777 .  GE 
came  in  third,  and  last  year  took  a  $275  million  writedown 
on  the  program.  With  sputtering  fury,  Welch  told  his  engine 
designers  they  could  spend  not  one  more  dime  developing 
a  more  powerful  version  of  the  GE  90. 

Jack  Welch  is  not  the  kind  of  man  to  change  his  mind — 
except  when  times  change.  It  appears  that,  in  recent  private 
talks  with  Boeing  Chairman  Philip  Condit,  Welch  has  told 
Condit  he  is  now  willing  to  spend  the  $500  million  or  so  it 
will  cost  to  develop  an  enlarged  version  of  the  ge  90.  But 
there  are  two  provisos. 

First,  Boeing  must  proceed  soon  to  develop  a  300-plus 
passenger  version  of  the  777  that  can  fly  up  to  8,700  miles. 
The  current  777  can  fly  350  passengers  5,600  miles. 
Second,  Welch  is  demanding  that  GE  be  the  exclusive  engine 
supplier  for  the  new  777 .  That  would  be  unusual  in  an 
industry  where  airlines  normally  have  the  option  of  choos- 
ing among  all  three  enginemakers.  The  only  engine  monop- 
oly on  large  airliners  right  now  is  Rolls-Royce's  deal  on 
Airbus  Industrie's  new  long-range  A340,  which  would  be 
the  main  competitor  to  a  long-range  777 . 

The  stakes  are  high.  To  develop  the  new  version  of  the 
771  would  probably  cost  Boeing  at  least  $1  billion;  it 
wouldn't  deliver  the  first  plane  until  2003.  Why  would 
Condit  go  along  with  this  proposition? 


Because  Boeing  badly  needs  a  new  product  to  repla 
aging  747.  Since  its  launching  in  1969,  the  warhorse 
probably  generated  over  $35  billion  in  gross  profits, 
production  has  petered  out  to  one  a  month,  both  beo 
of  a  collapse  in  orders  from  Asia  and  because  the  747  i: 
longer  particularly  efficient. 

The  747-400  can  fly  8,000  miles,  but  at  that  ran 
costs  20%  more  to  operate  than  the  Airbus  A340  or  the  j 
posed  777 .  Welch's  ace-in-the-hole  is  GE  Capital,  wl 
could,  while  the  long-range  777  is  being  developed,  1 
Boeing  by  financing  some  747  sales,  either  for  lease  on 
Asian  airlines  too  broke  to  buy  the  planes  unaided. 

For  GE,  it  would  mean  a  chance  to  redeem  itself  for  i 
GE  90  fiasco  by  snagging  a  lucrative  new  contract  wc 
potentially  $20  billion  or  more  over  20  years.  The  r 
engines  would  sell  for  maybe  $12  million  each,  compa 
with  $10  million  for  the  current  version  of  the  GE  90. 

Apart  from  the  vast  potential  payoff,  what  else  happen 
to  change  Welch's  mind?  ge's  jet  engine  technical  pec 
now  say  that  they  have  an  opportunity  to  trump  both  PJ 
&  Whitney  and  Rolls-Royce.  They've  told  Welch  they 
produce  an  engine  with  115,000  pounds  of  thrust  for 
new  plane.  That  compares  with  92,000  pounds  for  the  c 
rent  GE  90  and  1 10,000  pounds  for  the  engines  both  Pit 
and  Rolls  currendy  propose  for  the  longer-range  777. 

In  doing  so,  GE  engineers  used  the  latest  computers 
3-D  aerodynamic  modeling  to  smooth  the  airflow  inside 
hottest  and  hardest-working  section  of  the  engine.  TI 
also  developed  tougher  composite  materials  that  will  all 
the  giant  front  fan  to  be  made  larger. 

Wait  a  minute.  Didn't  GE  engineers  thus  defy  Welch's  t 
on  further  research?  Not  really.  The  new  technology  v 
originally  designed  for  existing  GE  90s  and  other  engin 
improve  fuel  burn  and  durability. 

General  Electric  engineers  contend  the  5,000-pou 
thrust  margin  over  that  of  the  competition  will  make  all  t 
difference.  It  will  position  their  engine  as  the  only  one 
erful  enough  to  make  the  new  777  effective. 

Pratt  and  Rolls,  they  say,  would  have  to  start  fix 
scratch.  Maybe.  Rolls  says  it  will  match  anything  GE  can  c 
Pratt  seems  less  interested. 

Jack  Welch  has  upped  the  ante.  Now  it's  up  to  PJ 
Condit  to  make  his  move.  I 


hi 


GE's  Welch  (left)  and  Boeing's  Condit 
Welch  makes  an  offer  Condit  might  not 
refuse:  GE  will  make  a  better  engine; 
Boeing  won't  shop  anywhere  else. 


52 


Forbes  ■  February  22,  19S 


14 


jfllMrlJM  The  Web  is  entangled  in  dealmaking.  Here's  a  guide  to  sort  it  out. 

Cyberspace:  going  into  orbit 


Rita  Koselka 


TITANS 


PORTAL/BROWSER 
BOX  Netscape 


INFRASTRUCTURE 


Netcenter 


MSN 


Explorer 


WebTV 


Infoseek 


GO 


Starwave 


Road  Runner 

cable  modem  Pathfinder 


Cable 


CNET  /  Snap 


TCI  cable 


AT&T 


WorldNet 


lpaq 


S* 


GeoCities 


Lycos 


Fueled  by  stellar  stock  prices, 
the  World  Wide  Web  is  in  a  con- 
solidation frenzy.  AtHome  is 
buying  Excite,  Yahoo  wants 
GeoCities,  Compaq  will  spin  off 
part  of  AltaVista. 

Alliances  are  lining  up  the 
pieces— from  intangibles  like 
brand  and  content  to  hard 
assets  like  networks  and  cable 
modems.  It's  becoming  clear 
what  they  have— and  what 
they  lack. 

America  Online  has  15  mil- 
lion paying  subscribers.  It  soon 
will  own  Netscape  and  its 
browser  and  Web  site  ("portal"). 
But  AOL  lacks  its  own  wires.  No 
wonder  it  says  AT&T  should 
have  to  open  up  access  to  cable 
lines  when  it  buys  TCI. 

Microsoft  has  a  billion-dollar 
stake  in  cabler  Comcast,  a 
floundering  WebTV  box  and  its 
own  browser  and  portal.  MSN 
pulls  in  19  million  visitors  a 
month,  but  no  one  pays  to  drop 
in.  The  Evil  Empire's  strategy 
seems  halfhearted. 

Disney  owns  43%  of  Infoseek 
and  just  launched  the  GO  site; 
but  no  box,  no  wires.  Time 
Warner  is  in  a  space  jam:  It 
is  big  in  cable  and  has  a 
promising  cable-modem  biz, 
but  its  portal,  Pathfinder,  is  a 
black  hole. 

And  AT&T?  A  hat  trick:  TCI's 
lines,  TCI's  39%  stake  in 
AtHome  and  (soon)  a  stake  in 
Excite  (plus  AT&T's  WorldNet 
access  service).  NBC  is  just  get- 
ting started,  as  is  Compaq. 

Yahoo  has  a  cool  name  and 
27  million  viewers  a  month— 
but  no  wires,  no  boxes,  no 
media  partner.  It  has  something 
rarer:  profits.  But  can  it  resist 
the  likes  of  Disney,  Microsoft  or 
AOL?  Lycos  lacks  Yahoo's  mass. 
Look  for  it  to  get  pulled  into 
someone's  orbit.  Soon.  U 
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HHEIHIS  How  do  you  maintain  a  sizzling  hot 
growth  rate  without  cheapening  the  brand? 
The  problem  starkly  confronts  Starbucks  today. 

The  cappuccino 
conundrum 


By  Kelly  Barron 


More  star 

than  bucks 

Can  food 

fuel  more 

traffic? 


Howard  Schultz  is  a  genius.  He 
discovered  that  if  you  translate  "reg- 
ular coffee"  into  Italian  you  can 
charge  double  for  it. 

Schultz  hit  on  the  idea  of  bringing 
the  Italian  espresso  bar  to  America  in 
1983.  Now  his  Starbucks  chain  is  an  in- 
stitution, with  2,000  locations,  inclu- 
ding 170  abroad.  Revenue  in  the  fiscal 
year  ending  Sept.  30  will  probably  top 
$1.6  billion.  With  its  progressive  Seat- 
tle spirit — complete  with  stock- op- 
tioned counter  crews — Starbucks  creat- 
ed a  new  coffee  cult.  Wall  Street  values 
Starbucks  Corp.  at  $4.7  billion,  making 
Schultz,  45,  worth  $169  million. 

But  there  are  two  things  going 
wrong  with  this  success  story.  One  is 
that  copycat  stores  are  springing  up 
on  every  other  street  corner.  The 
other  is  that,  even  without  a  single 
competitor,  Schultz  would  sooner  or 
later  run  out  of  opportunities  for 
•n.  And  then  what  would 
happi.  n  )  his  earnings?  Starbucks 
avenv  ual  profit  growth  of  68% 
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for  the  past  four  years  is  why  its  stock 
trades  at  a  frothy  68  times  earnings. 

Growth  at  Starbucks'  outlets  is 
starting  to  slow.  Store  openings, 
occurring  daily,  propelled  a  25%  retail 
sales  increase  in  the  Dec.  27,  1998 
quarter,  to  $343  million.  But  that's 
down  from  a  32%  jump  in  the  same 
period  a  year  ago.  What's  more,  sales 
at  stores  open  a  year  or  more  grew  at 
just  3%  for  the  period,  the  lowest 
increase  in  seven  quarters. 

Starbucks  alibis  that  same-store 
numbers  are  flattening  because  it  pur- 
posely clusters  units  to  saturate  the 
market,  thereby  cannibalizing  sales. 
Maybe.  But  in  the  restaurant  busi- 
ness, unit  profitability  matters  as 
much  as  ribbon  cuttings.  Every  incre- 
mental dollar  at  an  existing  shop  con- 
tributes 30  cents  to  40  cents  to  the 
bottom  line  of  a  tvpical  eatery.  When 
same-store  sales  slow,  it  becomes 
more  difficult  to  increase  profits. 

And  so  Starbucks  is  broadening 
beyond  coffee  shops.  It  partners 


with  Dreyer's  and  Kraft  Fo 
putting  its  name  on  ice  cream  k| 
coffee  sold  in  supermarkets.  It  I 
coffee  to  airlines.  You  also  can  tl 
the  brand  stamped  on  bottled  F  pi 
puccino  drinks,  courtesy  of  a  tf 
with  PepsiCo. 

WTiat's  wrong  with  this  expans 
Just  that  it  could  conflict  with 
brand  image.  People  pay  up  to  $i'.l 
for  a  caffe  latte  because  it's  suppc  ti 
to  be  a  premium  product.  When  m 
see  the  Starbucks  name  on  whad 
airline  is  pouring,  you  wonder. 

"Starbucks  is  losing  its  whil 
someness,"  grouses  restaurant  ova 
Hamid  Mousavi,  38,  as  he  sips# 
morning  brew  at  a  Coffee  Beaijj 
Tea  Leaf  cafe,  across  the  street  frcji 
Starbucks  in  West  Los  Angeles.    I 

The  competitors,  meanwhile,  « 
going  mass  market,  too.  Pull  up  tt 
Mobil  gas  station  and  the  convenk  it 
store  has  certified  organic  coffee  5 
plied  by  Green  Mountain  Coffee 
McDonald's  pours  a  blend  from  S': 
tie  Coffee  Co.  in  the  Pacific  Northw 

Growth  has  to  come  from  so 
where.  On  the  retail  front,  Starbuc 
trying  to  increase  its  average  sales  t 
et  price — which  a  competitor 
hasn't  budged  in  nearly  three  ye; 
expanding  its  food  offerings, 
means  everything  from  Krispy  Kre 
doughnuts  in  a  New  York  City  tes 
Fresh  Fields  gourmet  sandwiche 
Washington,  D.C.  It  also  is  test 
table  service  in  Seattle  at  Cafe  S 
bucks,  along  with  hot  meals  and  al 
hoi.  And  in  San  Francisco  it's  go 
bohemian  with  Circadia — a  coft 
house  concept  with  tattered  rugs,  hi 
speed  Internet  ports  and  live  music 

Starbucks  hopes  more  grub  > 
draw  traffic  at  lunch  and  dinne 
when  its  cafes  aren't  as  busy.  But 
introduction  of  food  potentially  cc 
plicates  the  simplicity  and  speed 
Schultz's  original  concept. 

"From  a  preference  standpoi 
Howard  would  probably  not  have 
go  into  the  mix  he's  entering,"  s 
Tom  O'Keefe,  chief  executive 
Seattle- based  Tully's  Coffee,  a  St 
bucks  competitor.  (Schultz  declir 
repeated  requests  to  talk  to  Form 

Another  Starbucks  venture:  selli 
its  Batista  line  of  espresso  machines  a 
ceramic  mugs  in  other  retail  chai 
Maybe  consumers  will  be  more  apt 
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•hy  them  at  department  stores  than  in 
V:  cafes,  where  merchandise  sales 
^lled  during  December. 

linen  there's  the  recent  acquisition 

d  Tazo,  a  high-end  tea  company. 
flrhaps  Schultz  can  create  a  con- 
jtuency  of  tea  snobs. 
,  iHis  larger  challenge:  to  re-create 
i  institution  and  keep  it  from  going 
«Je.  That's  a  tall  order — make  that  a 
mtti  order.  Some  companies  have 
irewdly  managed  to  do  so.  The  Gap 
rjrnt  from  selling  jeans  and  T  shirts  to 

•coming  America's  most  popular 
Ipthier,  offering  everything  from 
[Jen's  suits  to  body  lotion.  Others, 

ch  as  McDonald's,  can't  go  far 
fvond  burgers  and  fries. 

If  Starbucks  is,  in  the  end,  the 
•cDonald's  of  coffee,  that's  not  the 
{id  of  the  world.  Mickey  D's  stock 
lades  at  a  hearty  36  times  trailing 
trnings.  But  that  kind  of  multiple 
puld  price  Starbucks  at  $27 — a  long 
hip  down  from  its  current  $51.   Hi 


Caffeine  rush 


The  number  of  coffeehouses  in  the  U.S.  has  grown  from  only  500  in  1991 
to  nearly  7,000  today,  according  to  the  National  Coffee  Association. 
Here's  a  look  at  the  players  trying  to  duplicate  Starbucks'  success. 


Company                Number  of  stores 

Description 

Second  Cup  Ltd 

318* 

Canadians  operate  Gloria  Jean's,  Coffee  People,  Coffee  Plantation 

Caribou  Coffee 

124 

The  lodge  as  coffeehouse 

Seattle  Coffee  Co 

72 

Operates  as  Seattle's  Best  Coffee;  often  sells  through  others 

Tully's  Coffee 

54 

Frequently  opens  across  the  street  from  Starbucks 

Peet's  Coffee  &  Tea 

44 

Granddaddy  of  the  industry;  a  favorite  among  the  purists 

Diedrich  Coffee 

43 

Regrouping,  expanding  in  the  South 

*Stores  in  the  U.S.  only. 

Sources:  Fresh  Cup  magazine;  Forbes. 

wiriariiMflia  Sports  radio  stations  are  the 
hottest  gig  in  broadcasting. 

\  guy  thing 


•  y  Chandrani  Ghosh 

r's  1:15  P.M.  on  wfan-am,  an  all-sports  radio  station  in 
.  Jew  York  City,  and  hosts  Mike  Francesa  and  Chris  (Mad 
.  )og)  Russo  are  loudly  lamenting  the  New  York  Jets'  loss 
-  )  the  Denver  Broncos  last  month — which  blew  the  Jets' 
i  nance  to  play  in  the  Super  Bowl.  "The  Broncos  were  ripe 
l  3  be  taken,  and  they  should  have  been  taken!"  says  Mike. 
•   lad  Dog  growls:  "No  doubt  about  it!" 

They  yell.  They  talk  over  each  other.  They  hang  up  on 
;  all-in  listeners  who  sound  uninformed  to  keep  the  show 
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moving.  Imagine  two  guys  in  undershirts  chugging  Bud- 
weiser  and  ranting  about  anything  to  do  with  sports. 

There  is  big  money  in  tiiis  stuff.  Even  though  sports  sta- 
tions reach  only  a  small  audience — typically  less  than  3%  of 
the  market — the  niche  is  very  lucrative,  wfan  is  die  highest- 
grossing  radio  station  in  the  country,  pulling  in  more  dian 
$50  million  in  ad  billings  for  each  of  the  past  two  years. 

The  number  two  station,  at  $38  million,  is  wltw,  an 
"easy  listening"  FM  outlet  in  New  York.  Bought  for  $20 
million  in  1986  by  Emmis  Communications,  WFAN  sold  for 
$70  million  to  cbs'  Infinity  Broadcasting  subsidiary  in 
1992.  It's  now  valued  at  about  $300  million — double  what 
am  stations  in  New  York  have  been  selling  for  recently. 

Numbers  like  that  do  not  go  unnoticed.  From  zero  a 
little  more  than  a  decade  ago,  the  number  of  sports  radio 
stations  has  grown  to  251  nationwide.  Even  small  markets 
like  Abilene,  Tex.  and  Fargo,  N.D.  can  support  one 
because  sports  is  such  a  local  phenomenon  and  people  are 
passionate  about  it.  Chicago  has  three  all-sports  stations. 
All  the  more  opportunity  to  rant 
about  the  Bears'  miserable  season — or 
the  decimation  of  the  Bulls,  now  that 
Jordan,  Pippen  and  Rodman  are  gone. 
The  appeal  to  advertisers  is  simple. 
■flan  A  company  pitching  beer  can  buy  a 

spot  on  a  hard  rock  station  that  tar- 
gets men  in  their  20s;  a  mainstream  rock  station  that  goes 
after  men  in  their  30s;  a  golden-oldies  station  that  attracts 
older  listeners — or  a  sports  station  that  hooks  the  entire 
25-to-54-year-old  male  market.  In  analyzing  Simmons 
market  research,  New  York-based  Interep,  which  sells 
radio  commercial  time  to  national  advertisers  and  agen- 
cies, says  that  37%  of  a  typical  sports  station's  listeners 
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Professional  gasbags 
Francesa,  Russo 
A  hot  mix  of  talk 
and  testosterone. 


have  household  incomes  above  $75,000;  the  portion  for 
radio  in  general  is  21%. 

"All  my  friends  in  the  industry  thought  I  was  an  idiot," 
says  Jeffrey  Smulyan,  51,  chairman  of  Emmis  Communi- 
cations, who  in  1987  converted  wfan  to  all-sports  from 
music.  "People  thought  it  was  too  narrow — that  nobody 
would  listen  to  sports  all  day,"  he  says. 

For  the  first  few  years  wfan  bumped  along  at  1%  of  the 
market.  But  with  teams  like  the  Yankees,  Knicks,  Mets 
and  Jets  capturing  more  fan  interest,  wfan  did  better, 
too — more  than  doubling  its  penetration,  to  2.8%.  CBS 
won't  talk  numbers,  but  industry  experts  figure  wfan's 
operating  income  (profit  before  depreciation,  interest  and 
taxes)  is  running  55%  of  ad  billings.  That  would  make  it 
one  of  the  most  profitable  stations  in  the  country. 

Sports  radio  programming  is  cheap.  Networks  barter 
syndicated  sports  shows  in  exchange  for  time  to  run  com- 


mercials. Throw  in  something  like  Mike  and  the  Mad 
and  play-by-play  broadcasts  of  local  teams,  and  you've 
a  format — one,  moreover,  that  accommodates  more  c  J 
mercials  per  hour  than  many  other  types  of  programm| 
You  can  charge  more  to  reach  each  listener,  too. 
gets  $470  per  minute  compared  with  $358  at  wqc| 
New  York  jazz  station  that  reaches  more  listeners,  acq 
ing  to  media  analyst  Duncan's  American  Radio. 

A  recent  convert  to  the  all-sports  format  is  kvet-/ 
Austin,  Tex.  Its  owner,  Capstar,  which  has  22  sports  !| 
tions,  converted  what  used  to  be  a  largely  news  talk  \ 
tion.  There's  never  a  lack  of  stuff  for  guys  to  talk  abr 
the  University  of  Texas  Longhorns,  the  Cowbf 
Rangers,  Astros  and  Spurs.  Revenues  at  the  stat 
during  the  first  quarter  of  the  new  format,  popped  \\ 
from  the  same  period  a  year  earlier,  to  $426,000. 

Why  didn't  somebody  think  of  this  sooner? 


IMEE0  Nielsen's  network  customers 
are  whining  that  TV  ratings  numbers 
are  out  of  whack.  Nielsen  shrugs. 

Don't  shoot 
the  messenger 


By  Michelle  Conlin 

Bad  blood  between  the  broadcast 
networks  and  Nielsen  Media 
Research  over  whether  ratings  are 
accurate  hit  a  new  low  in  December: 
nbc's  irate  research  chief  threatened 
to  file  a  suit  against  the  New  York- 
based  audience  survey  outfit. 

The  catalyst  was  Nielsen's  shocking 
report  that  TV  viewership  in  the  criti- 
cal 18-to-34-year-old  age  group 
dropped  6%  in  the  past  year.  Put 
another  way,  young  viewers  appar- 
ently spent  30  minutes  less  per  week 
watching  TV,  presumably  choosing 
instead  to  rent  videos,  surf  the  Net  or 
listen  to  Puff  Daddy's  latest  CD. 
"Third  World"  is  how  abc's  senior 
vice  president  of  research,  Alan 
Wurtzel,  describes  Nielsen's  current 
audience  measurement  capabilities. 

Given  that  the  three  major  networks 
account  for  16%  of  its  $400  million  in 
1998  revenue,  you'd  expect  Nielsen  to 
be  abashed  about  the  criticisms.  Bui 
Chief  Executive  John  Dimling,  a 
ruddy-faced  mathematician  who  has 
been  running  Nielsen  since  1993,  is  not 
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the  least  bit  nervous. 
"Our  data  are  accu- 
rate, and  that's  not 
good  news  for  the 
networks,"  he  says. 

The  networks'  B^^B 
share  of  prime-time 
viewing  is  47%,  down  from  the  90%  they 
had  in  the  1979-80  broadcast  season. 
Just  as  those  numbers  have  eroded,  the 
networks  are  simply  not  as  important 
to  Nielsen's  bottom  line  as  they  once 
were:  84%  of  Dimling's  revenues  now 
come  from  local  stations,  cable  net- 
works and  advertising  agencies.  Plus, 
the  networks  have  nowhere  else  to  go 
for  ratings.  Last  summer  they  briefly 
flirted  with  starting  their  own  ratings 
service.  But  they  decided  it  wouldn't 
carry  much  credibility  with  advertisers. 

So  network  moguls  must  fall  back 
on  their  old  argument  that  Nielsen 
numbers  don't  accurately  reflect  view- 
ing habits.  Why?  Because,  they  argue, 
Nielsen  measures  in  5,000  mainly 
middle-income  homes.  Poor  people, 
vacation  homes,  offices  and  bars  are 


Nielsen  Chief  Executive  John  Dimling 
The  customer  isn't  always  right. 


p>  underrepresenteJ 
3  ignored  altogethl 
§       But  how  ab| 
I  that  important 
i  to-34   age    grc 
The  networks  arJ 
these  younger  vi| 
ers  are  simply  l| 
about       puncl 
their  personal  ccJ 
into    the    Niell 
people         met  I 
These       are 
gizmos     that 
whether  a  white 
year-old  male  cl 
20-year-old  Hispl 
ic  female  is  watl 
ing.  So  the  netwcl 
say  more  18-to- 
year-olds  are  watching  than  Niel 
actually  reports.  Not  so,  says  Nielse 
Dimling  is  throwing  the  networl 
bone  or  two.  He  has  promised  a  r 
service,  called  N  Power,  that  will  all 
customers  to  pay  a  flat  fee  to  ace  5 
Nielsen's  Dunedin,  Fla.  data  wareho  : 
from  their  desktops.   Dimling  say  t 
will  be  available  by  the  second  quar  : 
The  Web  is  very  much  in  Nielse  5 
future,  too.  Dimling  just  bough  t 
25%  stake  in  NetRatings,  a  Milpit  L 
Calif-based   company   that   has* 
patented  technology  to  measure  i : 
effectiveness  of  ad  banners. 

Meanwhile,  Dimling  is  hoping  I 
10%  earnings  growth  this  year,  to  $  I 
million  on  revenue  of  $444  millk  [ 
That's  growth  his  unhappy  netwx  \ 
customers  can  onlv  wish  for. 
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Vnen  Samuel  Bodman  wants  to  stake  out  new  territory 
f-  Cabot  Corp.,  he  doesn't  hire  an  investment  banker. 
I  hires  a  chemistry  professor. 

The  soot  king 


I  Bernard  Condon 

Jlals,  deals,  deals.  Merger-and- 
tquisition  brokers  cooked  up  SI. 6 
rllion  worth  of  them  in  the  U.S. 

I I  year.  Not  a  one  on  behalf  of 
|.bot  Corp.,  the  $1.6  billion  (sales) 


manufacturer  of  carbon  black  and 
other  industrial  chemicals.  Samuel 
Bodman,  the  60-year-old  ex-college 
professor  who  has  been  running 
Cabot  since  1987,  doesn't  want  to 


hear  from  investment  bankers. 

"The  people  selling  know  more 
about  the  business,  and  its  problems, 
than  the  one  who  is  buying,"  he 
explains.  "So  the  buyer,  in  essence, 
is  saying  that  he  can  run  the  business 
better.  I  simply  don't  believe  we're 
smarter  than  a  lot  of  people  in  this 
industry." 

But  he  must  be  smart.  How  else 
could  he  have  doubled  Cabot's  net 
profit  margin,  to  7.4%,  over  the  past 
decade?  Remember,  this  is  not  a 
software  company.  It's  an  old-line 
commodity  producer. 

To  oversimplify  a  bit,  Cabot  is  in 
the  business  of  selling  soot,  sand 


Cabot  Corp.'s 
Samuel  Bodman 
Money  for 
molecules, 
not  mergers. 


•orbes  ■  February  22,  1999 
m 


63 


Jet  Aviation 
Our  World  Revolves  Around  You 


During  the  past  four  decades,  Jet  Aviation  and 
its  3,000  employees  at  over  30  locations 
worldwide   have    been   dedicated   to 
providing  its  clientele  with  uncompromised 
executive  aviation  services. 


Whether  your  needs  are  for  charter  or 
complete  aircraft  management,  our  people 
provide  you  with  the  turnkey  solution  and 
service  to  maximize  your  aircraft  investment 


Because  we  operate  the  world's  largest  charter  fleet  of  corporate 
and  private  jets,  we  can  fly  you  wherever  your  destination  may  be. 
Around  the  globe,  Jet  Aviation's  staff  is  at  your  disposal  24  hours  a 
day  and  will  handle  all  your  planning  and  reservation  needs 


immediately.  Within  hours  the  aircraft; 
suits  your  travel  itinerary  best  will  be 
disposal  at  the  airport  of  your  <] 
Enjoy  the  state-of-the-art  interior 
aircraft  and  let  your  crew  fly  you  in  co  | 
comfort  and  safety. 

If  you  already  own  an  aircraft,  const] 
Aviation  as  your  management  company  of  1 1 
Since  1972,  Jet  Aviation's  professional' 
management  has  helped  man}'  owners  enjoy  the  c 
and  convenience  expected  from  aircraft  ownership.  No  w  1 
more  than  100  corporations  and  individuals  entrust  their ; ' 
and  all  operational  details  to  Jet  Aviation.  We  focus  oi 
travel  needs,  which  allows  you  to  focus  on  your  business. 
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^£^    JEW  HVIRTMOIV 

THE  ONLY  GLOBAL  BUSINESS  AVIATLON  SERVLCE  COMPANY 
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mud.  Doesn't  sound  like  high 
hnologv,  but  Bodman  has  been 
owing  big  money  into  research, 
bot's  R&D  spending  now  stands 
83  million  a  year,  or  31%  of  its 
tax,  pre-R&D  income. 
Vhat  do  the  scientists  get  for 
ir  efforts?  Take  a  look  at  carbon 
ck — soot,    that    is — which    has 
en  Cabot's  core   product   ever 
ce  the  company's  founding  in 
82.  This  form  of  purified  carbon 
added   to    rubber   to    make    it 
gher. 
Two  years  ago,  eight  decades  after 
bon  black  was  first  added  to 
bber,  Cabot  came  out  with 
ew  use  of  carbon  black  in 
bber    that    reduces    leaks 
tires.  Tiremakers  including 
odyear  and  Michelin  are 
g  the  product  this  year  in 
me  of  their  new  models. 
Cabot  has  also  developed 
acker  blacks  with  a  new 
bon-soot  ink  that  goes     ^^M 
to  ink-jet  printers.  And  it  is 
ying  to  get  manufacturers  of  plas- 
c  dinnerware  to  use  its  carbon 
lack  to  strengthen   their  plates, 
>rks  and  knives. 

Cabot  sells  fumed  silica — a  pure 
ust-like  form  of  silicon  dioxide,  the 
rincipal  component  of  sand. 
odman  hired  Daniel  Gilliland  away 
om  DuPont  five  years  ago  to  add 
)me  spice  to  Cabot's  fumed  silica 
lies.  When  Gilliland  arrived,  he  was 
anded  a  25-page  report  by  a  Cabot 
esearcher  concluding  that  no  new 
roducts  could  be  developed  from 
timed  silica. 

Gilliland  thought  not.  There  are 
iOw  16  products  that  entered  the 
narket  last  year  or  are  about  to  enter 
his.year,  including  an  easier-flowing 
>aint  for  car  parts  and  an  insulation 
naterial  for  stoves  and  refrigerators. 
As  for  the  mud  business,  there  are 
nteresting  prospects  here,  too.  The 
Tiud  we're  talking  about  is  drilling 
mid,  the  heavy  fluid  used  to  lubri- 
:ate  drill  bits  in  oil  wells  and  to  carry 
iway  the  rock  waste. 

British  Petroleum  is  trying  out  a 
new  Cabot  chemical  that,  compared 
to  traditional  drilling  mud,  promises 
to  cut  by  half  the  time  it  takes  to 
drill  a  deep-sea  oil  well.  Cabot's 
product  does  a  better  job  of  keeping 
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the  well  from  clogging  up  while 
being  drilled.  The  fluid  is  made  from 
cesium.  Cabot,  it  turns  out,  owns 
75%  of  the  world's  known  supply  of 
cesium,  all  from  a  mine  in  Manitoba, 
Canada  bought  for  $3  million  in 
1992  before  it  realized  this  new  use 
for  the  chemical. 

Bodman  is  something  of  a  Renais- 
sance man.  He  started  out  teaching 
chemical  engineering  at  MIT.  Then  he 
worked  as  a  venture  capitalist  under 
the  tamed  Georges  Doriot  and  spent 
17  years  rising  through  the  ranks  at 
Fidelity     Investments,     eventually 


Five  years  ago?  A  25 -page 
report  from  the  labs  stating  that 
nothing  could  be  developed  from 
tired,  old,  filmed  silica.  Today? 
Sixteen  new  products,  including 
high-profit  paints  and  insulation. 


becoming  president.  But  he  seems  to 
be  an  alchemist  at  heart,  bent  on 
hiring  people  to  invent  things. 

"•Publishing  in  obscure  journals 
just  doesn't  do  it  anymore,"  says 
Dennis  Dalton,  who  left  his  job  last 
year  as  an  assistant  professor  at 
Williams  College  to  come  work  for 
Rodman  on  new  carbon-black  com- 
pounds. "People  here  want  the  sat- 
isfaction that  comes  from  having 
come  up  with  a  commercial  prod- 
uct. We  wtant  to  be  the  next  guy 
who  invents  3M  Post-its  or 
[DuPont's]  Teflon." 

So  far  Cabot  has  no  home  run  like 
Teflon,  but  it  is  producing  some  sin- 
gles and  doubles.  Jeffrey  R.  Spetal- 
nick  is  an  independent  analyst  in 
New  York  who  covered  chemicals 
for  nine  years  at  CIBC  Oppenheimer. 
He  estimates  that  six  major  products 
introduced  since  1995  will  generate 
$260  million  in  revenues  in  2000, 
13%  of  Cabot's  total. 

That  contribution  will  help  Cabot 
to  net  $150  million,  or  $2.15  a 
share,  in  the  fiscal  year  that  ends 
Sept.  30  that  year,  he  predicts. 
Within  five  years,  says  Spetalnick, 
these  new  products  will  bring  in  as 
much  as  $1.2  billion  in  annual  sales. 

Who  needs  investment  bankers?  tM 


It's  the  world's  first  flat 
panel  multimedia  speaker. 

You  have  to  hear  them  to  believe  them. 

Instead  of  a  cone,  a  .25mm  flat  panel 
vibrates,  projecting  sound  360! 

It's  the  greatest  advance  in  audio  since 
the  invention  of  the  speaker  itself. 

For  computers,  home  and  portable 
stereos,  stereo  Ws  and  cd  players. 

Call  1-888-9BENWIN  to  order,  or  visit 
our  on-line  store  at  www.benwin.com 


The  BW2000  speaker  system, 
with  two  flat  panel  speakers  and  a 
subwoofer,  retail  priced  at  $129." 

30-day  money  back  guarantee'. 

BEN  WIN 

The  new  shape  of  sound 

The  future  of  audio  is  available  now  from  Benwin, 
the  new  leader  in  flat  panel  speaker  technology. 

1-888-9BENWIN 

www.benwin.com 

626-935-8888 


•Less  shipping  and  handling. 

)  1999  Kwong  Quest.  LLC.  All  rights  reserved.  Based  on  NXT  technology. 

NXT  is  a  trademark  of  New  Transducers  Limited.  F0RBES2.99 


There's  money  to  be  made  exporting  American  retailing  concepts. 
Real  estate  developer  Joseph  Kaempfer  wants  a  piece. 

The  mailing  of  Europe 


By  Howard  Banks 

His  head  swathed  in  ban- 
dages from  a  nasty  softball 
whack  at  a  company  picnic, 
real  estate  developer  Joseph 
Kaempfer  was  sitting  on  his 
back  porch  in  northern  Vir- 
ginia in  the  summer  of  1992, 
nursing  a  headache  of  a  differ- 
ent sort:  His  property  busi- 
ness, developing  office  build- 
ings in  Washington,  D.C.,  was 
going  nowhere. 

Thank  heaven  for  distrac- 
tions: Who  should  arrive  to 
cheer  him  up  but  former  boss 
and  business  partner  Alan 
Glen,  a  developer  of  outlet 
malls.  Glen  stopped  in  to  visit 
his  friend  but  also  to  ask 
whether  Kaempfer  would  be 
interested  in  starting  with  him 
a  company  to  develop  dis- 
count oudet  malls  in  Europe. 
The  business  was  to  be  head- 
quartered in  Britain. 

Sold!  Kaempfer,  now  51, 
was  a  confirmed  Anglophile, 
fond  of  driving  two-seater  British 
roadsters.  But  he  saw  more  than  just 
an  opportunity  to  live  in  London 
while  the  Washington  property 
market  recovered.  He  knew  that 
Europe  hadn't  yet  embraced  the  idea 
of  disccunt  oudet  malls  and  that  a  lot 
of  U.S.  companies  like  Nike,  Levi 
Strauss  &  Co.  and  Calvin  Klein  were 
eager  to  jump  in. 

Once  in  Britain,  his  Washington 
business  in  the  hands  of  a  trusted 
assistant,  Kaempfer  wasted  no  time. 
First,  he  quickly  inked  a  deal  with  the 
British  Airports  Authority — famous 
for  signing  up  retailers  at  airports 
using  leases  tied  to  a  percentage  of 
store  sales.  Kaempfer  and  BAA  each 
put  S13  million  in  capital  into  baa 
McArthurGlen;  B.A*  lent  another  S50 
million.  Later  Kaempfer  bought 
Glen's  one-eighdi  stake  for  $1.25  mil- 
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<cWe're  making  Joe  a  rich 
young  man,"  says  BAA's 
Sir  John  Egan.  Quips  Joe: 
'Td  like  to  think  that  I 
had  something  to  do  with  it.' 


lion  and  other  investors'  stakes  for  $6 
million. 

Within  16  months  he  opened  the 
first  of  what  are  now  five  malls,  each 
with  up  to  120  discount  outlets — 
including  Ralph  Lauren,  Disney, 
Armani,  Nike  and  Gap — jammed  with 
shoppers  suddenly  delighted  to  be 
paying  30%  to  40%  less  than  they 
would  pay  at  Selfridges  or  Harrods. 

The  malls  are  now  ringing  up  retail 
sales  of  over  $500  million  a  year, 
which    means    lease    payments    to 


Joe  Kaempfer  at  a  mall  in  Swindi| 
Big  bargains  for  Brit  shop 


Kaempfer  of  S60  millior| 
year,  baa's  chief  executive, 
John  Egan,  who  has  since  1(1 
almost  $400  million  to  tl 
venture,  says:  "We're  makij 
Joe  a  rich  young  man."  Qui 
Joe:  "I'd  like  to  think  thai 
had  something  to  do  with  i  I 
What's  nextr  Expansion,! 
course.  There  is  already  oJ 
mall  operating  in  France,  a] 
one  in  Austria,  and  Kaempi] 
is  building  one  more 
France,  one  in  Italy  and 
in  Britain.  Others  are  plannil 
for  Spain,  the  Netherlanj 
and  Germany. 

Once  each  mall  is  \v| 
established,  the  plan  is  to  si 
majority  stakes  to  internaticl 
al  financial  institutions.  T] 
first  such  sale  came  1; 
November  at  the  Cheshij 
Oaks  Mall,  strategically  located  neal 
freeway  between  Chester,  Manchesij 
and  Liverpool  in  Britain's  north  Mi 
lands.  A  group  including  die  Norwil 
Union  insurance  company  bougl 
75%  for  SI 25  million.  Kaempfer  sa| 
Cheshire  Oaks  cost  S80  million 
build  and  that  he  used  the  sale  prl 
ceeds  to  pay  off  a  mortgage  of  S! 
million,  with  the  rest  available  to  p 
back  into  the  business.  The  partnc 
ship's  25%  stake  is  now  valued  at  S< 
million,  and  it  also  has  a  ten-ye] 
management  contract. 

Nice  business.  No  wondl 
Kaempfer  looks  so  relaxed  in  his  m 
and  expanded  offices  on  London 
Portman  Square.  His  Washingto' 
D.C.  office-building  operation 
making  money  once  again.  And  ht ! 
getting  more  time  these  days  to  dri 
around  in  his  new  T\"R  roadster.     I 
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a  Warburg  Dillon  Read 


Issued  by  UBS  AG  acting  through  its  Investment  Banking  Division,  Warburg  Dillon  Read,  regulated  In  the  UK  by  the  SFA,  to  persons  who  are  not  private  customers  in  the  UK. 
In  the  US,  Warburg  Dillon  Read  LLC,  a  subsidiary  of  UBS  AG,  is  a  registered  broker-dealer  and  member  of  SIPC,  the  New  York  Stock  Exchange  and  other  leading  exchanges. 


giving 

Can't  get  your  favorite  charity  to  accept 
your  commercial  real  estate  as  a  donation? 
A  new  REIT  based  in  Santa  Fe  might  help  out. 

The  office-park 
deduction 


By  William  P.  Barrett 


An  ASSOCIATE  OF  H.  Garrett  Thorn- 
burg  Jr.,  a  Santa  Fe,  N.M.  money 
manager,  was  visiting  a  charity  last 
year  when  he  overheard  a  telephone 
conversation.  The  head  of  the  chari- 
ty was  turning  down  a  donation  of  a 
large  piece  of  real  estate.  The  charity 
had  no  expertise  managing  property, 
the  executive  explained — not  to  men- 
tion tax  liabilities,  the  mortgage  and 


any  number  of  possible  surprises. 

That  conversation  got  Thornburg 
and  his  associate,  John  (Jay)  Grab, 
thinking.  The  result:  The  first  real 
estate  investment  trust  that  specializes 
in  acquiring  property  from  owners 
with  a  charitable  intent.  The  givers 
ret  their  tax  deductions  while  their 
o  signated  charities  benefit  without 
the  hassle  of  direct  ownership. 


Although  he  has  yet  to  close  ( 
deal,  Thornburg,  a  former  B 
Stearns  limited  partner,  is  already 
talk  of  the  fundraising  world.  Bee; 
charities  usually  want  nothing  tc 
with  donations  of  shopping  cent 
office  buildings  and  the  like, 
estate  accounts  for  only  2%  of 
roughly  $140  billion  in  yearly  ch 
table  contributions.  But  there 
many  property  owners  out  there  1 
might  give  away  some  assets — pai 
ularly  if  the  tax  deduction  is  high 

With  securities,  it's  easy  to  gl 
nice  deduction.  If  you  buy  a  shar  ) 
Amazon.com  at  $10  and  give  it  a| 
when  it's  worth  $100,  you  can  g 
$100  charitable  deduction  witht 
ever  paying  capital  gain  tax  on  |( 
$90.  It's  harder  to  pull  this  off  w. 
the  donated  asset  is  not  stock  \ 
mortgaged  real  estate.  The  rrn 
problem  is  a  tax  rule  penalizing  clr 
ities  with  debt-financed  property:. 

Thornburg  seems  to  have  soli 
that  problem.  His  REIT,  called  Anir- 
ican  Foundation  Realty,  turns  dorj 
ed  real  estate  into  securities.  A  dotl 
would  transfer  a  debt-encumbe 
property  to  a  limited  partners  p 
under  Thornburg's  REIT.  Using  c  I 
raised  by  selling  its  shares  or  drawj 
on  a  line  of  credit,  American  Fo 
dation  would  pay  off  the  mortga  | 
The  donor  would  get  back  partr 
ship  shares  equaling  fair  market  va  c 
of  the  property  less  paid-off  debt 

Although  it's  not  required, 
donor  then  would  be  expected  3 
give  the  partnership  shares  to 
charity,  avoiding  most  capital  g.v 
taxes  on  appreciation  and  also  gett  j 
a  current  tax  deduction. 

Example:  You  own  an  apartm 
building  with  a  fair  market  value 
$4  million  and  a  "basis"  (adjus 
cost  for  tax  purposes)  of  $2  milli> 
It's  subject  to  a  $1  million  mortga 
You  could  get  a  $3  million  charita 
deduction  without  having  to  deel 
more  than  a  small  amount  of  your 
million  paper  profit  as  a  capital  ga 

Donors  could  also  put  the  partr  • 
ship  shares  in  a  charitable  remain'  r 
trust,  a  popular  estate-plann: ', 
device  in  which  donors  or  their  b  - 
eficiaries  draw  income  for  life,  w  l 
trust  assets  going  after  death  t<  i 
charity.  Internal  Revenue  Serv  £ 
rules  bar  such  trusts  from  holdin  I 
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When  the  employees  of  Capital  One 
had  some  things  to  say  about  their 

unusual  working  conditions, 
they  went  straight  to  the  authorities. 


The  author- 
ities, that  is.  who 
publish  a  sur\e\  in 
Fortune*  magazine. 
The  ones  who  travel 
the  country  e\  cry 
year  and  compile  the 
100  best  companies 
to  work  for  in 
America.  After  talking  to  27,000 
employees  nationwide  —  including 
many  of  ours  —  Capital  One  landed 
prominently  at  #41  on  the  list. 

Were  we  honored?  Who 
wouldn't  be.  alongside  Intel. 
Starbucks,  Nordstrom,  Sun 
Microsystems  and  L.L.  Bean. 
Actually,  truth  be  known,  we  were 
ranked  even  higher  than  they  were. 

So  what  does  it  take  to  make 
this  list  let  alone  the  top  half  of  it?  A  lot. 

The  survey  considered  pay, 
benefits,  vacation,  child-care  and  dress 
code.  But  they  also  measured  things 
that  only  the  people  who  work  there 
can  describe  and  quantify.  Like  trust  in 
management.  Pride  in  work.  Job  secu- 
rity. Openness  of  communication 


between  management 
and  workers  at  all  lev- 
els. And,  not  to  be 
underestimated,  how 
much  fun  people  have 
at  work.  We  scored 
high  on  all  counts. 

At  Capital  One, 
our  associates  (the 
word  we  use  instead  of  employees) 
come  first.  All  full-time  associates 
receive  medical,  vision  and  dental 
coverage  starting  the  first  day  on  the 
job.  Not  to  mention,  10  paid  holi- 
days, 3  family  care  days  and  3  weeks 
of  vacation  the  very  first  year  on  the 
job. 

We  don't  just  help  pay  for 
child-care,  we  go  out  and  find  it  for 
everyone  who  needs  it.  And  of 
course,  there  is  a  great  40 IK  plan  and 
casual  dress  all  week  long.   But  the 
ways  we  respect  our  associates  go 
beyond  that. 

People  at  Capital  One  are 
rewarded  for  performance,  not  for  the 
position  they  happen  to  hold.  Every- 
one is  offered  stock  in  the  company. 


And  always  at  a  1 5%  discount. 

Everyone  is  eligible  for 
cash  incentives.  Everyone  is  eligible 
for  100%  tuition  reimbursement 
when  they  continue  their  education. 

So  what  about  this  concept  of 
fun  in  the  workplace?  Capital  One  man- 
agers have  a  quarterly  "fun  budget"  for 
every  person  they  manage,  to  make  sure 
work  and  play  stay  in  balance. 

Does  all  this  really  translate 
into  a  great  place  to  work?  Looking 
at  the  numbers,  93%  of  the  people 
who  work  for  Capital  One  are  happy 
with  their  benefits.  90%  voted  this  a 
fun  place  to  work.  And  95%  say  they 
are  proud  to  work  here. 

Capital  One  is  one  of  the 
leading  credit  card  issuers  in  the 
country,  and  we  continue  to  experi- 
ence extraordinary  growth.  We  now 
employ  more  than  10,000  people 
nationwide.   If  you're  not  one  of  us, 
maybe  you  should  be.  For  more 
information  on  the  many  positions 
available,  visit  our  website  at 
www.capitalone.com. 


Capital  Que 

Capital  One  is  an  Equal  Opportunity  Employer  committed  to  diversity  in  the  workplace. 
We  promote  a  drug-free  environment 
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FLEXJET 

Its  your  time, 
invest  it  wisely. 

Someone  -  Einstein,  maybe  -  once  tried  to 
prove  that  time  equals  money.  But  he  was 
wrong.  Time  is  much  more  valuable. 

•T-1  hanks  to  our  Flexjet*  Fractional  Ownership 
A   program,  you  can  invest  the  time  you 
currently  spend  waiting  to  fly  in  something  a  little 
more  profitable. Taking  care  of  business,  for 
instance.  It's  simple:  starting  with  a  remarkably 
affordable  $175,000**  investment,  you  can  own 
as  much  of  a  Learjet*  or  Challenger*  business  jet 
as  you  need,  direct  from  the  manufacturer.  But 
it's  up  to  you.  After  all,  it  is  your  time,  and  where 
you  invest  it  is  your  business.  To  learn  more,  give 
us  a  toll-free  call  at  1-800-FLEXJET  (353-9538). 
As  we  like  to  say  we're  ready  when  vnn  are 
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BOMBARDIER 

AEROSPACE 

"Trademarks  of  Bombardier  Inc. 
* "  Estimated  annual  after-tax  cost  of  ownership  ■ 
{500  occupied  hours  over  five  years)  in  a  Learjet  31A.  Conditions  apply 

(Once  in  a  lifetime 
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orld  admired  pleasures  sculpt  each  sparkling 
day  at  The  Cloister  on  Sea  Island,  Georgia. 

Legendary  sports -golf,  tennis,  private  beach 
and  Beach  Club.  Shooting  School,  seaside  Spa. 
Dining,  dancing,  shining  service.  Seventy  years 
of  devotion  to  generations  of  families 


who  return  time  after  time  to  this  happy  isle 

Visit  us  soon,  won't  you?  Call  800SEA  IS! 
Ilic  Cloister.  Sea  Island.  Georgia  31561. 


\^y       ^THE  CLOIS' 


CLOISTER' 


\vu\v  seaisland.com   Home  rentals  and  "I2-638-36II. 
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donor's  mortgaged  assets. 

The  charity?  It  gets  cash  flow 
no  ownership  worries.  If  Thornbl 
succeeds  in  taking  the  REIT  pu( 
within  two  years,  the  charity  col 
convert  its  units  and  sell  the  shal 

Thornburg  expects  to  be  ofrei 
lots  of  crappy  stuff,  so  he'll  be  pi<[ 
A  property  must  have  at  1(1 
$500,000  of  net  value  and  a  debt{ 
equity  ratio  below  50%.  No  raw  1;| 
without  immediate  developmi 
potential.  A  solid  cash  flow  reconl 
a  must.  But  property  with  fixal 
environmental  problems  is  possibj 

So  who  is  Garrett  Thornburg?  C| 
smart  cookie.  Now  52,  he  pioneel 
a  way  of  turning  industrial  devel<| 
ment  bonds  into  tax-exempt  moil 
market  funds.  He  chucked  New  Yij 
nearly  two  decades  ago  for  N| 
Mexico's  ski  slopes  and  laid-bq 

Thornburg's  marketing 
pitch  over  other  REITs: 
He's  helping  charities. 


lifestyle.  An  art  patron,  he  sits  on  s<J 
eral  charity  boards. 

His  Thornburg  Management  C| 
runs  portfolios  and  operates  t| 
mutual  funds,  with  $2  billion  in 
Its  one  REIT,  Thornburg  Mortgal 
Asset,  which  buys  up  home  mo  [ 
gages,  hasn't  done  so  well,  but  th 
neither  have  most  mortgage  REITs. 

The  main  risk  in  his  charitable  pll 
seems  managerial.  Thornburg  wol| 
be  running  an  extremely  diversifi  [ 
REIT,  with  all  kinds  of  propertij 
everywhere,  so  he  would  have  to  hij 
a  national  firm  to  manage  the  pro  J 
erties.  But  Thornburg  has  a  markt| 
ing  advantage  over  other  reits- 
can  claim  he's  helping  charities.  Thl 
do-good  pitch  could  persuade  done 
to  accept  a  haircut  on  value. 

Thornburg  has  put  up  $1.1  millic  I 
of  the  $2.8  million  in  equity  capil 
raised  so  far.  Says  he,  "We  want  to  <  | 
good,  but  we're  in  this  to  mal 
money,  too."  Investors  will  p. 
Thornburg  and  Grab  1%  as  an  ovel 
head  and  management  fee,  and  th 
will  be  on  top  of  any  property  ma) 
agement  fees  it  pays  to  local  proper  [ 
managers. 
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rofitable  Internet  Strategies  for  Mainstream  Media 


Forum 


MARCH  1-3,  1999    NEW  YORK  CITY 


Pre-Conference  Seminar:  Reinventing  Television— TV  in  the  Age  of  the  Internet 


Session  Highlights: 

Marrying  TV  To  The  Internet  -  Why  Bother? 

Content  For  Convergence 

But  Does  It  Make  Em  Cry? 

The  Potential  Of  Broadband  Advertising 

Placing  Bets: 

Which  Broadband  Platlorm  Should  You  Develop  On? 

Commerce  Is  King.  What's  Lett  For  Content? 

Portal  Deals:  Who  Pays  Who? 

Vision,  Hype  &  Reality: 

The  First  Movers  Discuss  The  Next  Move 

Partners  &  Portals  -  Reconciling  Content  and 
Distribution  Assets 

Internet  Business  Model: 

What's  The  Cost  Of  "Growth  At  Any  Cost  ? 

Category  Killers  at  the  Intersection  of  Content  and  Commerce 

Building  Audience,  Driving  Revenue: 
Features  and  Functionality  That  Matter  Most 


Demo  Finale:  Web  2000    March  3, 1999 

Jupiter's  popular  demo  finale  will  showcase  a  select  group  of  the  hottest, 
most  innovative  new  products  to  hit  the  consumer  Internet  scene  in  the  com- 
ing year.  To  submit  your  product,  visit 
—  .iup.com/events/torums/cot/demofinale 


Featured  Keynotes  Include: 

Barry  Diller,  Chairman  &  CEO  USA  Networks 

Jerry  Yang,  Chief  Yahoo!  Yahoo! 

Tom  Jermoluk,  Chairman  &  CEO  @Home 

Partial  List  of  Speakers: 

Steve  Heyer,  President  &  COO  Turner  Broadcasting 

Herb  Scannell,  President  Nickelodeon 

Halsey  Minor,  Chairman  &  CEO  CNET 

Scott  Cook,  Founder  Intuit 

Bill  Gross,  Founder,  Chairman  &  CEO  idealab! 

Richard  Smith,  Chairman,  Editor-in-Chief  Newsweek 

Michael  Lynton.  Chairman  &  CEO  The  Penguin  Group 

Jason  Olim,  Chairman  President  &  CEO  CDnow 

Steve  Perlman,  President  WebTV 

Alan  Citron,  President  USA  Networks  Interactive 

Martin  Peretz,  Chairman  &  CEO  New  Republic 

George  Bell,  President  &  CEO  Excite 

Mark  Cuban,  Chairman  &  President  Broadcast.com 

Lisa  Simpson,  President  Sony  Online  Entertainment 

Rich  Karlgaard,  Publisher  Forbes 

Jeremy  Verba,  President  E!  Online 

Steve  Necessary,  President,  PowerTV  Scientific-Atlanta 

Mitchell  Kurtzman,  CEO  Network  Computer 

Jim  Moloshok,  President  Warner  Bros.  Online 

Mike  Levy,  Chairman,  President  &  CEO  CBS  Sportsline 


To  register  or  receive  your  free  conference  brochure: 
Call-  800-773-4545  or  21 2-780-6060  x1 03      Web:  www.jup.com/events/forums/cof      E-mail:  jon@jup.com 
Exhibit  or  sponsorship:  Faine  Speyer,  21 2-780-6060  x1 1 8      E-mail:  faine@jup.com 
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We  helped  lay  the  g] 


#  * 


,,,»  M|M) 


Literally. 

Every  time  an  airplane  touches  down,  in  almost  any 
airport  in  the  world,  we  can  say  we  paved  the  way -because 
the  odds  are  our  machines  helped  build  the  runways. 

Caterpillar  machines  also  played  a  key  part  in 


developing  many  of  the  roads  and  railways,  br  I 
and  canals  that  carry  the  world's  commerce.  A  fl 
our  engines  provide  power  to  many  of  the  locc  im 
tives,  tugs,  and  trucks  that  travel  on  them. 

So  we're  proud  of  our  part  in  making  glol  II 


it  v  for  the  global  economy. 


possible.  But  we're  even  prouder  of  the  things 
wppen  when  trade  itself  takes  off.  Education, 
I.  communications,  and  jobs  all  flourish  in  a 
m  world  economy. 
laid  when  people  trade  together  they  exchange 


• 


ideas.  They  become  more  understanding  and  more 
open.  And  that  could  be  the  most  important  global 
trade  of  all. 

CATERPILLAR 


The  vice  president 
is  a  powerful  man 
because  he 
controls  environ- 
mental regulation, 
and  environmenta 
regulation 
pervades  our  lives 


Gore's 
crusaders 


By  Pranay  Gupte 
and  Bonner  R.  Cohen 


The  vice  presidency,  someone  once 
said,  is  a  spare  tire  on  the  automobile 
of  government.  (It  was  John  Nance 
Garner — fdr's  veep  for  the  first  two 
terms.)  But  in  today's  technologically 
complicated  and  heavily  regulated  soci- 
ety, a  vice  president  can  be  very  pow- 
erful indeed.  He  can  have  a  large  and 
lasting  impact  on  the  way  you  lead 
your  life  and  the  way  you  run  your 
business. 

Al  Gore  is  obsessed  widi  protecting 
the  environment,  and  he  has  the  means 
to  put  his  beliefs  into  law.  He  has 
seeded  such  bodies  as  the  Environ- 
mental Protection  Agency,  die  Council 
on  Environmental  Quality  and  the 


Department  of  Energy  with  his  friends, 
acolytes  and  ex-staffers;  from  those 
positions  the  Gore-ites  hold  sway  over 
a  large  part  of  the  federal  regulatory 
apparatus.  And  in  the  environmental 
arena  the  regulatory  apparatus  cuts  a 
wide  swath.  The  EPA  alone  expects  to 
issue  462  of  the  4,560  planned  rules 
diat  will  eventually  find  their  way  to  the 
Code  of  Federal  Regulations. 

In  the  environmental  sector  Con- 
gress has,  in  effect,  ceded  lawmaking 
power  to  the  executive  branch.  It  had 
to.  There  is  simply  no  way  that  legis- 
lators could  themselves  run  the 
experiments  and  make  the  scientific 
judgments  that  determine  the  details 


of  pollution  control  or  energy  c 
servation.  And  how  is  Vice  Presic 
Gore  on  science — the  science 
global  warming  or  resource  scar 
or  hazardous  chemicals? 

"The  things  Gore  believes  ar 
supported  by  facts,"  says  Will 
Happer,  a  Princeton  University  ph 
professor  who  worked  at  the  dep 
ment  of  energy  from  1991  to  19| 
"He  is  surrounded  by  like-min 
people,  and  they  all  want  to  save 
world.  That's  a  recipe  for  disaster.' 

Gore  gave  America  an  alarmir 
revealing  peek  at  his  environmei 
extremism  in  his  1992  bestsel 
Earth  in  the  Balance,  a  bleak  torn 
our  "dysfunctional"  society  that 
devoid  of  any  recognition  of 
potential  of  science  and  technolcj 
to  improve  lives. 

Reared  on  national  politics  and 
son  of  a  U.S.  senator,  Gore  has  p 
sued  his  agenda  as  the  most  powe 
vice  president  in  modern  history, 
ton  delegated  to  him  much  of  the  r 
that  will  define  our  future:  the  er. 
ronment,  energy,  technology,  info 
tion  systems,  housing.  He  is  Clintcj 
main  conduit  to  the  social  and  e 
nomic  development  programs  of 
United  Nations,  covering  such  issue 
climate  change  and  population  contj 

The  regulatory  efforts  of  the  I 
president's  loyalists  are  taking  he 
One  irksome  example:  The  Depa 
ment  of  Energy,  a  backwater  bri 
ming  with  Gore  lieutenants,  is  so 
ously  considering  dictating  that 
domestic  washing  machines  be  frc 
loading  rather  than  top  loadh 
Front  loaders  use  less  hot  watei 
never  mind  that  they  also  requ 
smaller  loads,  or  that  America's  wh 
goods  aren't  exactly  draining  t 
national  power  supply. 

New  standards  for  ovens,  wa; 
heaters,  fluorescent  lamps  and 
conditioners  are  in  the  works  at  D( 
Who's  energy  secretary?  It  is  Willi. 
Richardson,  previously  U.S.  amb; 
sador  to  the  U.N.  and,  before  that 
congressman  from  New  Mexico. 

Gore's  kitchen  cabinet  on  enviro 
mental  issues  also  includes  Carol  I 
Browner,  whom  he  persuaded  Pre 
dent  Clinton  to  name  head  of  t 
epa,  and  Gore's  former  Senate  stafi 
Kathleen  McGinty,  who  recenl 
resigned  as  director  of  the  Whi 
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Experience:         Helped  Prudential  Insurance  reengineer  their  sales 

L-   processes,  doubling  the  number  of  policies  sold 

and  raising  commissions  153%  in  the  pilot  program. 


Quote: 

"1  tell  my  clients  change  is  good. 
Eventually,  they  believe  me." 

Phone: 

1  800  IBM  7777,  ask  for  Services 

Web: 

www.ibm.com/services/info 

1  IBM  Global  Services 

I  People  who  think.  People  who  do.  People  who  get  it. 

Gore's  kitchen  cabinet 


A  Bruce  Babbitt 

Interior  Secretary, 
ex-governor  of  Arizona; 
as  president  of  League 
of  Conservation  Voters, 
he  said:  "We  must  iden 
tify  our  enemies  and 
drive  them  into  oblivion 


A  Jonathan  Lash 

Headed  Vermont 
Commission  of  Environ- 
mental Conservation; 
now  runs  World 
Resources  Institute, 
a  Gore-ish  think  tank  in 
Washington,  D.C. 


Bill  Richardson  ► 

Secretary  of  Energy; 
former  U.S.  perma- 
nent representative 
to  United  Nations. 
Going  after  top- 
loading  washing 
machines. 


House  Council  on  Environmental 
Quality,  but  is  likely  to  play  a  major 
role  in  Gore's  run  for  president. 

Another  ally,  Jonathan  Lash,  former 
attorney  general  of  Vermont,  is 
now  president  of  the  World  Resources 
Institute,  the  Administration1s  favorite 
eco  think  tank.  Maurice  F.  Strong, 
a  millionaire  Canadian  businessman 
and  former  secretary-general  of 
the  1992  United  Nations  Earth 
Summit,  is  Gore's  link  to  nongovern- 
mental organizations.  Also  close 
to  Gore  are  Time  Warner  honcho 
Ted  Turner  and  former  Senator  Timo- 
thy E.  Wirth  (D-Colo.),  who  now 
heads  a  Washington-based  foundation 
that  Turner  set  up  to  fund  U.N. 
projects. 

Do  these  eco-advisers  have  an 
antibusiness  bias?  Seems  that  way. 
Last  June  a  renegade  group  of  more 
than  a  dozen  epa  employees,  most  of 
them  scientists,  published  a  letter  in 
the  Washington  Times  harshly  criti- 
cizing their  own  shop.  They  alleged 
that  EPA  employees  "are  harassed, 
even  fired,  for  protesting  illegal  or 
irresponsible  behavior  by  managers." 

They  argued  that  agency  moves  are 
based  on  "poor  science"  and  that 
staffers  who  said  as  much  were 
harassed.  The  letter-writers  were 
responding  to  revelations  contained  in 
a  report  by  the  National  Wilderness 
Institute  showing  the  epa  ignored 
whistle-blower  warnings  about  fabri- 
cation of  agency  documents  in  a  Wis 
consin  wetlands  case,  and  that  it  had 


Maurice  F.  Strong  ► 

Canadian  businessman 
and  secretary-general  of 
the  1992  United  Nations 
Earth  Summit.  Also 
chairman  of  Costa  Rica- 
based  Earth  Council, 
an  activist  group. 


used  public  funds  to  bankroll  a  puppet 
foundation  to  win  control  of  Chesa- 
peake Bay  restoration. 

The  epa  pursues  drastic  policy  even 
when  sibling  agencies  vehemently  dis- 
agree. In  July  1997  the  epa  put  out 
tougher  standards  on  air  pollution. 
The  rules  on  particulate  matter  and 
ground-level  ozone  ignored  the  find- 
ings of  the  epa's  Clean  Air  Scientific 
Advisory  Committee,  which  found  no 
proof  that  the  new  standards  would 
measurably  improve  public  health.  But 
the  standards  will  be  costly — a  burden 
of  perhaps  $100  billion  a  year  over  and 
above  previous  standards,  a  burden 
that  will  be  paid  in  some  way  by  con- 
sumers, businesses  or  taxpayers. 

What's  going  on?  You  have  to 
understand  pollution  control  in  the 
context  of  the  battle  over  global 
warming.  The  new  rules  force  some 
counties  to  further  reduce  levels  of 
ozone  and  particulate  matter  or  lose 
federal  transportation  funds.  The 
man-made  sources  of  these  pollu- 
tants— cars,  trucks,  manufacturing 
plants  and  electric  utilities — are  in 
large  part  the  same  sources  of  man- 
made  "greenhouse  gases." 

Aid  that's  the  point.  Those  gases  are 
the  target  of  die  Kyoto  Protocol,  which 
puts  most  of  the  burden  for  reducing 
gas  emissions  on  the  U.S.  It  effectively 
requires  a  30%  reduction  in  emissions 
over  the  next  decade- — while  imposing 
no  restrictions  on  China,  India,  Mexico 
and  other  developing  nations.  The 
Kvoto  treaty  is  one  that  the  U.S.  Senate 


A  Kathleen  Mc 

Ex-director  of  \ 
House  Council  on 
Environmental  Qualitj 
Is  expected  to  play 
a  major  role  in 
Gore's  run. 


v  Ma 


Timothy  E.  Wirth  »- 

Former  Colorado  sena- 
tor, ex-undersecretary 
of  state  for  global  affairs; 
now  president  of  Ted 
Turner's  United  Nations 
Foundation. 


would  probably  reject,  but  that  pr 
lem  is  not  stopping  Gore  &  Co.  ftl 
moving  full  speed  ahead.  "The  goaj 
all  this,"  says  Malcolm  Wallop,  chj 
man  of  advocacy  group  Frontien| 
Freedom,  "is  to  phase  out  coal « 
reduce  use  of  fossil  fuels,  thereby : 
nificantly  altering  U.S.  energy  polid 

With  his  influence  over  federal  pu 
strings,  the  Vice  President  has  mal 
sure  that  environmental  lobby  J 
groups  receive  plenty  of  taxpayer  furj 
James  Sheehan,  a  research  associate] 
Washington's  Competitive  Enterpil 
Institute,  says  organizations  back! 
the  Kyoto  treaty  tend  to  win  fedcl 
research  grants,  while  dissenters  doi  I 

Last  year  the  Global  Environmcj 
Facility,  a  World  Bank-related  pij 
gram  that  supports  the  global -war 
ing  treaty,  began  passing  out  $1 
million  in  U.S.   funding  to  eau 
recipients;  to  date,  $43  million  o 
has  been  committed  to  implemcnti 
the  treaty.  Among  the  environmen 
groups  that  have  already  receiv 
such    funds    are    Greenpeace,   t 
World  Wildlife  Fund  and  Jonath 
Lash's  World  Resources  Institute — 
fervent  Gore  supporters. 

You  might  think  that  the  ideas 
Earth  in  the  Balance  are  kooky.  Re 
the  book  anyway.  You  may  have 
live  with  its  philosophy.  I 

Pranay  Gupte  is  editor  and  publisher  of  The  Eai 
Times.  Bonner  R.  Cohen  is  a  senior  fellow  at  the 
Arlington,  Va. -based  Lexington  Institute  and  edit 
of  EPA  Watch. 
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of  view 


By  Steve  H.  Hanke 


We're  all  Keynesians— still? 


Led  by 
Treasury 
Secretary 
Robert  Rubin 
and  his 
deputy, 
Lawrence 
Summers,  the 
Keynesians 
have  escaped 
from  their 
cages. 


You  would  think  that  the  economic 
booms  brought  on  by  Margaret  Thatcher 
and  Ronald  Reagan  would  have  killed 
Keynesianism.  They  abandoned  fiscal  fine- 
tuning  in  favor  of  smaller  government,  less 
regulation  and  flatter  taxes,  and  for  their 
efforts  they  got  economic  booms. 

And  yet  Keynesianism  is  not  dead.  It  lives 
on  in  the  moribund  economy  of  Japan  and 
the  bankrupt  policies  our  Treasury  Depart- 
ment is  foisting  on  Japan. 

Like  it  or  not,  John  Maynard  Keynes  will 
go  down  as  one  of  the  20th  century's  most 
powerful  economists.  His  1936  classic,  The 
General  Theory  of  Employment,  Interest  and 
Money,  popularized  fiscal  fine-tuning — the 
notion  that  more  government  spending, 
less  taxing  or  some  combination  of  the  two 
will  cause  an  economy  to  accelerate  by  a 
multiple  of  the  stimulus.  And  that  a  fiscal 
contraction  will  slow  things  down.  A  touch 
on  the  fiscal  tiller  is  supposedly  all  that  is 
needed  to  adjust  demand  so  that  it  just 
matches  an  economy's  capacity  to  produce. 

It  was  a  neat  theory,  and  it  captivated 
two  generations  of  economists,  especially 
those  who  rather  liked  the  idea  of  a  strong 
central  government.  Even  Richard  Nixon, 
who  claimed  not  to  be  a  fan  of  big  govern- 
ment, was  moved  to  say,  "We  are  all 
Keynesians  now." 

And  then  Margaret  Thatcher  came  along. 
In  1981,  when  she  was  prime  minister, 
Britain's  fiscal  deficit  was  relatively  large, 
5.6%  of  gross  domestic  product,  and  the 
economy  was  in  the  middle  of  a  nasty 
slump.  To  restart  the  economy,  Thatcher 
instituted  a  fierce  fiscal  squeeze,  coupled 
with  an  expansionary  monetary  policy.  This 
was  immediately  condemned  by  364  dyed- 
in-the-wool  Keynesian  economists.  In  a  let- 
ter to  the  Times  of  London,  they  wrote, 
"Present  policies  will  deepen  the  depression, 
erode  the  industrial  base  of  our  economy 
and  threaten  its  social  and  political  stability." 

Thatcher  was  quickly  vindicated.  No 
sooner  had  the  364  affixed  their  signatures 
than  the  economy  turned  around  and 
boomed  for  the  next  five  years.  That  result 
provoked  disbelief  among  the  Keynesians. 
After  all,  according  to  their  dogma,  the 
relationship  between  the  direction  of  a  fis- 


cal impulse  and  economic  activity  is  sup 
posed  to  be  positive,  not  negative. 

-  As  it  turns  out,  the  correlation  betweei 
fiscal  impulse  and  economic  activity  can  b 
either  positive  or  negative,  depending  on  i 
the  state  of  confidence  in  a  government's 
policies.  There  is  a  world  of  difference 
between  increasing  a  deficit  from  8%  to 
12%  of  GDP  and  going  from  a  surplus  of  2 
to  a  deficit  of  2%. 

In  the  first  instance,  pump-priming 
would  destroy  confidence  and  be  judged  I 
foolhardy,  a  precursor  of  financial  crises  ai| 
of  increases  in  taxes,  inflation  and  interest 
rates.  Consequently,  the  stimulus  would 
cause  the  economy  to  slump.  On  the  othei 
hand,  the  latter  scenario  would  be  regarde 
as  quite  consistent  with  a  stable  long-run  : 
financial  policy.  Confidence  would  remain 
upbeat,  and  a  fiscal  expansion  would  caus< 
the  economy  to  accelerate. 

This  brings  us  to  Japan  and  the  current 
state  of  the  world  economy.  According  to 
the  International  Monetary  Fund,  world 
growth  will  be  2.2%  in  1999,  half  the  1999| 
rate  the  IMF  projected  a  year  ago.  The  IMF 
also  cautions,  in  its  World  Economic  Outlool 
of  December  1998,  that  if  Japan,  the  worldl 
second-largest  economy,  doesn't  arrest  its 
economic  slide,  more  downward  revisions  i 
world  growth  will  be  forthcoming. 

Just  what  are  the  prospects  for  Japan? 
Led  by  Treasury  Secretary  Robert  Rubin 
and  his  deputy,  Lawrence  Summers,  the 
Keynesians  have  escaped  from  their  cages. 
And,  unfortunately,  the  Japanese  authority 
have  listened  to  them.  This  year,  Japan's 
yawning  fiscal  deficit  will  increase  from  7% 
of  GDP  to  over  10%. 

Not  surprisingly,  the  Japanese  people  fail 
to  perceive  this  as  a  credible  policy,  and 
confidence  is  taking  a  nosedive.  Since 
October  1998,  prices  of  Japanese  govern- 
ment bonds  have  plunged  and  yields  on 
ten-year  bonds  have  almost  tripled,  pushinj 
real  interest  rates  to  punishingly  high  levels 
Contrary  to  the  Keynesians'  claims,  this  fis 
cal  stimulus  package  will  meet  the  same  fat 
as  other  recent  packages.  It  will  further 
exacerbate  Japan's  economic  problems. 

Ready  yourselves  for  more  downward 
revisions  in  world  economic  growth.         ■ 


Steve  H.  Hanke  is  a  professor  of  Applied  Economics  at  The  Johns  Hopkins  University  in  Baltimore. 
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Dyview: 

IBM  Global  Services  is  people.  Strategists.  Problem  solvers. 
Implemented.  Over  100,000  people  worldwide  who  have 
worked  in  all  kinds  of  industries.  People  who  understand 
how  technology  can  solve  real  business  problems,  or  take 
advantage  of  new  opportunities.  People  who  help  you 
make  sense  of  technology,  who  work  with  you  — making 
sure  the  solution  you  want  is  the  solution  you  get. 
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business  people     1 
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'Peopie  Deserve  Demanding  standards.  Business  Desen 


to  Answer  With  Solutions." 


t  Griffin 

at  &  CEO-  CSA  International 


CSA  International 

ugh  our  tradition  is  anchored 
ndards.  our  philosophy 
traditional 

(solutions -oriented  organization, 
^knowledge  two  realities. 

1         e  demanding  standards 
less  deserves  more  allies 

ing  with  a  sense  ol  community 
le  global  stage,  CSA  Members 

lop  standards  and  we  help 
ustomers  understand  and  apply 
i  and  certify  products 

register  companies  to  national 

international  standards. 


Our  role  model  is  partnership 

Through  consensus.  Initiative. 
Ingenuity  And  most  importantly, 
through  listening. 

Our  leadership  in  Standards 
Development  has  moved  the  world 
closer  to  a  blueprint  lor  global 
harmonization  requirements. 

Our  Certification  &  Testing  teams 
have  streamlined  the  process  with 
customized,  time-sensitive  solutions. 

Our  QM1  Division  continues  to 
spearhead  global  trade  by  registering 
companies  tu  the  much-heralded 
ISO  9000  and  ISO  14001  Management 
Systems. 
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CSA 
Standards  Development 


CSA   INTERNATIONAL 


QMI 
Management  Systems  Registration 


Your  passport  to  a  competitive  edge. 

Access  to  world  markets. 

Our  marks  appear  on  over  one 

billion  products  the  world  over. 

QMI  is  the  number  one  ISO  9000 

registrar  in  North  America. 

And,  we  consistently  excel 

in  customer  satisfaction  surveys. 

CSA  International. 

We  come  with  references. 
We  answer  with  solutions. 

Call  on  us.  1-800-463-6727. 
www.csa-international.org 


CSA 
Certification  and  Testing 
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up  &  COMERS 

Two  guys  thought  they  could  turn  rattan  bags 
into  riches.  Good  thing  they  stumbled, 
since  their  second  try  was  a  real  winner. 

Glad  Saks 


By  Robert  La  Franco 

Like  a  lot  of  raw  entrepre- 
neurs, Todd  Elliott  and 
Mark  Talucci  mistook  a  fad 
for  a  business — and  nearly 
followed  it  off  a  cliff. 

The  fad  in  question:  rattan  hand- 
bags. Elliott's  sister  had  brought  one 
back  from  a  trip  to  Asia  in  1989,  cre- 
ating a  sensation  among  her  friends. 
Elliott  was  so  sure  he'd  found  the 
way  to  the  money  that  he  pooled  his 
life's  savings  and  Talucci's — 
$20,000— and  lit  out  for  Bali, 
Indonesia.  A  gut-grasping  drive 
through  sweltering  streets  brought 
Elliott  to  a  shack  busy  with  seam- 
stresses hand-stitching  rattan  bags. 
With  the  help  of  a  chicken  peddler 
who  spoke  minimal  English,  and 
some  crude  sketches  of  handbags, 
Elliott  placed  a  1,000-bag  order. 
For  the  next  six  weeks  he  visited 
the  factory  daily  to  oversee  produc- 
tion, while  Talucci  waited  in  San 
Francisco. 

The  first  order  of  rattan  bags  sold 
out  in  months,  mosdy  through  New 


Age  boutiques  in  northern  California. 
In  the  first  two  years  Elliott  and 
Talucci  did  $500,000  in  sales  and 
started  to  branch  out  nationally. 
What  they  failed  to  note  in  the  rush 
of  success,  though,  was  that  their 
product  was  running  out  of  gas. 

The  passion  for  rattan  wasn't  turn- 
ing into  a  fashion.  It  was  hard  to 
color  the  stuff  without  making  it  look 
cheap.  And  because  of  its  formless 
nature,  it  required  a  lot  of  additional, 
expensive  processing:  Leather  strips 
had  to  be  dyed,  washed  and  cut  to  fit 
the  bottom  of  the  bags;  cardboard 
had  to  be  sewn  into  the  sides;  rubber 
and  plastic  tubing  were  needed  to 
stiffen  the  handles.  Affordable,  large- 
scale  production  wasn't  within  reach. 

By  1994  sales  had  stalled  at  $1.6 
million;  the  gross  margin  shrank  from 
50%  to  40%.  Desperate,  Talucci 
opened  three  retail  stores  in  the  Bay 
Area  while  Elliott  went  around  Bali 
buying  anything  Indonesian  to  stock 
the  shelves. 

One  day  late  in  1994  the  pair  sat 


startup  clinic/  GROWING  PAINS 

Lost  in  cyberspace 


Edited  by  Tom  Post 

down  for  a  grim  sink-or-swim 
discussion.  They  could  liqui- 
date the  stores,  pay  off  their 
debts  and  pack  it  in — or  try  to 
get  rich  by  getting  it  right. 
Talucci  had  seen  some 
embroidery  work  he  admired 
by  an  obscure  Italian  designer. 
Maybe  her  style  could  lead 
them  to  an  entirely  new  hand- 
bag. In  the  following  weeks 
they  designed  a  loose,  nylon 
weave  that  could  be  sewn 
easily  by  hand  and  dyed  any 
color. 

"We  wanted  bags  that 
would  sell  like  clothes,"  says 
Talucci.  "That  way  you  would 
want  to  buy  ten  of  them." 
Aid  so  was  born  the  Sak. 

Retailers  liked  the  initial  run 
of  bags,  priced  at  $35  to  $80. 
But  Talucci  shoved  them  into 
a  closet.  No  more  premature 
launches.  This  would  take 
some  planning.  The  Sak 
needed  a  memorable  look, 
defined  by  the  image  of  free 
and  easy  living.  A  photogra- 
pher took  black-and-white 
pictures  of  a  woman  friend — 
naked,  draped  only  with  one 
of  the  new  bags.  They  bought 
a  one-page  ad  in  Accessories,  a 
fashion  trade  magazine,  and  ran  j  t 
the  picture  without  any  type. 

The  whiff  of  naughtiness  creaJl 
just  the  right  draw.  First  full-year  s;s 
were  $6  million  in  1995,  more  til 
doubling  in  the  next  year.  Elliott  a  I 


"Where  can  I  get  the  best  small- 
business  information 
on-line?"  asks  reader  John 
Schneiter,  president  of  Troy,  N.Y.- 
based  GlobalSpec.com,  which 
provides  searchable  engineering 
catalogs — listing  thousands  of 
technical  products— on  the  Net. 
Tough  question,  since  there  are 
more  than  1,000  Web  sites 
designed  expressly  for  entrepre- 
neurs. We  visited  dozens  and 
came  up  with  the  following — all 
free,  except  the  last. 
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Entreworld 

(www.entreworld.org). 
Strengths:  No  ads,  thanks  to 
a  grant  from  the  Kauffman 
Center  for  Entrepreneurial 
Leadership.  Click  through  to 
a  list  of  topics  and  choose 
one — public  relations,  pric- 
ing, franchising — and  the 
search  engine  scans  more 
than  800  sites  for  preexist- 
ing articles  screened  for  con- 
tent, offering  summaries  of 
each.  Entreworld  creates  its 


own  content,  too,  including  a 
series  by  successful  entre- 
preneurs on  different  topics 
each  month  (January:  Y2K; 
December:  angel  investing). 
Weaknesses:  Since  there's 
no  question-and-answer 
forum,  you  can't  pose  prob- 
lems particular  to  your  own 
business;  you  can  e-mail 
authors  of  Entreworld  arti- 
cles— but  there's  no  guaran- 
tee they'll  answer. 

Small  Business 
Administration 

(www.sba.gov).  Strengths: 
Good  basic  information  about 


starting,  financing  and 
expanding  a  business. 
Includes  links  to  state  horr 
pages  and  federal  agencie: 
referrals  to  local  SBA  chap 
ters  and  affiliates;  info  on 
SBA  loans  and  assistance 
programs.  Two  interactive 
features:  AcE-Net  matches 
investors  and  entrepreneur 
PRO-Net  connects  you  to 
small  business  services. 
Local  SBA  chapter  chat 
rooms  in  testing  stage.  We 
nesses:  Site's  basic  info  m 
be  too  elementary  if  you're 
past  the  startup  phase;  als 
can  be  difficult  to  navigate. 
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ag  men:  Elliott  and  Talucci  finally  learned  how  to  turn  a  passion  into  a  fashion. 


Tallied,  both  now  34,  reinvested 
Host  of  their  profits  in  advertising. 
Magazines,  bus  stops,  taxicabs— any- 
llace  they  thought  women  might  see 
jrie  uSak  Lady"  icon  was  fair  game. 


Orders  poured  in  from  the  likes  of 
Macy's,  Nordstrom  and  Dillard's. 
Last  year  the  Sak,  as  the  company  is 
now  called,  earned  $7  million  pretax 
on  revenue  of  $40  million.  Elliott 


and  Talucci  opened  their  first  San 
Francisco  boutique  last  year  and  plan 
another,  in  Manhattan's  Soho,  this 
spring.  They  envision  that  sales  could 
grow  at  a  50%  clip  for  several  years. 

That's  not  the  end  of  the  story, 
however. 

Discipline  has  bred  success — and 
with  that  the  temptation  to  cater  to 
the  fashion  experts.  Talucci  and 
Elliott  aren't  having  any  part  of  it, 
though  they  are  keenly  aware  of  shift- 
ing tastes.  They've  turned  a  deaf  ear 
to  the  fashion  editors  who  grumble 
about  the  Sak's  overdone,  easily 
knocked-off  textures.  They  recently 
canned  their  ad  agency  for  pushing 
them  into  territory  so  avant-garde  it 
confused  people — images  of  women 
clothed  in  rose  thorns  or  banana 
leaves.  "It's  easy  to  lose  focus;  we 
learned  that  already,"  says  Talucci. 
"We  could  use  more  experience,  but 
we  won't  sacrifice  attitude  for  it." 

They've  garnered  enough  experi- 
ence to  trust  their  own  impulses — 
idiosyncratic  as  they  may  appear. 
Their  head  of  design  is  a  27-year-old 
former  racetrack  cashier  whose  flair 
for  fashion  emerged  while  he  was 
heaving  boxes  for  their  basement 
startup.  The  new  marketing  honcho 
once  ran  a  photo  studio  in  a  shopping 
mall.  And  they've  entrusted  Talucci's 
brother  with  a  new  home  furnishings 
division — essentially  two  people. 

As  for  that  Indonesian  chicken 
peddler?  He  now  runs  a  factory  of 
1 00  workers,  churning  out  Sak  prod- 
ucts in  nylon,  beads  and  leather.    Mi 


Microsoft  Small 
business 

•  www.microsoft.com/small- 
•iz). -Strengths:  Solid  how-to 
ech  information — creating 
Veb  sites,  finding  the  right 
ech  consultant.  Useful  sto- 
ies  on  issues  like  e-com- 
nerce  and  workplace  pro- 
ductivity. Weakness:  Most 

;tories  lead  to  Microsoft 
>roducts — and  how  you  can 
>uy  them. 

American  Express 

www.americanexpress.com/ 
5mallbusiness).  Strengths: 
asy-to-navigate  site  offers 
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timely  small-business  news, 
advice  on  topics  ranging 
from  financing  to  firing  and  a 
lesson  in  creating  a  busi- 
ness plan.  Easy  to  hook  up 
with  experts  whose  creden- 
tials are  prominently  dis- 
played. Lets  you  pose  ques- 
tions to  them  and  actually 
receive  replies. 

Also  gives  you  access  to 
previously  asked  questions 
(recent  example:  How  can  I 
better  remember  people's 
names  while  networking?). 

Weakness:. Too  many 
distracting  ads  for  AmexCo 
services. 


Ernie 

(www.ernie.ey.com). 
Strengths:  Ernst  &  Young 
llp's  Web-based  consulting 
service,  Ernie,  lets  you  e- 
mail  questions  that  are  then 
routed  to  appropriate 
experts  for  reply  in  two  busi- 
ness days.  You  can  easily 
tap  into  Ernie's  growing 
database  of  previously 
asked  questions  (general- 
ized to  remove  any  specific 
details),  as  well  as  to  a 
trend-watching  page  that 
posts  most  commonly  asked 
questions  (and  Ernst  & 
Young  answers)  by  industry 


segment.  Weakness:  Not 
cheap.  For  $3,500,  you  get 
to  ask  ten  questions  per 
year;  $18,000  will  get  you 
12-months'  worth  of  unlimit- 
ed access. 

-Leigh  Gallagher 

If  you  have  a  problem — in 
finance,  marketing,  sales  or 
strategic  planning — with  your 
startup  business,  you  can  reach 
us  on-line  by  clicking  on  the 
forum  icon  in  our  Small 
Business  Center  in  the 
Forbes  Digital  Tool  at 
www.forbes.com/growing; 
or  e-mail  us  at 
growi  ng@forbes  .com . 
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The  ink  was  barely  dry  on  the  last  deal  that  would  put 
Roger  Payton's  freight  startup  on  the  map.  Then  a  big 
customer  threatened  to  bolt— and  all  hell  broke  loose. 

RUSH 


By  Joanne  Gordon 

Roger  Payton  was  having  a 
tough  enough  time  trying 
to  assemble  an  interna- 
tional transportation  com- 
pany. It  had  been  only  a  month  since 
he  acquired  the  last  of  four  regional 
shipping  outfits,  LKP  International. 
Now  LEP's  largest  customer  was 
threatening  to  take  its  S25  million  a 
year  in  business  elsewhere. 

The  client.  Western  Digital  Corp., 
manufactured  hard  disk  drives  in  Asia 


<S4 


and  shipped  them  to  customers  like 
Dell  Computer,  Compaq  and 
Siemens.  Deliveries  were  chronically 
late  because  Western  relied  on  two 
different  shippers — LEP  and  rival  Air 
Express  International  (AEl) — whose 
operations  were  never  in  sync.  The 
way  to  clean  up  the  mess,  decided 
John  PorcelK,  Western's  vice  president 
of  corporate  services,  was  to  make 
only  one  carrier  responsible  for  prod- 
ucts from  the  minute  they  left  the  fec- 
torv  until  thev  reached  the  customer. 


I  The  business  \v<| 
I  go  out  for  bid.  I 
^  posals  were  due  l\ 
I  9,  1998. 

It  was  late  Novl 
ber  1997.  Hardly| 
way  Payton,  a 
year-old  Scot  wr| 
spent  more  than 
his  life  working 
U.K.-based  NaticJ 
Freight  Consortii 
had  hoped  to  start  I 
as  an  entrepreml 
He  wanted  glcj 
reach  for  his  Goldl 
Colo. -based  compJ 
"To  have  lost  Wij 
ern — everyone  wo| 
have  questioned 
approach.  It  wol 
have  been  a  sericl 
blow,"  he  says,  r 
to  mention 
shock  to  investcj 
who  contributed  mi 
of  the  $70  milli 
raised  to  start  a  co| 
pany  that  didn't 
have  a  name. 

Payton  put  11 
Western  matter  in  t| 
hands  of  Luis  Solis, 
40-vear-old  marketing  vice  preside! 
A  Dec.  20, 1997  letter  from  Porcellf 
inviting  1 1  large  shipping  firms  to  1 , 
for  Western's  entire  $50-million-p  [ 
account — had  the  effect  of  concel 
trating  Solis'  attention.  So  much  1 1 
the  Christmas  holiday.  Solis  suij 
moned  managers  from  lep's  offices  I 
Los  Angeles,  Amsterdam  and  Sind 
pore  for  an  emergency  meeting  in  S 
Francisco  on  Dec.  30,  1997. 

The  mood  was  grim.  "For  the  fill 
hour  the  room  was  so  quiet  it  1  j 
like  being  called  into  the  principa  j 
office,"  says  Solis.  He  spread  o 
world  maps  and  said:  Forget  tl 
past;    we're    reinventing    delivei 
Everyone  chimed  in  with  sugge 
tions,   pinpointing   strengths  ar 
weaknesses.  LEP  had  strong  relatio 
ships    with    regional    airlines    ar 
trucking  companies,  but  the  regioi  ■ 
al    offices    were    fragmented    arj 
office-to-office      communicatioi 
were  outdated.  Only  senior  cxecii 
tives  at  LEP  had  e-mail.  Worst  of  a  j 
customers   couldn't   go   onto   tr 
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One  company  has  emerged  as  a  powe 
leader  in  the  unregulated  energy  market- 
place. It's  DTE  Energy  -  a  leader  that  offers 
today's  business  world  an  extraordinary 
I  'vel  of  energy  management. 

I  DTE  Energy,  we  have  all  the  resources  in 
help  business  and  industry  achieve 
ly  customized  energy  solutions.  Working 
t  ^ther  with  all  of  our  affiliates,  we  can 
lieve  you  of  capital  risks,  financing  costs, 
levelopment  costs,  technical  headaches  and 
:   maintenance  worries.  We  can  even  provide 
on-site,  capital-intense  energy  management 
and  on-going  energy  risk  management. 

And  with  the  strength  and  experience  of 
Detroit  Edison  at  our  core,  we  can  do  even 
more  to  help  you  realize  true  turnkey 
energy  management  solutions. 

In  the  era  of  non-regulated  energy,  the 
formula  for  single-source  energy  solutions  is 
simply  e=DTE.  DTE  Energy.  1-800-294- 


J. 


DTE  Energy 


www.dteenergy.com 


3  jj  i  t  3  jj  r  3  u  a  i j  r  s 


Internet  to  find  where  their  packages 
were  at  any  given  moment.  UPS  and 
others  already  had  that  capability. 

Back  in  Golden,  Solis  had  two 
months  to  come  up  with  a  plan.  He 
had  to  convince  Western  that  Pay- 
ton's  new  company  was  not  just  the 
same  fragmented  lep  with  a  new 
logo,  but  a  coordinated,  responsive 
global  operation. 

First,  some  internal  changes.  Em- 
ployees were  equipped  with  PCs  and 
global  e-mail.  More  engineers  were 
hired  to  connect  lep's  large  database 


had  to  get  rid  of  its  canvas-sided 
trucks  in  favor  of  aluminum  ones — 
never  mind  that  the  crime  rate  was 
worse  in  the  U.S.  than  in  Holland. 
Jones  also  tied"  employee  pay  to  accu- 
rate data  entry. 

Solis  realized  his  team  needed  to 
see  Western's  operations  in  action. 
He  spent  $30,000  to  send  them. to 
Singapore  for  a  week,  where  all  West- 
ern's shipments  originated,  having 
them  tour  factories  and  talk  to  West- 
ern's employees  and  managers  about 
their  jobs.  "If  we  hadn't  met  as  a 


On  very  red  alert:  GeoLogistics  is  trying  mightily  to  cut  delivery  times. 


to  the  Internet  and  to  design  an  easy- 
to-use  Web  site  that  would  let  cus- 
tomers locate  their  freight.  Then 
some  external  decisions.  Solis  unveiled 
the  company's  new  name — GeoLo- 
gistics Corp. — and  had  fleets  of  trucks 
painted  a  signature  red.  He  trans- 
ferred global  account  leadership  from 
Singapore  to  Colorado.  That  job 
went  to  Solis'  new  est  recruit,  Michael 
Jones.  Though  only  30,  Jones  had 
been  the  head  of  IBM's  hard-drive 
logistics  business  and  knew  how  to 
run  a  global  shipping  operation. 

Jones'  biggest  challenge  was  to 
bring  uniformity  in  procedure  and 
rule  to  GeoLogistics'  independent- 
minded  offices  in  84  countries.  The 
Amsterdam  operation,  for  example, 


group,  the  proposal  would  have  been 
a  cut-and-paste  job,"  says  lep's  Los 
Angeles  manager,  Richard  Arndt. 

The  final  proposal  was  a  mix  of 
new  travel  routes  and  warehouse 
management.  To  meet  Western's 
tight  delivery  deadlines,  GeoLogistics 
added  stopovers  in  Dublin  and 
London.  In  the  U.S.,  where  all  crates 
used  to  go  through  the  Los  Angeles 
airport,  traffic  aimed  east  of  the  Mis- 
sissippi landed  in  Chicago,  slicing 
travel  times  by  a  day.  Because  West- 
ern now  asked  each  vendor  to  run  its 
own  warehouse,  GeoLogistics  agreed 
to  buy  special  equipment — storage 
racks,  scales  and  forklifts. 

A  new,  Internet- based  software  pro- 
gram linked  order  and  entry  systems 


in  the  warehouses  with  transportatl 
systems.  Now  Western  and  its  cl 
tomers  could  go  to  GeoLogistics'  ;| 
key  in  a  seven-digit  reference  numl 
for  any  shipment  and  find  out  imi| 
diately  what  time  a  plane  left  the 
port,  when  it  was  expected  to  1;| 
and/or  did  arrive.  The  site  was  upc 
ed  every  time  a  shipment  moved. 

Finally,  D  (for  delivery)  day. 
Mar.  9,  1998  GeoLogistics  had 
delivered  15  copies  of  its  propoJ 
Within  two  weeks  Porcelli,  Westerl 
vice  president,  narrowed  the  racel 
four  companies — GeoLogistics,  Ex  f 
ditors,  ups  and  aei — and  invited] 
back  to  make  their  presentations  o  I 
half  a  day.  The  GeoLogistics  teJ 
showed  up  in  matching  white  pel 
shirts  with  the  new  red  company  lojl 

Porcelli  was  leaning  toward  Gq 
Logistics.  Its  worldwide  operatic! 
seemed  better  meshed  than  Expel 
tors',  and  its  costs  were  about  hi 
those  of  UPS.  In  fact,  GeoLogistics'  ll 
came  in  at  $12  million  less  than  AEl'l 

The  lowball  price  seemed  too  god 
to  be  true.  And  it  was:  A  gargantu] 
error  had  been  made.  After  some 
tic  digging,  it  turned  out  Westeri 
accountant  had  mistaken  GeoLogl 
tics'  cheaper  three-day  delivery  rati 
out  of  Asia  for  its  two-day  rate.  Sal 
Porcelli,  "I  could  have  been  a  real  je| 
and  said,  'Hey  guys,  this  is  it,' " 
handed  the  account  to  aei.  But  Gel 
Logistics'  persistence  and  responsiv| 
ness  won  Porcelli  over. 

Eight  months  into  the  relationshi  I 
Western's  average  delivery  time  fro  | 
Singapore  has  been  cut  from  eight 
five  days.  Things  aren't  perfect:  Thirl 
percent  of  shipments  to  Amsterdal 
still  arrive  behind  schedule;  and 
some  Asian  airline  hubs,  freight  is  si  I 
ting  around  for  a  day  or  two.  Bil 
Porcelli  is  not  complaining.  "Oi 
people  no  longer  have  to  go  to  thr< 
or  four  different  places  to  get  info 
mation.  It's  one  phone  call,"  he  say 

GeoLogistics  earned  third-quartt 
operating  profit  of  S 1 1 .9  million  o 
third-quarter  revenues  of  $1.1  billio 
in  1998.  Solis  credits  the  scramble  t 
win  the  Western  account  with  speec 
ing  up  consolidation  and  Web  sit 
development.  In  four  months  his  fin 
accomplished  what  he  expecte 
would  take  a  year. 

A  crisis  can  be  a  good  thing. 
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ving  drive  and  talent  is  on< 
ng.  But  this  is  show  busine 
ving  clout  is  everything." 


*J6k  ~ 


i, 


^m^^^M 


Vaughn  Gill 
tertainment  L 


■ 

27 


f 


\ 


I  the  music  business,  where  who  you  are  is  as  important  as  how  you  sound,  Vaughn  Gill  helps  artists 
srceed.  But  when  he  started,  only  American  Express  Small  Business  Services  helped  him  compete  in  an 
i  lustry  of  giants.  With  the  Card,  he  had  spending  clout.  Now,  one  year  later  and  several  clients  larger,  he 
«joys  the  ongoing  savings  of  our  special  small  business 
Cicounts  with  FedEx,  Mobil  and  Hertz.  Nice  performance.      CW    IflflW^ 
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The  oil  business  is  just  like  the  cookie  business,  right?  Depends  on  how  you  define 
the  oil  business.  Look  at  how  James  Postl  is  defining  it  at  Pennzoil-Quaker  State. 

Oreos  and  lube  jobs 


By  Daniel  Fisher 


As  president  of  Nabisco,  Inc.'s 
largest  division  in  the  mid-1990s, 
James  Postl  increased  Oreo  sales  to 
$500  million  from  $350  million 
within  two  years,  boosting  annual 
profits  from  that  line  by  50%,  to 
$105  million. 

"The  consumer  franchise  was 
much  stronger  than  the  business  that 
had  been  built,"  recalls  Postl,  52,  a 
trim,  boyish-looking  Manitoba, 
Canada  native  who  cut  his  teeth  on 
brand  marketing  at  Procter  & 
Gamble  and  PepsiCo. 

Postl  sees  a  similar  opportunity  at 
Pennzoil-Quaker  State  Co.,  the  $3.1 
billion  (sales)  Houston-based  auto- 
motive products  company  he  joined 
as  president  last  rail  under  longtime 
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Pennzoil  chairman  James  Pate. 

He  takes  over  the  consumer  prod- 
ucts portion  of  what  used  to  be 
Pennzoil  Co.  In  December  Pennzoil's 
exploration  and  refining  operations 
became  a  separate  publicly  traded 
company  called  PennzEnergy,  with  $1 
billion  in  sales. 

Cookies  and  motor  oil  don't 
appear  to  have  much  in  common,  but 
remember  that  both  are  low-growth 
industries  with  basically  interchange- 
able products,  where  strong  brand 
names  are  key  And  Pennzoil-Quaker 
State,  like  Nabisco,  has  two  of  the 
best-known  brands  in  the  business. 

Those  two  brands  account  for  37% 
of  the  retail  market  and  60%  of  die  oil 
used  in  quick-change  centers.  Postl's 


company  also  owns  the  biggestl 
those  chains,  Jiffy  Lube,  which 
expand  to  more  than  2,000  U.S.  c| 
lets  after  Quaker  State's  Q  Li 
chain  is  folded  into  it  later  this  yel 

All  that  market  power  should  gj 
Posd  leverage  with  retailers  like  \\\ 
Mart,  one  of  Pennzoil-Quaker  Stall 
biggest  customers,  when  he  wants! 
squeeze  smaller  brands  off  the  shelJ 
to  make  more  room  for  Pennzoil  a  j 
Quaker  State. 

Retailers  like  the  profit  margl 
they  can  earn  from  higher-pricj 
brands  supported  by  national  adv| 
tising  campaigns.  Pennzoil's  price 
in  the  neighborhood  of  $  1.371 
quart,  for  example,  compared  w:J 
budget  brands  at  99  cents. 

Postl  can  hardly  do  worse  than  t| 
previous  Pennzoil  managemei 
which  squandered  a  $3  billion  lej 
settlement  from  Texaco  Inc.  in  tl 
late  1980s  on  a  variety  of  low-retuj 
investments  and  inexplicably  reje« 
ed  an  $84-a-share  takeover  ofil 
from  Union  Pacific  Resources  Grot| 
in  1997. 

The  stock  (counting  the  value 
the   PennzEnergy   shares)   is   nc| 
worth  only  $31. 

But  Posd  faces  some  big  problerl 
with  the  motor-oil  industry  he  didrl 
have  in  the  cookie  business.  Drivel 
are  traveling  farther  between  c 
changes,  and  engines  don't  burn  < 
the  way  they  used  to. 

Jiffy  Lube  puts  a  sticker  on  yoil 
windshield  telling  you  to  come  ba< 
after  3,000  miles.  But  how  muci 
weight  will  that  carry  in  one  oft! 
new  General  Motors  cars  who: 
dashboard  indicator  urges  oil  chang 
as  far  apart  as  15,000  miles? 

Posd  figures  he  can  wring  2%  to  3  j 
annual  growth  out  of  the  busine 
simply  by  increasing  advertising  an  I 
exploiting  die  company's  relationshij  I 
widi  retailers  and  fast-lube  chains. 

That  isn't  enough  to  generate  th 
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double-digit  earnings  growth  of  a 
Procter  &  Gamble  or  a  Clorox  Co., 
but  there  are  other  tools  within 
PostFs  reach. 

He  vows  to  cut  $90  million  to 
S125  million  a  year  in  operating 
expenses  by  eliminating  Quaker 
State's  Dallas  headquarters  and  clos- 
ing duplicate  blending  plants  and  dis- 
tribution centers. 

Postl  is  also  looking  at  selling  the 
company's  Shreveport,  La.  refinery 
and  some  of  the  1,180  company- 
owned  oil-change  centers. 

That  would  free  up  money  to 
invest  in  related  automotive-care 
businesses,  which  are  growing  at  15% 
to  20%  a  year.  It's  a  strategy  pio- 
neered by  Quaker  State's  former 
chairman,  Herbert  Baum  (see  Forbes, 
Sept.  23,  1996),  with  mixed  results. 

In  a  flurry  of  acquisitions  Baum 
spent  $375  million  to  buy  brands  like 
Blue  Coral  car-wash  products  and 
Slick  50  motor-oil  additive.  Yet 
Quaker  State's  operating  profit  from 
consumer  products  fell  12%,  to  $32 
million,  in  the  first  nine  months  of 
1998,  as  sales  stalled  and  the  compa- 
ny's Slick  50  brand  was  forced  to  tone 
down  its  advertising  to  settle  a  Feder- 
al Trade  Commission  complaint. 

Postl  says  he's  pleased  with  more 
recent  acquisitions  such  as  Axius, 
which  is  bringing  out  a  constant 
stream  of  new  automotive  products 
including  sunshades,  organizer  bas- 
kets and  steering-wheel  covers. 
"These  companies  are  light  on  their 
feet,  they're  entrepreneurial  and  they 
generate  great  growth." 

Postl  plans  to  double  sales  of  car- 
care  products,  to  roughly  $1  billion 
over  the  next  five  years,  through 
acquisitions  and  extensions  of  the 
Pennzoil  brand. 

That  just  might  deliver  the  kind  of 
double-digit  earnings  growth  that  a 
consumer  brands  executive  is  accus- 
tomed to.  And  it  just  might  get  the 
company's  price/earnings  ratio  up 
from  its  below-market  level  of  20. 

In  a  December  memo  to  analysts, 
Pennzoil-Quaker  State  warned  that 
1999  will  be  a  "transition  year,"  with 
2%  revenue  growth  and  a  5.7% 
pretax,  preinterest  margin,  barely 
changed  from  1998. 

But  we're  betting  the  cookie  man 
can  do  better  in  2000.  M 


To  Alltel,  the  key  to  "bundling"  is  in  cellular. 

Sell  a  phone, 
get  a  bike 


By  Christopher  Palmeri 


Alltel's  Scott  and  Joe  T. 
Ford  have  spent  $8  billion 
on  wireless  phone  licenses 
as  a  way  of  reaching 
business  customers. 


at&t,  mci  WorldCom  and  Bell 
Adantic  all  talk  about  one-stop  shop- 
ping for  long  distance,  local,  wireless 
and  other  telecom  services.  But  talk  is 
cheap.  Local  provider  Alltel  Corp.  is 
one  of  die  few  phone  companies  doing 
a  lot  with  the  idea  of  bundling. 

Once  a  sleepy  Little  Rock,  Ark.- 
based  operator  of  rural  telephone 
exchanges  and  data-processing  ser- 
vices for  banks,  $5  billion  (sales)  Alltel 
now  has  6  million  customers,  mostly 
in  small,  southeastern  cities  like  Nor- 
folk, Va.  and  Greensboro,  N.C. 

Unlike  its  much  bigger  competi- 


tors, Alltel's  strategy  is  to  acqui 
regional  cellular  properties  and  pit 
those  customers  products  like  loc 
service,  high-speed  data  lines,  pagil 
and  Internet  access.  Alltel's  bossc 
the  father- and-son  team  of  Joe  T.  ai 
Scott  T.  Ford,  are  doing  this  at  a  tin 
when  national  operators  like  at8 
and  Sprint  are  seizing  most  of  tl 
growth  in  the  wireless  industry.  Tl 
Fords  think  they  can  get  mo 
mileage  out  of  their  marketing  dolla 
by  cross-selling  from  wireless  to  win 
services. 

In  the  last  vear  the  Fords  ha1 
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It  has  often  been  noted  that  many  successful  business  trips  begin  at 
The  Waldorf  Towers  And  it  is  really  no  wonder.  From  our  private 
entrance  and  lobby  to  our  beautifully  appointed  executive  guest  rooms, 
individually  decorated  suites,  and  legendary  impeccable  service,  you 
will  feel  very  much  at  home  and  yet,  curiously  far  from  it.  For  reser- 
vations, call  your  local  travel  agent,  or  call  us  at  1-888-WATOWER. 
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The  Waldorf  Towers  is  a  registered  trademark  of  Hilton  Hotels  Corp.  ©  1999  Hilton  Hotels. 


spent  $8  billion,  in  stock  and  assur.l 
debt,  acquiring  cellular  propertj 
They  merged  with  Sprint's  former 
lular  operation  360  Communicati'| 
Co.  last  summer  and  recer 
announced  a  merger  with  Nebrasl| 
Aliant  Communications. 

It  seems  to  be  working.  In  Lid 
Rock  the  Fords  claim  to  hj 
snagged,  from  SBC  Communicatic 
phone  customers  representing  oJ 
quarter  of  all  the  business  lines 
the  city.  This  is  after  less  than  c| 
year  of  offering  local  service.  "I  lil| 
the  idea  of  dealing  with  one  pers 
locally,"  says  Scott  Kingsborouj 
chief  operating  officer  of  Lid 
Rock's  Clear  Mountain  Spring  Wal 
Co.  Kingsborough  recently  signl 

In  Little  Rock  the  Fords 
claim  to  have  snagged 
one-quarter  of  all  the 
business  lines  in  the  city. 

his  firm  up  for  Alltel  long  distant 
local  phone,  paging  and  InternHJ 
access  service. 

The  Fords  are  moving  into  othj 
regions.  Last  summer  Alltel  entered  ( 
second  competitive  local  market,  Chi 
lotte,  N.C.,  as  an  alternative  to  incuil 
bent  BellSouth  Corp.  Alltel  plans  I 
offer  competing  local  service  in  t[ 
more  cities  this  year,  keeping  startij 
costs  low  by  leasing  local  and  long  d  | 
tance  lines  from  other  operators. 

In  its  costly  acquisition  of  AirTouj 
Communications  (Forbes,  Feb.  <| 
Vodafone  is  buying  subscribers 
$4,300  apiece.  Scott  Ford,  Alltel 
president,  has  a  cheaper  way  to  bij 
business.  He  introduced  a  referral  pi 
for  all  Alltel  employees:  Bring  in  a  nt 
wireless  customer  and  get  40  points 
new  local  customer  and  get  30.  Ace 
mulate  500  points  and  you  can  get 
bicycle  for  your  kid.  This  particul 
marketing  gimmick  should  cost  abo  [ 
$14  per  subscriber. 

Thomas  Lee,  an  analyst  at  Salome  I 
Smith  Barney,  expects  Alltel's  earn 
ings  to  increase  23%  this  year,  i 
$712  million,  or  $2.60  a  share.  Tl 
stock  trades  at  25  times  tiiose  expec| 
ed  earnings.  That's  not  much  high 
than  the  ratio  for  BellSouth,  and  it  | 
a  lot  less  than  for  Vodafone. 
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With  195  world-class 
faculty  members  in 
diverse  areas,  Wharton 
stands  at  the  center  of  one 
of  the  broadest  deepest 
intellectual  environments  in  the 
universe.  Every  year,  Wharton 
Executive  Education  draws  on  this 
strength  to  deliver  more  than  200 
programs  to  more  than  9,000  executives 
worldwide  —  giving  you  the  power  to 
propel  your  organization  and  your  career  to 
new  levels. 
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215.898.2064  fax  (attn.  dept.  2261) 
http://wh-execed.wharton.upenn.edu/2261.cfm 
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Coming  to  athletic-shoe  maker  Brooks  Sports  after 
11  years  at  Nike,  Helen  Rockey  had  these  words  of 
marketing  advice:  Don't  try  to  be  like  Nike. 

Runner's  world 


By  Leigh  Gallagher 

Executives  at  running-shoe  maker 
Brooks  Sports  are  waiting  in  a  confer- 
ence room  for  the  boss.  Helen  Rockey, 
43,  sprints  in  from  a  lunchtime  jog. 
Still  in  a  sweat,  the  trim  runner  sits 
down  at  a  table  in  shorts 


and  T  shirt  to  quiz  her  managers  on 
how  they  plan  to  introduce  the  Gila,  a 
new  running  shoe  named  after  a  fast- 
moving  lizard. 

No  suits  and  ties  in  this  place.  Many 


of  the  managers,  back  from  their  < 
noontime  jogs,  are  in  running  g 
too.  For  at  Brooks,  a  privately  r 
outfit  based  in  Bothell,  Wash.,  it': 
running,  all  the  time.  Wear  what: 
sell  is  the  motto  here. 

Nike's  Phil  Knight  built  an  imme 
fortune  by  combining  sneakers  v 
celebrities.  But  his  fashion  emf 
waxes  and  wanes.  Nike's  earnings  v> 
down  50%  last  year,  and  its  stock  is 
40%  from  its  1997  high  of  $75. 

Under  Rockey,  Brooks  has  a  v 
different  marketing  pitch  that  dispc 
es  with  the  celebrities  and  zeroes  in 
serious  runners.  Right  now,  the  n 
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U  BLUE  CHIP  FUND  A  company's  admission  into  the  AIM  Blue  Chip  Fund  does  not 
»e  easy.  Only  those  ranked  at  the  top  of  their  industries  are  welcome.  And  being 
ijindustry  leader  is  no  guarantee  that  a  company  is  "blue-chip"  enough. 

Our  disciplined  strategy  searches 


AIM  Blue  Chip  Fund 


30.42%      24.08-      18.36' 


out   only*  the   best   growth   and   value 
stocks.   Which   means   we   accept   only 


23.24°°       *22.69%        *17.69°        those   companies   that   have   growing 

Mes  manmum  5.50%  sales  charge    Average  Annual  Total  Return  as  of  12-31-98 


larket  volatility  can  significantly  impact  short-term  per- 
wmance.  Results  of  an  investment  made  today  may  dif- 
er  substantially  from  the  historical  performance  shown. 


www.oimfunds.com 


earnings    or   are    undervalued    among 
blue-chip  companies. 
It  is  a  strategy  that  seeks  performance  through  discipline.  A  strategy  designed  to 

ate  a  fund  full  of  the  kind  of  companies  that  will  make  you  feet  more  confident  in 

® 
ir  investments.  This  is  as  blue  as  it  gets.    .  ...     niOPIDI  IMC 

nvest  with  DlbLIP LIN t 

MUTUAL    FUNDS 

t  performance  cannot  guarantee  comparable  future  results. 

■  LL  YOUR  FINANCIAL  CONSULTANT  for  more  complete  information  about  the  Fund,  including  charges  and  expenses,  a  Fund  prospectus  and  Investors 
i  ie.  Performance  figures  are  Nstorical  and  reflect  reinvested  distributions  and  changes  in  net-asset  value  for  Class  A  shares.  Investment  return  and  principal  value  will  vary  so 
>iyou  may  have  a  gain  or  loss  when  you  sell  shares.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  AIM  and  design  is  a  registered  trademark  of  A I M 
xjgeroent Group IncAIM Distributors,  Ire  1999. 
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ning  focus  is  working  much  better 
than  the  celebrity  game.  Brooks'  sales 
have  been  growing  at  a  30%  clip  for 
die  past  four  years  and  should  hit  $100 
million  by  next  year.  Operating  income 
(net  before  depreciation,  interest  and 
taxes)  last  year  topped  $4  million,  up 
from  $3  million  in  1997.  Orders  so  far 
this  year  are  up  34%,  with  those  from 
specialty  running  shops  up  84%. 

Rockey  knows  the  giant  she  is  com- 
peting with.  She  came  to  Brooks  5 
years  ago  after  an  11 -year  stint  at  Nike. 
There  she  led  the  team  that  built  the 
company's  graphics  and  accessory  divi- 
sions— hats,  T  shirts  and  water  bot- 
tles— to  $500  million  from  $8  million 
in  four  years. 

When  Rockey  arrived, 
Brooks  was  a  mess.  It 
had  just  been  sold  by 
shoemaker  Wolverine 
Worldwide  to  Aker  RGI, 

Norwegian   natural- 


resources  holding  com- 
pany. Brooks  had  a  suc- 
cessful run  during  the 
running  boom  of  the 
late  1970s.  But  trying  to 
chase  Nike,  Brooks  had 
expanded  during  the 
1980s  into  categories 
like  basketball,  aerobics 
and  baseball — and 

signed  big-name  athletes      ^^^™ 
like   Dan  Marino  and 
James  Worthy  to  sell  its  $70  shoes. 

But  in  trying  to  become  a  mini- 
Nike,  Brooks  was  stretched  too  thin. 
When  business  started  to  slow,  it  began 
using  cheaper  materials  and  selling  its 
sneakers  at  rock-bottom  prices  to  dis- 
count retailers  like  Kmart,  which  sold 
them  for  as  little  as  $20.  Brooks  lost 
credibility  with  joggers,  and  between 
1983  and  1993  it  lost  some  $60  mil- 
lion. "I  don't  tiiink  I  really  knew  what 
I  had  gotten  myself  into,"  Rockey  says. 

To  save  Brooks,  she  eliminated 
other  sports  categories  and  consolidat- 
ed the  number  of  Far  East  suppliers 
from  20  to  3. 

Then  she  hit  the  road  to  meet  retail- 
ers to  tout  her  newly  upgraded  prod- 
uct, working  80-hour  weeks,  "and 
looking  like  it,"  she  says.  And  she 
boosted  the  prices — now  as  high  as 
$120  retail,  of  which  the  store  pockets 
about  45%.  The  stores  can  make  good 
money  from  this  brand  because  there- 


with only  a 
$750,000 
advertising 
budget,  Brooks 
can't  afford 
celebrity  endorsers 
or  GQ  spreads.  No 
matter.  It's  got 
200  competing 
runners  wearing 
its  shoes — for  free. 


are  only  so  many  places  where  sll 
pers  can  find  it — and  Kmart  is  not  | 
On  a  recent  Saturday  at  Fleet 
Sports,  a  running  store  in  D;] 
Calif.,  Brooks  reps  brought  ba 
and  coffee  to  an  early-morning 
ning  clinic  followed  by  a  six-i| 
group  run.  At  trade  shows,  Brc 
imports  a  Seattle -style  coffee  ba 
serve  up  free  lattes. 

No  more  celebrity  endorsemel 
Instead,  the  company  enlists  a  fletj 
200  competing  runners  who  get 
shoes  but  no  money.  Runners 
Regina  Joyce  and  John  Sence  arJ 
household  names,  but  they're  ic| 
within  the  running  community. 

Brooks  spends  a  i| 
$750,000  a  year 
advertising,  mostly] 
niche  publications 
Runner's  World 
Running  Times.  But] 
MTV'  spots  or  splashv 
spreads.  "Every  dime 
to  work,"  says  Rockel 
Staying  within  ' 
category,  Rockey 
added  running  clot  I 
made  out  of  fabrics  1 
Gore-Tex  and  win 
resistant  fleece.  Wl 
sales  of  $7  million  ll 
year,  the  new  line  heJ 
Brooks  negotiate  mc| 
square  footage 
national  accounts  like  Just  For  Fr 
and  Gart  Sports.  This  tall  Brooks  \| 
launch  a  trail-running  shoe,  a  n 
ning-shoe-meets-hiking-boot  com] 
that  will  go  up  against  the  soft  boo 
from  Timberland. 

In  November  Stamford,  Conn.  vt| 
ture  capital  firm  J.H.  Whitney  &  C 
acquired  controlling  interest  in  Br< 
for  some  $40  million  from  its  Norw 
gian  parent,  which  decided  to  p 
more  attention  to  its  commercial  fis 
ing  and  real  estate  holdings.  Aloi 
with  that  deal,  Rockey  and  the 
other  employees  picked  up  a  20%  sta 
in  the  company.  Aker  still  owns  tl 
remaining  20%. 

Rockey  helps  plan  the  launch  par 
for  die  Gila.  Then  she  bounds  off  tc 
conference  call  with  a  top  ret; 
account  negotiating  terms  for  the  f 
1999  season.  "Nike's  in  the  entertai 
ment  business,"  she  says.  "We're  in  d 
running  business." 
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waters  500  acres  of  land,  trims 

130,000  trees  and  shrubs,  and 

serves  7,500  meals  a  day. 

And  all  we  did  was  ask  them 
to  serve  coffee." 


Client: 

EDS 

Since: 

1997 

Managed  Services: 

Building  Maintenance  Management, 

Subcontractor  Management  of  100 

Vendors,  Custodial  Operations,  Grounds 

Landscaping  and  Maintenance,  Interior 

Plant  Maintenance,  Fleet  Maintenance, 

Building  Engineering,  Mechanical, 

HVAC,  Electrical  (single  site),  Food, 

Catering,  Vending  and  Coffee  Services 

Value  Created: 

Increased  cost  savings 
Increased  service  quality 

Harold  Mapes, 
Division  Manager,  Real  Estate,  EDS: 

"We  hired  ARAMARK  ten  years  ago 
to  manage  our  coffee  service. 

Today,  we  have  a  full-service  business 
relationship  -  providing  up  to  14  different 

services  at  36  EDS  locations.  This  has 
allowed  us  to  better  serve  our  customers." 

Tom  Norman, 

Vice  President  of  Operations, 

ARAMARK: 

"EDS  is  a  perfect  fit  for  us. 

They  concentrate  on  what  they  do  best 

and  leave  the  rest  to  us  -  holding  us  to 

the  same  high  standards  they  set  for 

themselves.  We  love  being  a  growing 

part  of  this  world-class  company." 

To  learn  more  about  ARAMARK 

Unlimited  Partnerships  visit  our 

website  at  www.aramark.com 

or  call  1-800-ARAMARK. 

ARAMARK®  Managed  Services 
for  Business,  Government,  Healthcare, 

Sports  and  Entertainment, 

and  Educational  Institutions  include: 

Food  and  Facility  Management, 

I  'niforms  and  Career  Apparel. 

Child  (.arc  and  Elementary  Education. 
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ARAMARK 


Managed  Services,  Managed  Better. 
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HUNGER 


A  NATIONAL   INITIATIVE  OF 
PHILIP  MORRIS  COMPANIES  INC 


Employees  of  the  affiliated  companies  of  Philip  Morris  Companies  Ir 
including  Kraft  Foods.  Inc.,  Miller  Brewing  Company,  Philip  Morris 
International  Inc.,  Philip  Morris  U.S.A.,  and  Philip  Morris  Managemei 
Corp.,  support  Arts  Against  Hunger. 

Philip  Moms  ManjijMTK'rH  Corp     Pholo  Fred  Ciraigr  I'hol 


in  fhe>  baffle- 


w 


» 


v 

i  -jf" 


The  arts  inspire  us  all,  but  there's 
also  an  art  to  helping  those  in  need 

That's  why  employees  of  Philip  Morris 
Companies  Inc.  are  joining  audiences 
around  the  nation  in  Arts  Against  Hunger 
food  drives  to  help  feed  the  hungry. 


Created  as  a  partnership  with  Philip 
Morris,  leading  arts  organizations,  and 
local  food  banks,  Arts  Against  Hunger 
food  drives  offer  special  discounts  to 
audience  members  who  bring  in 
donations  of  non-perishable  foods. 
Support  from  Philip  Morris  enables 
the  arts  organizations  to  reduce  ticket 
costs,  while  the  food  donations  help 
local  agencies  provide  millions  of 
meals  each  month  to  the  hungry. 


Support  the  arts  in  your  community 
while  helping  to  feed  the  hungry  at 
one  of  the  upcoming  Arts  Against  Hunger 
events  near  you: 


Denver  Center  for  the  Performing  Arts 

Denver,  Colorado 

Dream  on  Monkey  Mountain,  by  Derek  Walcott 
January  14  -  February  20, 1999 
(303)893-4100 


Arts  Against  Hunger  is  a  part 

of  Philip  Morris'on-going  support 

for  communities  in  need  —  for 

more  than  40  years,  we've  been 

committed  to  making  a  difference. 


Wexner  Center  for  the  Arts 

Columbus,  Ohio 

Performances,  Exhibitions  and  Films 
April  1  -30,1999 
(614)292-3535 


Museum  of  Contemporary  Art 

Chicago,  Illinois 
Summer  Solstice  Celebration 
June,  1999 
(312)280-2660 


To  find  out  how  you  can  help  the 
hungry  in  your  neighborhood,  contact 
one  of  these  national  organizations: 

Foodchain  (800)  845-3008 
Second  Harvest  (800)  532-FOOD 
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Supporting  the  spirit  of  innovation. 


PHILIP  MORRIS  COMPANIES  INC. 

KRAFT  FOODS,  INC.       MILLER  BREWING  COMPANY      PHILIP  MORRIS  CAPITAL  CORPORATION 
PHILIP  MORRIS  INTERNATIONAL  INC.       PHILIP  MORRIS  U.S.A. 


Who's  going  to  control  the  electronics  in  your  living 
room?  Microsoft— or  a  consortium  of  rivals? 

We're  not  Hapi 
with  Havi 


By  Benjamin  Fulford 


On  the  surface  Havi 
(Home  Audio/Video 
Interoperability)  is  a 
geeky  set  of  obscure 
technical  standards.  In 
reality  it's  a  major  offen- 
sive by  Sony,  Matsushita 
and  half  a  dozen  other 
consumer-electronics 
giants  to  shape  the 
future  of  your  living 
room. 

On    the     defensive: 
Microsoft.  It  has  a  rival 
plan  to  take  control  of 
your  TV  set  by  pushing 
Windows  CE  and  a  Havi-incompatible 
alternative  known  as  Hapi.  (Home 
Application  Programming  Interface. 
Cute.) 

"We  don't  think  people  want  a  big- 
picture  PC  in  their  living  room,  where 
they  turn  on  the  switch  and  use  a 
Microsoft  portal  to  go  and  see  the 
world,"  says  Akikazu  Takeuchi,  presi- 
dent of  Sony's  Platform  Software 
Development  Center  and  one  of  the 
main  backers  of  the  Havi  interface. 

Microsoft  thinks  otherwise.  "Our 
aim  is  to  make  our  standards  ubiqui- 
tous," says  Alec  Saunders,  manager  of 
its  intelligent  appliance  division. 

This  is  one  standards  battle  that,  for 
a  change,  Microsoft  isn't  assured  of 
winning.  Havi's  eight  backers  had 


Havi  heavyweight 

Sony's  Akikazu  Takeuchi  is  pushing 

hard  for  the  new  standard. 


total  sales  last  year  of  $279.6  billion, 
dwarfing  Microsoft's  $14.5  billion. 

Havi  evolved  out  of  joint  research 
by  Apple  Computer  and  Sony.  When 
Apple  was  looking  rotten  a  few  years 
ago,  some  engineers  on  the  project 
defected  to  Sony.  A  high-speed  inter- 
face they  worked  on  (IEEE1394)  was 
linked  to  Havi  networking  software 
developed  by  Sony  engineers.  Philips 
Electronics  came  in  later,  and  in  1997 
six  other  companies  joined  the  league. 
It  announced  the  standard  in  late 
December,  and  the  first  products 
could  appear  in  stores  by  Christmas, 
with  the  real  flood  due  next  year. 


Clash  of  the  titans 

Annual  sales  (in  Sbillions.  most  recent  year  available) 

Hitachi  $64.3       Matsushita  Electric  $60.3     Sony  $51.6 


Toshiba  $41.7 


Royal  Philips 

Electronics 

$39.2 


□  Microsoft  Microsoft,  accustomed  to  stomping  lilliputian  rivals,  finds  itself  outmuscled 

$14.5  by  the  backers  of  a  rival  design  for  linking  consumer  electronics. 


In  essence,  Havi  will  let  TVs,  \'(  Rs,l 

digital  videodisk  players  and  otherl 

devices  recognize  one  another  and| 

link  up  in  a  home  network — without 

the  use  of  a  PC  Think  of  it:  one 

remote    control    for   every   gadget 

you've  got.  One  day  your  TV  could 

search  its  siblings  for  a  movie  or  song 

•   and  zap  it  to  a  DVD  in  the  den.  "In  the 

near  future  you  could  have  a  remote 

control  that  recognizes  speech.  You 

could  say  'TV,  find  me  a  golf  pro- 

§  gram,'"  savs  Hideki  Hirakawa,  head  of 

|  the  human  interface  lab  at  Toshiba,  a 

|  Havi  backer. 

S  Matsushita  hopes  to  sell  a  set-top 
p  box  that  can  sift  through  hundreds  of 
g  channels  and  record  programs  its 
owner  likes.  In  four  years  or  so,  the 
boxes  may  be  able  to  guide  the  stor- 
ing of  200  hours  of  content  and  use  a 
search  engine  to  navigate  through  it, 
the  company  claims. 

Microsoft  operating  systems  are  ill- 
suited  to  consumer  electronics — too 
complex,  bug-prone  and  unable  to 
cope  with  large  continuous  data 
streams,  says  Sukeichi  Miki,  chief  of 
the  multimedia  division  of  Matsushita 
(maker  of  Panasonic  and  other 
brands).  "The  Microsoft  OS  is  too 
heavy  for  simple  devices,"  adds  Toshi- 
ba's chief  executive,  Taizo  Nishimuro. 
Yet  Microsoft's  design  is  a  bit  more 
ambitious,  aiming  to  work  for  all 
appliances,  from  stereos  to  refrigera- 
tors, and  to  allow  pes  to  edit  videos  or 
print  out  TV  images. 

To  counter  that,  the  Havi  forces 
made  their  design  jibe  with  Java,  the 
programming  language  pushed  by 
Microsoft's  mortal  enemy,  Sun  Micro- 
systems. Havi  now  has  a  bridge  to  a 
Java  subset  known  as  Jini,  which,  like 
Microsoft's  approach,  seeks  to  connect 
everything  with  everything. 

But  both  sides  lose  if  the  industry 
splits  into  two  incompatible  camps. 
Remember  the  draining  VHS-versus- 
Beta  war  that  hindered  VCR  sales  in  the 
early  1980s?  "We  will 
need  to  build  a  bridge" 
from  Hapi  to  Havi, 
Microsoft's  Saunders 
concedes.  The  elec- 
tronics behemoths, 
hedging  dieir  bets,  are 
in  secret  negotiations 
with  Microsoft  to  do 
just  that.  H 


Sharp  $13.7 
Thomson  $6.6 
Grundig  $2.2 
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hink  about  more  horsepower  than  a  BMW  328i. 
hink  about  phenomenal  traction  control, 
"hink  about  test-zigging  a  new  Catera. 


C  1999  GM  Corp   All  rights  reserved. 


On  the 

Big  Wall  Street  bankers  ganged  up  on  a  little  hedge  fund  and 
ended  up  damaging  their  own  interests. 

Bond  boomerang 


By  Brigid  McMenamin 

Wall  Street  bankers  are  in  a  tizzy 
over  a  U.S.  federal  court  decision  let- 
ting a  debtor  off  the  hook.  If  the 
decision  stands  and  catches  on  in 
other  cases  as  a  precedent,  it  could 
do  a  lot  of  damage  to  investors  who 
own  or  trade  distressed  debt.  Not 
surprisingly,  the  Wall  Street  heavies 
are  hoping  that  an  appeals  court  will 
reverse  the  decision. 

Here's  what's  curious:  The  federal 
court  decision  was  one  the  banks  had 
originally  supported. 

The  mess  started  in  1996  when 
Peru  lobbied  creditors  to  agree  to  a 
plan  to  wipe  out  some  $2.8  billion  in 
Peruvian  government  debt  with 
50% — roughly  $1.4  billion — in  so- 
called  Brady  bonds.  (These  are  bonds 
that  are  partly  backed  by  U.S.  Trea- 
surys.)  The  emerging  markets  mavens 
at  big  banks  seemed  hot  for  the 
plan — and  then  a  spoilsport  emerged: 
Elliott  Associates,  a  controversial 
New  York  hedge  fund. 

Elliott  acquired  $20  million  of  the 
Peruvian  debt,  rejected  the  Brady 
plan  and  demanded  full  payment  plus 
interest.  Failing  to  collect,  Elliott 
sued  in  federal  court  in  late  1996. 
That  threatened  the  bailout  plan:  If 
Elliott  won,  no  one  else  would  accept 
just  half  under  the  Brady  plan. 

Cornered,  Peru  threw  a  Hail  Man- 
pass:  It  accused  Elliott  of  the  ancient 
crime  of  champerty — the  mischief  of 
buying  debt  for  the  very  purpose  of 
suing.  The  champertv  defense  had 
never  worked  in  any  similar  case. 
And  why  should  it?  If  successful  it 
could  make  lot's  uncollectible.  What's 
to  stop  just  any  deadbeat  from  using 
champerty  to  stiff  any  creditor  who 
bought  distressed  paper  in  the  sec- 
ondary market? 

Meanwhile  Peru  rounded  up  some 
powerful  allies:  many  of  the  big  banks 
that  traded  the  bonds.  In  the        t 
name  of  the  Emerging  Markets 
Traders  Association  (EMTA),  the 
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banks  filed  a  friend-of-the-court  brief 
in  Peru's  favor.  It  portrayed  Elliott  as  a 
rogue  and  assured  Judge  Robert  W. 
Sweet  that  dismissing  the  case  wouldn't 
hurt  the  market  for  distressed  debt. 
The  association's  140  members 
include  Chase,  J. P.  Morgan,  Salomon 
Smith  Barney  and  Goldman,  Sachs. 

The  emerging  markets  crowd  at 
these  banks  had  reason  to  side  with 
Peru.  They  had  seen  members  of 
Elliott  Associates  upset  other  restruc- 
turings with  demands  for  Rill  payment, 
and  feared  others  would  follow. 

"A  single  creditor  that  won't  go 
along  is  not  helpful  to  the  process," 
sniffs  Michael  M.  Chamberlin,  emta's 
executive  director.  "A  very  socially 
beneficial  process  will  be  disrupted." 

Beneficial  for  the  big  banks.  They 
can  trade  a  haircut  in  a  restructuring 
for  a  shot  at  underwriting  and  other 
lucrative  business  in  the  debtor  coun- 
try. Widi  no  hope  of  similar  deals,  out- 
siders like  Elliott  fight  to  get  all  they 


can,  posing  a  challenge  to  the  big 
boys,  who  are  quicker  to  acquiesce 

Judge  Sweet,  76,  bowed  to  the 
emerging  market  cabal  bent  on  neu 
tering  Elliott — and  dismissed  Elliott's 
collection  suit. 

What  Sweet  and  the  bankers  failec 
to  appreciate  was  that  they  were 
establishing  a  dangerous  precedent 
Sure  enough,  in  October  a  New  York 
court  used  the  champerty  argument 
to  justify  not  making  Bobover  Yeshii 
va  Bnei  Zion,  a  religious  school, 
simply  pay  speculator  Remington 
Investments  the  $190,000  that 
Bobover  owed  on  a  bank  note.  To 
collect,  they'd  have  to  go  to  trial. 

That's  why  big  lenders  and  traders: 
are  terrified  of  debtors  crying  cham- 
pertv'. uWe  don't  need  the  medieval 
concept  of  champerty  energized,"  says 
Paul  Saltzman  of  the  New  York-based 
Bond  Market  Association,  a  dealers' 
group  whose  264  members  include  the 
same  banks  as  Chamberlin's  crew. 
Astonished  at  what  their  emerging 
markets  staffs  had  done,  bond. 
traders  at  the  banks  resolve! 
to  attack  Sweet's  decision.  In 
essence,  bond  traders  are 
more  interested  in  keeping  the 
market  liquid  than  in  maintain- 
ing comfortable  relations  with 
debtor  nations.  So  the  traders,  in  the 
name  of  the  Loan  Syndications  & 
Trading  and  Bond  Market  Associa- 
tions, tiled  briefs  to  the  appeals 
court,  favoring  reversal. 

In  effect,  big  banks  are  in  the 
awkward  position  of  wishing  that 
their  own  colleagues'  federal  court 
victory  turns  into  a  defeat  at  the 
appeals  level. 

Hare  they  have  Chamberlin's 

group  effectively  switch  sides  in 

the  coming  appeal?  That  would 

make  the  banks  look  awfully 

hypocritical.  "I  don't  know 

what   we're  going  to  do," 

admits  Chamberlin.  ■ 

Forbes  ■  February  22,  1999 


We've    Completely   Rethought 


Freight    Transportation 


It's  amazing  what  can 


Have    You? 


happen  when  you  open 


the  door  to  new  possibilities.  You  view  sourcing,  manufacturing  and  distribution  as  a  continuum.  And  you 
treat  transportation  expenditures  as  ,\n  investment  which  pays  dividends  in  customer  satisfaction  and  mar- 
ket share.  That's  the  kind  of  thinking 
that  has  shaped  CNF  Transportation: 
a  $5  hillion  Ljroup  of  market- leading 
companies,  united  by  a  shared  commit- 
ment to  quality  service  and  innovative 
solutions.  With  33,000  people,  25,000 
pieces  of  equipment,  nearly  100  jet 
freighters  and  worldwide  coverage,  we 
certainly  have  the  resources  to  meet 
your  needs.  More  to  the  point,  though, 
we  have  ideas  to  help  strengthen  your 
supply  chain.  And  in  today's  world,  it's 
ideas  that  really  carry  weight. 


cnf 

TRANSPORTATION 


Where  ideas  carry  weight 


Emery    Worldwide     ♦     Con-Way    Transportation    Services     ♦     Menlo    Logistics      http://www.cnf.com 


With  deregulation,  an  upstart  can  land  lots 

of  electricity  customers.  But  can  it  make  any  money 

from  them?  New  Energy  Ventures  doesn't  know  yet. 

We'll  make 
it  up  on 
the  volume 


By  Christopher  Palmeri 
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Perhaps  we  should  call  it  thl 
Amazon  effect.  It  now  seems  to  b| 
socially  acceptable  in  the  capital  mark< 
to  lose  a  ton  of  money,  provided  th; 
you  gain  market  share  while  doing 

Some  such  phenomenon  may  be 
work  in  the  newly  deregulated  electro 
ity  market.  A  Los  Angeles-based  st; 
up  called  New  Energy  Ventures  seem 
to  be  wonderfully  successful  at  lurm 
customers.  But  what  has  it  acco 
plished  for  its  owners?  Nothing  yei 
The  company  lost  $20  million  (after 
tax)  on  $208  million  in  sales  in  1998 

Since  last  April  ratepayers  at  C 
fornia's  three  largest  utilities  hav 
been  able  to  choose  their  electricit 
suppliers.  Customers  representin;1 

i   *; 
New  Energy 
Ventures  President 
Michael  Peevey 
As  a  utility 
executive,  he 
said  deregulation  I 
wouldn't  work. 
Now  he's  spend- 
ing millions  to 
prove  himself 
wrong. 
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re  where  you  are  today 
use  you  took  control 
£  jur  financial  future  and 
Aned  well.  Like  many 
Its,  you're  probably  self- 
lirins  for  the  possibility  of 
■  -term  care  (convalescent 
a  inW'A).  Now  there's 
barter  way  to  self-insure 
r  MoneyGuard. 

Ha  whole  different  kind 
Misurance  that  links  the 
nefits  of  life  and  long-term 
m-  insurance.  What  does 
i:  mean  tor  you?  If  you 
Ber  need  long-term  care, 
for  premium  is  not  lost — 


Make  Another 
Smart  Financial 
decision 


Here's  how  MoneyGuard  works: 

Example  is  for  a  healthy  non-smoking  female,  age  65 

You  have:  $  150,000  in  liquid  assets  available  for 
self-insuring  long-term  care 
expenses 

You  move:     $  50,000   into  MoneyGuard  as  a  single 
premium 

You  receive:  $110,000  in  immediate  death 

benefit  or  long-term 
care  benefit,  if  needed 

$  1 10,000  in  additional  long-term 
care  benefit 

$220,000  total  long-term  care 
benefit" 

You  keep:      s  100,000  of  your  initial  liquid  assets 

that  may  now  be  invested  more 
aggressively  because  those  assets 
are  better  protected  against 
long-term  care  expenses 

*In  this  example,  MoneyGuard  pays  up  to  $150  a  day  for  home 

health  care,  nursing  home  care  or  assisted  living, 

or  up  to  $75  a  day  for  adult  day  care. 


you  still  receive  all  the 
benefits  of  life  insurance. 

Also,  MoneyGuard  works 
as  an  asset  shelter — helping 
to  protect  your  hard-earned 
funds  from  the  demands  of 
long-term  care  expenses. 

We're  sure  you'll  have 
questions,  so  please  call 
1-877-893-9990  today, 
or  contact  your  advisor. 
MoneyGuard  is  available 
through  insurance-licensed 
stockbrokers,  independent 
agents,  personal  bankers  and 
financial  representatives. 


MoneyGuard 


Life  Insurance  for  Living 


|-st  Penn-Pacific 
Hfe  Insurance  Co. 


.moneyguard.com 


The  MoneyGuard  universal  life  insurance  policy  has  riders  that  prepay  the  death  benefit  and  more  for  long-term  care 
expenses.  It  is  underwritten  by  First  Penn-Pacific  Life  Insurance  Co.  The  illustration  and  outline  of  coverage  (disclosure 
statement  in  WA)  describe  the  benefits,  costs,  exclusions  and  limitations  of  MoneyGuard.  Benefits  vary  by  age,  health 
status  and  state  availability.  This  advertisement  is  not  intended  for  residents  of  AR,  OK,  NJ  or  NY.  ©  1998  First  Penn- 
Pacific  Life  Insurance  Co.  All  rights  reserved.  Policy  form  number:  L-2020  series.  Rider  form  numbers:  L-2800  series. 
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Only  in  Vermont 

Undercutting  the  local  electric 
company  is  difficult  enough.  How 
about  charging  more  than  the  local 
utility?  That's  the  business  plan  of 
South  Burlington,  Vt.- 
based  startup  Green 
Mountain  Energy 
Resources,  which  resells 
"environmentally  cor- 
rect" power  made  from 
water,  wind,  natural  gas 
and  solar  sources. 

Depending  on  which 
mix  you  chose,  your  elec 
tricity  could  come  out 
costing  as  much  as  20% 
above  what  the  local  util 
ity  charges. 

Isn't  it  hard  to  know  ■■§■ 

that  the  watts  going  into 
your  hot  tub  are  clean  ones?  The 
electric  grid  is  a  pool  open  to  every 
power  station  and  thus  reflects  a 
blend  of  sources.  No  matter,  says 


Hartley  and  White 
Tree-hugger  watts 


Green  Mountain.  By  choosing  its 
power,  you  displace  evil  nuclear,  coal 
and  oil  generation. 

Green  Mountain  is  the  brainchild 
of  a  former  Johns  Manville  insula- 
tion marketer,  Kevin  Hartley,  39. 
His  principal  backer  is 
^^^^     Dallas  entrepreneur 

Samuel  Wyly,  who  put  in 
$60  million  and  hired 
former  investment  banker 
David  White  as  president. 

Green  Mountain  has 
been  advertising  heavily  in 
California  and  Pennsylva- 
nia. It  claims  to  have 
signed  up  100,000  cus- 
tomers. Revenues  should 
top  $50  million  in  1999, 
but  the  firm  will  be  in  the 
red  for  years. 
All  for  a  good  cause, 
supposedly.  Says  Hartley:  "Buying 
power  from  Green  Mountain  is  way 
more  powerful  than  giving  to  an 
environmental  group."  -C.P.  ■■ 


12%  of  the  power  consumed  hav 
switched.  New  Energy  claims  to  hav  8- 
signed    up    40%    of  the    switched' 
market.  In  some  sense  this  is  a  cou 
for  Michael  Peevey,  the  61-year-ol* 
.founder  and  boss  at  New  Energy.  Si 
years  ago  Peevey,  then  president  d 
the  regulated  electric  giant  Ediso5 
International,  was  passed  over  for  thi  - 
top  job.  Now  he  is  stealing  customer 
from  his  former  employer.  "For  year!  - 
as  a  utility  executive,  I  would  gii  B 
around  telling  people  that  deregula 
tion  was  a  bad  thing,"  Peevey  recalls 
"I  told  them  we'd  see  blackouts, 
gave  out  all  kinds  of  b.s.  Now  I  hav 
the  intellectual  high  ground." 

A  year  ago  some  250  companies 
registered  to  offer  power  in  California 
Today  only  a  handful  are  actively  man  :  ■ 
keting  electricity.  Some  notable  with  | 
drawals  include  Cincinnati's  Cinerg 
Corp.  and  Montana  Power  Co.  Enroij  ' 
Corp.  abandoned  a  high-profile  effor 
to  reach  residential  customers  bu 
remains  New  Energy's  rival  in  tht  :i 
industrial  market. 

Peevev's  outfit  has  taken  an  earl 


Both  of  these  men  are  traveling  2,000 


tired  of  scurrying  through  airports?  Bleary-eyed  meetings?  Missing  your  family?  On-net  from  MCI  World 
has  the  answer.  Global  conferencing.  We  can  provide  everytliing  vou  need  for  vour  meeting— audio.  \ 
\l   I  conferencing  or  a  combination      nil  three.  We'll  even  provide  die  latest  \ideo  equipment.  No  matter 
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lid  because  New  Energy  didn't  so 
lich  call  on  customers  as  it  did  lobby 
Bm.  Remembering  the  days  he  spent 
Ii.i  utility  executive  visiting  with  spe- 
ll interest  groups  to  win  their  sup- 
Irt  tor  new  power  plants  and/or  rate 
I,es,  Peevey  contacted  trade  associa- 
1ns  like  the  Building  Owners  & 
■onagers  .Association,  the  Association 

■  California  Water  Agencies  and  the 
■ilirbrnia  Wine  Institute.  In  some 
Itances,  he  cut  the  associations  in  for 
■raction-of-a-cent  royalty  on  every 
Bowatt-hour  sold  to  their  members 

-exchange  for  their  endorsement  of 
Jjf.-w  Energy.  An  association  with  a  big 
II stonier  base  could  thus  pick  up 
H  00,000  a  year  or  more  in  royalties. 

■  To  the  customers  paying  the  bills 
revey  made  a  simple  pitch:  Whatev- 
I  New  Energy  saved  it  would  split 
|lth  the  customer,  typically  20%  for 

lew  Energy,  80%  for  the  customer. 
IVe  liked  the  idea  that  New  Energy 
fcesn't  make  money  if  we  don't  make 
loney,"  says  Bradford  Wilkins,  chief 
nancial  officer  of  steelmaker  Tamco 
j  Rancho  Cucamonga,  Calif.  Tamco 


dropped  Edison  and  chose  New 
Energy  over  five  other  rivals.  Wilkins 
figures  the  switch  is  saving  his  com- 
pany about  5%  off  its  previous  rates. 

In  less  than  a  year  New  Energy  has 
signed  up  750  industrial  customers  in 
California,  Pennsylvania  and  New 
York,  the  three  states  with  the  most 
open  electricity  markets. 

Making  money  from  these  cus- 
tomers will  be  difficult,  however.  New 


ic  power  plants.  For  now  this  compen- 
sation is  just  about  high  enough  to 
erase  most  of  the  savings  folks  like  New 
Energy  can  create  by  buying  electricity 
in  the  wholesale  market. 

One  year  down,  three  to  go  on  this 
recipe  for  red  ink.  At  the  end  of  that 
period  New  Energy  might  make 
enough  to  recoup  its  losses — if  the 
customers  don't  bolt  for  another 
discounter. 


'1  told  them  we'd  see  blackouts,"  Peevey  recalls. 
i(l  gave  out  all  kinds  of  b.s." 


Energy'  must  naturally  pay  the  incum- 
bent monopoly  a  fee  to  transmit  the 
electricity'  to  the  customer's  door.  On 
top  of  this,  each  of  these  states  is  trying 
to  ease  the  shock  of  competition  on  the 
incumbents.  In  California,  for  example, 
legislators  created  a  four-year  period 
wherein  the  incumbent  utilities  collect 
a  transition  charge  t( )  c<  >mpensatc  them 
for  the  billions  they  have  sunk,  with  the 
regulators'  connivance,  in  uneconom- 


Peevey  has  a  deep-pocketed  part- 
ner: UniSource  Energy  Corp.,  the 
parent  of  Tucson  Electric  Power  Co., 
has  invested  $40  million  in  New 
Energy  and  guaranteed  another  $26 
million  of  debt.  UniSource  owns  half 
of  the  company.  Peevey  and  seven 
other  executives  own  the  rest. 

Does  Peevey  have  the  intellectual 
high  ground?  Not  until  his  company 
makes  a  profit.  ■■ 


eeting.  Which  one  would  you  rather  be? 


-H- 


MCI  WORLDCOM 


K  your  needs,  we  can  handle  it.  And  if  there's  ever  a  concern,  we  have  people  ready  to  assist  you.  24/7. 
hanging  the  way  the  world  meets.  So  you  can  get  where  you  have  to  go.  Without  ever  really  having  to...  go. 
yage.  [ntroducme  MCI  WorldCom  On-Net.  For  details,  visit  mciworldcom.com  or  call  1-800-475-3555. 
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Low-wage  earners  are  no  better  off  than  they  were  20  years  ago. 

The  bottom  rung 


By  Peter  Brimelow 


"The  real  wages  of  low-wage  male  workers  have 
shown  large  increases  in  the  past  few  years,"  trumpeted  a 
recent  report  from  President  Clin- 
ton's Council  of  Economic  Advis- 
ers, "in  contrast  to  the  period  from 
1979  to  1993,  when  thev  declined 
by  14.7%." 

Those  were  mainly  dark,  dire 

Republican  years,  in  case  you 

didn't  get  the  point.  Even  the 

Washington    Posfs    generally 


/ 


Hourly  wages  ($1999) 
bottom  10%  of  work  force 
$6.75  - 


u 


6.50 


6.25 


sensible  James  Glassman  inhaled  this  cheerful  Whitft 
House  line,  describing  the  trend  as  "heartening." 

Our  advice:  Look  at  the  big  picture.  Low-wage  hourl 
pay  is  indeed  recovering,  somewhat  shakily.  But  no  mor 
so  than  at  a  similar  point  in  the  Reagan-Bush  recover) 
The  real  story  is  that  low-wage  earners  are  still  signifi 
candy  worse  off  than  they  were  20  years  ago,  at  least  i 
you  only  count  their  paychecks.  But  government  transfe 
programs  like  the  earned-income  tax  credr 
mean  that  wages  don't  tell  the  whole  stor) 
For  economists  the  prolonged  stall  ii 
wages  remains  the  great  contemporanj 
conundrum.    For   politicians   it   is 
opportunity  to  argue  for  new  legislatio: 
In    his    State    of   the 
Union  message  Presi- 
dent    Clinton     pro- 
posed    to     increase 
the  minimum  wage 
by  $1  to  $6.15.    ■■ 


Men  18+ 
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fcaimler  isn't  the  only  German  outfit 

frying  to  import  American  management  skills. 

Look  at  construction  giant  Philipp  Holzmann  AG 

Cross -border 
shakeup 


3y  Richard  C.  Morais 

Brooklyn's  old  navy  yard  will  E 
»oon  be  home  to  the  largest  televi-  Z 
iion  studio  outside  Hollywood,  an  1 

n  580  million,  400,000-square-foot 

.  :omple\  with  everything  from 
oundstages  to  scenery  workshops. 
The  building's  purpose:  quintessen- 
ially  American.  The  builder: 
German.  Philipp  Holzmann  AG,  the 
150-year-old  outfit  constructing  the 
studio,  is  based  in  Frankfurt  but  is 
aching  to  expand  its  U.S.  presence, 
not  just  to  diversify  an  international 

I    revenue  stream  but  to  diversify  its 

'   pool  of  managerial  talent. 

With  estimated  1998  revenue  of 
$7.2  billion,  Holzmann  is  up  there 
with  America's  biggest,  the  SI  1  bil- 
lion Fluor  Daniel  and  the  S10  billion 
Bechtel  Group.  But  big  doesn't  nec- 
essarily mean  good.  Holzmann  lost 
$900  million  in  1997  and  nearly  went 
under.  When  1998  earnings  come  out 
in  May,  they  will  be  close  to  break- 
even, estimates  Robert  Flemming 
Securities  analyst  Alastair  Stewart. 

Holzmann  is  a  case  study  in  the 
worst  habits  of  German  manage- 
ment: technically  superb,  but  cover- 
ing up  serious  management  defi- 
ciencies with  immense  arrogance. 
Customer  servicer  "The  engineers 
knew  everything;  there  was  no  need 
to  ask  the  customer,"  explains  Hein- 
rich  Binder,  a  rescue  artist  who 
joined  the  company  17  months  ago 
as  chief  executive.  Shareholders? 
Holzmann's  management  spent  the 
1990s  misleading  the  markets  about 
losses  by  feeding  an  estimated  $3 
billion  of  hidden  reserves  into  the 
earnings  stream. 

Until  recently  German  engineers 
ran  the  company  like  pre-Bismarck 
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Heinrich  Binder  of  Philipp  Holzmann 
Building  a  U.S. -German  giant. 


Germany:  There  were  440  outfits 
operating  as  separate  fiefdoms.  The 
stories  are  now  legend:  The  Holz- 
mann board  turned  down  a  project, 
but  a  regional  subsidiary  went  ahead 
anyway.  One  Holzmann  company 
bought  cement  at  $52.50  a  ton 
while  another  paid  twice  that 
amount  from  the  same  supplier.  A 
French  subsidiary  ran  up  losses  of 
$300  million.  Turns  out  the  French 
board  members  didn't  speak 
German,  nor  the  German  represen- 
tatives French. 

The  1990  German  reunification 
nearly  finished  the  company.  The 
engineers  rushed  headlong  into  East 
German  projects  without  carefully 
assessing  risks  or  lining  up  tenants. 
The  bubble  burst,  and  the  German 
construction  market  went  into  its 


worst  and  most  prolonged  postwar 
recession. 

Shareholders,  led  by  Deutsche 
Bank,  hired  Binder,  a  48-year-old 
lawyer  who  made  his  reputation 
turning  around  a  German  auto  parts 
company.  Binder  quickly  cut  Holz- 
mann's employees  by  40%,  to 
32,000.  He  replaced  50%  of  the 
company's  second-tier  managers  and 
scoured  Holzmann's  portfolio  look- 
ing for  inspiration. 

He  found  it  in  two  U.S.  sub- 
sidiaries, both  acquired  two  decades 
ago,  which  between  them  had  a  $3.3 
billion  construction  backlog  but  also 
had  a  talent  for  balancing  construc- 
tion work  with  lower-risk  contract- 
ing. One  of  them,  for  example,  had 
a  sideline  reading  utility  meters  in 
Louisiana  and  running  U.S.  Navy 
bases  in  Puerto  Rico. 

Binder  split  the  company  into 
three  parts:  Germany,  U.S.A.  and  a 
New  York-headquartered  interna- 
tional division.  "We  are  creating  a 
U.S. -German  company,"  says 
Binder.  "We  need  the  Americans' 
willingness  to  change  fast,  to  make 
decisions  and  quickly  implement 
them.  We  need  their  systems  and  risk 
controls  and  their  systematic 
approach  to  marketing,  that  Ameri- 
can customer-orientation." 

Binder  isn't  just  talking;  he  has 
placed  58%  of  Holzmann's  revenues 
under  the  control  of  U.S.  executives. 
One  of  those:  Gene  McGovern,  58, 
the  New  York  City-born  construc- 
tion legend  who  built  EuroDisney, 
Canary  Wharf  and  the  world's  tallest 
buildings,  the  Petronas  Towers  in 
Malaysia.  From  New  York,  McGov- 
ern runs  Holzmann's  international 
division,  an  operation  that  includes 
a  Turkish  hydroelectric  dam  and  the 
world's  largest  "cavern"  power 
plant,  tucked  underground  in  a 
valley  in  rural  China. 

Binder  has  some  believers. 
Gevaert  NV,  a  Belgium  investment 
holding  company,  recently  bought 
30%  of  the  shares,  pushing  up  the 
price  from  the  equivalent  of  $100  to 
$155  on  the  Frankfurt  exchange.  If 
the  Binder  revolution  takes  hold, 
Gevaert  will  make  a  nice  profit,  and 
investment  bankers  will  have  further 
justification  for  the  current  wave  of 
cross-border  mergers.  m 
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Geraldine  Laybourne — veteran  cable  television 
executive  and  born-again  entrepreneur — knows 
the  power  of  storytelling.  Especially  when  it 
comes  to  her  own  accomplishments.  She  likes 
to  tell  the  one  about  building  a  fort,  stick  by  stick,  in  her 
yard  at  age  6.  She  worked  at  it  12  hours,  finishing  up  at 
10  p.m.  with  the  help  of  a  flashlight.  "My  father  looked  at 
me  and  said,  'God  save  the  world,' "  she  recalls.  "It  was  the 
first  time  I  knew  there  was  something  in  me  that  just 
wouldn't  let  go." 

Laybourne,  51,  is  now  trying  to  build  something  rather 
more  ambitious.  Her  Oxygen  Media  is  a  multimedia 
company,  aimed  primarily  at  women,  that  pursues  the 
ever-elusive  goal  of  convergence — combining  the  enter- 
tainment power  of  television  with  the  interactivity  and 
specificity  of  the  Internet.  "Five  years  from  now  we'd  like 
to  be  in  50  million  homes  with  a  cable  network  and  to  be 
part  of  women's  daily  lives  on-line,"  she  says. 

She  has  found  some  powerful  believers,  raising  some- 
thing in  the  neighborhood  of  $100  million  in  cash  and 
property  (Web  sites  and  libraries  of  TV  programs).  She's 
landed  a  cable  commitment  from  Tele -Communications, 
Inc.  and  an  offer  to  raise  big  bucks  from  Morgan  Stanley. 
Walt  Disney  Co.  and  America  Online  Inc.  have  taken 
undisclosed  equity  positions. 

So  have  talk  show  host  Oprah  Winfrey,  as  well  as  Marcy 
Carsey,  Thomas  Werner  and  Caryn  Mandabach — the 
team  that  created  The  Cosby  Show,  Roseanne  and  3rd  Rock 
from  the  Sun,  among  others — who  have  agreed  to  provide 
original  programming.  "I  felt  it  was  time  after  all  those 
years  that  TV  has  used  me,  for  me  to  use  it,"  says  Winfrey. 
"I'd  like  to  use  it  to  do  what  it  should  do:  be  of  service, 
help  women." 

Mighty  friends  or 
no,  Laybourne  will 
need  all  the  help 
she  can  get.  She  is 
treading  where  the 
giants  of  media  and 
technology — Time 
Warner,  Bell  Atlantic 
and  Microsoft,  among  them — have 
already  stumbled  (see  box,  p.  116). 

Someday — it  could  take  a 
decade — you  will  be  able  to  get 
movies  on  demand,  choosing  from 
a  library  of  thousands  of  films, 
instead  of  going  to  Blockbuster. 
You'll  be  able  to  watch  a  live  spe- 
cial on  your  favorite  rock  group 

(or  string  quartet),  download  its  CD  for  a  fee,  find  out 
when  and  where  it's  performing  next,  zero  in  on  a  seating 
plan  and  buy  a  ticket.  You  may  even  be  able  to  wander  the 
virtual  aisles  of  a  clothing  retailer,  virtually  try  on  particu- 
lar brands  and  styles  and  place  your  order  for  a  custom- 
made  suit. 

Very  cool.  But  that  someday  scenario  will  force  major 
disruptions  across  myriad  industries — video  rentals  (an 
$8  billion  business  last  year),  music  ($12.5  billion),  TV 
advertising  ($52  billion)  and  more.  New  players  will 
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Someday,  some- 
one will  make 
a  great  fortune 
by  exploiting  the 
interplay  of 
television  and 
the  Internet. 
Will  it  be  Gerry 
Laybourne?  With 
the  help  of  some 
powerful  friends 
and  some  deep 
pockets,  she 
wants  to  create 
a  new  medium 
for  50  million 
female  viewers. 


The 


Converge 
Gamble 


By  Tom  Post 
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emerge;  old  standbys  will  have  to  adapt  to  the  new  real- 
ities or  die  off. 

That  vastly  changed  media  world  will  come  in  fits  and 
starts,  incremental  steps  that  in  some  cases  will  be  made 
by  newcomers  like  Oxygen.  This  is  what  tantalizes  Lay- 
bourne:  If  she  can  carve  out  even  a  tiny  slice  of  the  huge 
sums  at  stake,  she  might  build  a  billion-dollar  business  in 
little  time.  She  has  probably  improved  the  odds  by  nar- 
rowing her  pitch  to  women  who  want  to  take  charge  of 
their  lives — and  have  money  to  spend.  The  interactive 
future  will  be  about  narrowcasting,  in  her  view. 

Now  back  to  reality.  So  far,  no  one  has  solved  the  most 
basic  drawback:  Most  people  regard  TV  as  an  entertain- 
ment box  and  the  Internet  as  a  separate  place  to  get  infor- 
mation or  to  buy  things  like  books  and  airplane  tickets. 
Whatever  the  gadgets  to  blend  the  two — high-speed 
modems,  Microsoft's  WebTV,  something  else — the  public 
isn't  ready  yet.  Meantime,  early  customers  will  have  to 
shuttle  between  the  boob  tube  in  the  living  room  and  the 
computer  in  the  den. 

But  what  if  the  gadgets  were  just  a 
little  better?  Imagine  that  your  PC  and 
TV  were  blended  into  a  single  instru- 
ment with  a  big  screen,  a  convention- 
al remote  control  and  a  keyboard. 
You  sit  in  the  living  room  watching  a 
cable  TV  talk  show  aimed  at  women. 
A  commercial  break  advertises  a  get- 
away vacation  to  a  health  spa  in  the 
mountains.  Now  you  grab  the  key- 
board and  with  a  few  clicks  have  a 
sales  brochure  sent  to  your  home — or 
maybe  even  book  a  room  at  the  spa, 
plus  an  airline  reservation. 

Laybourne  can't  spell  out  the  details 
of  this  interaction,  because  no  one  can. 
"We  don't  know  exactly  what  conver- 
gence will  look  like,"  she  says.  "But  we 
know  the  Internet  is  going  to  change 
the  passive,  one-way  nature  of  TV." 
She  also  knows  she  won't  get  very  far 
with  interactive  software  alone.  A  mil- 
lion Web  sites  offer  that.  So  she  wants 
to  own  the  show  that  captures  your 
attention  to  start  the  process. 

What  this  scenario  needs  is  a  $500 
television  with  some  PC-flavored 
processor  chips  and  modem  chips 
built  into  it.  That  cheap  all-in-one 
device  may  be  a  few  years  away.  In 
the  meantime  Laybourne  envisions, 
for  starters,  a  simple  integration  of 
two  media,  which  she  calls  "synchro- 
nous Webcasting."  In  other  words, 
the  simultaneous  broadcasting  of 
programs  on  cable  TV  and  the  Inter- 
net, with  one  medium  feeding  the 
other — something  like  the  strategy  of 
MSNBC,  the  TV  and  Web  joint  ven- 
ture between  Microsoft  and  NBC. 


Long  before  she  figures  out  convergence,  though,  La: 
bourne  must  vault  over  some  high  hurdles.  For  one  thins    > 
there's  already  a  women's  channel — Lifetime — that  reac 
es  nearly  every  U.S.  household  wired  for  cable.  No  sm.i 
irony  that  Laybourne  oversaw  Lifetime  in  her  last  corp 
rate  job,  as  president  of  Disney/ABC  Cable  Network: 
before  quitting  to  start  Oxygen  last  May.  Glaring  fa* 
number  two:  There  are  colonies  of  competitive  Web  sit4 
out  there  that  already  serve  women  (see  box,  below). 

No  matter.  Oxygen,  based  in  New  York,  San  Francist1    M 
and  Los  Angeles,  is  still  planning  to  unveil  its  Web  sit> 
on  May  1.  The  cable  channel  is  due  to  arrive  Jan.  1,  200 

Call  it  a  gamble  of  $400  million  or  more.  That's  wh      * 
Laybourne  has  budgeted  for  programming  and  marketin 
over  the  first  four  years.  To  help,  Morgan  Stanley  will 
road  show  to  raise  a  large  sum  from  a  few  strategic  par  1 
ners — including  other  media  companies — to  give  Oxygen  I 
valuation  above  $750  million  after  a  first  round 
of  financing.  Laybourne  will  need  every  cent. 
She's  counting  on  small  revenues  initially  from 


It  Takes  More  Than  an  Milage... 


LONG  BEFORE  Oxy- 
gen Media  first  drew 
breath,  Manhattan- 
based  Ivillage  recog- 
nized the  commercial 
potential  of  creating  a 
"virtual  community" 
of  women  on  the 
Web.  Ivillage  was 
founded  in  June  1995 
by  Candice  Carpenter, 
a  former  executive  at 
Time  Warner  and 
home  shopping  chan- 
nel QVC.  She  had  help 
from  Nancy  Evans, 
onetime  publisher  at 
Family  Life  magazine, 
and  Robert  Levitan,  a 
consultant  at  America 
Online. 

The  idea  was 
simple:  Offer  useful 
and  entertaining  con- 
tent— in  this  case,  on 
parenting,  health  and 
finance — and  lead 
your  community  to 
commerce.  Investors 
loved  the  concept. 
Over  the  past  three 
years  72  stockhold- 
ers— including  Kleiner 
Perkins,  AOL  and 


Intel — have  poured 
more  than  $90  million 
into  Ivillage.  The 
company  now  hopes 
to  raise  $46 
million  in  an  initial 
public  offering. 

Four  years  into  this 
concept,  Ivillage 
hasn't  made  any 
money.  While  it's  the 
largest  women's  desti- 
nation on  the  Web, 
drawing  3  million 
unique  visitors  a 
month,  Ivillage  lost 
$32  million  on  rev- 
enues of  $9  million 
during  the  first  nine 
months  of  1998. 

It  takes  a  big  bank 
account  to  create  a  vil- 
lage. Since  she  got 
going,  Carpenter  has 
spent  more  than  $20 
million  to  create  con- 
tent and  maintain  a 
large  staff,  now  about 
200;  she  has  run 
through  another  $32 
million  in  advertising 
and  distribution  to 
portals  like  AOL  and 
Excite.  Ivillage, 


( 


\ 


according  to 
its  Securities 
&  Exchange 
Commission 
filing,  has 
lost  a  cumu- 
lative $65 
million  and 
expects  to 
remain  in 
the  red  for 
the  foresee- 
able future. 

Ivillage 
Chief  Exec- 
utive Car- 
penter, 46, 
insists  the 
company  is 
right  on 
track.  All 
that  red  ink, 
she  claims,  is 
a  healthy  sign  of 
reaching 

critical  mass.  Having 
built  the  audience,  sh< 
says  she  now  wants 
to  introduce  com- 
merce plays. 

Actually,  commerce 
has  always  been  part 
of  the  plan.  But  visi- 
tors to  the  site  don't 


^ 


I 
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Web  sites  and  nothing  at  all  until  next  year  from  TV 
ivertisers  and  cable  operators. 

Lavbourne  has  beaten  the  odds  before.  With  just  a 

aster's  degree  in  elementary  education  from  the  Univer- 
ty  of  Pennsylvania  and  a  feel  for  what  children's  television 

ght  to  be,  she  started  a  production  company  in  1979 
ith  her  husband.  Kit,  a  filmmaker.  She  approached  a  little- 

iowti  cable  network  called  Nickelodeon  with  a  pilot — and 
nded  a  job. 

Over  the  next  16  years  she  helped  build  Nick  into  an 
iset  for  its  new  owner,  Viacom,  that  today  is  worth  about 
8  billion.  She  had  no  trouble  convincing  her  boss  to  let 
er  take  chances.  "Gerrv  was  very  articulate  in  expressing 
er  need  for  resources,"  recalls  Sumner  Redstone, 
iacom's  chief  executive.  "I  had  so  much  confidence  in 
er,  I  can  never  remember  saying  no  to  her." 

Nickelodeon  succeeded  because  Lavbourne  gambled  on 

mold-break- 
ing shows 
ike  Rujjrats 


and  The  Secret  World  of  Alex  Mack,  which  didn't  talk  down 
to  kids.  The  programs  celebrated  the  fears,  foibles  and  tri- 
umphs of  ordinary  children — and  hooked  them  with 
unsentimental  humor.  "She  turned  what  was  a  'spinach' 
channel,  something  kids  should  eat,  into  a  'pizza'  channel, 
something  kids  wanted  to  eat,"  explains  Robert  Pittman, 
president  of  AOL,  who  was  Laybourne's  original  boss  at 
Nick.  Now  AOL  is  a  partner  in  her  latest  venture,  swapping 
cash  and  three  Web  sites  devoted  to  women — Electra 
(career  issues,  mostly),  Thrive  (health)  and  Moms  Online 
(parenting) — for  a  piece  of  Oxygen. 

Lavbourne  is  counting  on  the  fact  that  American  women 
are  a  rich  target  for  advertisers.  They're  starting  new  busi- 
nesses at  a  faster  rate  than  men.  New  technology  is  making 
it  easier  to  target  women,  who  are  flocking  to  the  Internet 
ill  ever-increasing  numbers.  Women  are  media  hounds, 
with  one  notable  exception — watching  cable  television. 

The  opportunity  to  fill  that  gap  sold  TCI — the  nation's 
largest  cable  operator,  which  last  year  agreed  to  be  acquired 
by  AT&T.  So  far  TCI  is  Laybourne's  only  commitment.  It 


seem  to  be  shopping 
in  great  numbers. 
Thebulkoflvil- 
lage's  revenues — 
82% — still  comes 
from  advertising. 
It's  not  for  want  of 
trying.  Carpenter 
has  changed  her 
business  model  sev- 
eral times. 


First  there  were 
corporate  sponsor- 
ships. Polaroid, 
Nissan,  MGM  and 
others  underwrote 
advertorials,  offering 
product  information 
as  well  as  games, 
activities  and  chats. 
But  sponsorship  dol- 
lars fell  far  short  of 


Where  are  the 
shoppers?  Founders 
Candice  Carpenter 
and  Nancy  Evans. 

expenses  in  many 
cases.  "It  cost  a  lot 
of  money  to  build  a 
mini -Web-site  for  an 
advertiser,"  says  a 
former  senior  execu- 
tive at  Ivillage. 
"Quite  honestly, 
most  [sponsors]  did 
not  pay  exorbitant 
fees  for  them." 

Ivillage  hasn't  had 
mifch  success  with  e- 
commerce,  either. 
An  early  attempt,  an 
on-line  store  on  its 
parenting  site,  Par- 
entSoup,  offered 
products  from  a 
dozen  retailers, 
including  Avon  and 
CDNow.  But  hardly 
any  products  were 
sold.  "Parents  came 
to  ParentSoup  to 
get  information  and 
connect  with  each 
other,  not  really  to 
shop,"  says  co- 
founder  Levitan,  the 
former  head  of  ad 
sales,  who  quit  the 


company  in  Decem- 
ber to  run  his  own 
electronic  gift  start- 
up, Flooz.com. 

Carpenter  has  also 
tried  to  get 
visitors  to  buy  on 
impulse.  Read  about 
the  14-day  Fat  Flush 
diet  on  Ivillage's  Fit- 
ness and  Beauty  site, 
and  learn  about  the 
fat-burning  nutrient 
Carnitine.  Click  on 
"The  Carnitine 
Miracle"  and  you 
are  linked  to 
Amazon. corn's  Web 
site,  where  you  can 
buy  books  about  the 
supplement.  Ivillage 
has  deals  with  more 
than  45  merchants, 
who  have  revenue- 
share  agreements  to 
sell  on  the  site. 
Again,  revenues 
have  been  disap- 
pointing: $420,000 
in  1997  e-commerce 
sales. 

Carpenter  is  now 
trying  to  be  a  full- 
fledged  retailer.  Last 
March,  Ivillage 
bought  a  majority 
stake  in  Ibaby — 


which  sells  more 
than  20,000  infant 
products  on  the 
Net — and  linked  the 
retailer  to  its  site. 
Last  year  Ibaby  had 
$1.4  million  in  sales. 
Ivillage  plans  to  use 
the  proceeds  from 
its  public  offering  to 
buy  the  rest  of  Ibaby 
and  acquire  other 
electronic  retailers. 

Expenses  should 
drop  this  year.  In 
December  Ivillage 
gave  up  1 0%  of  the 
company  to  NBC  for 
$25  million  worth 
of  prime-time  adver- 
tising. Carpenter  is 
also  creating  Ivillage 
Online,  a  joint  ven- 
ture with  WorldNet, 
AT&T's  Internet  ser- 
vice provider;  the 
long  distance  carrier 
will  pay  for  TV 
advertising.  Those 
deals  should  keep 
Ivillage's  marketing 
costs  well  below  last 
year's  $20  million. 

But  will  any  of  it 
convince  women  to 
shop  at  Ivillage? 

-Silvia  Sansoni 
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will  eventually  carry 
the    Oxygen    net- 
work to  80%  of  its 
10  million  or  so 
subscribers,    but 
will  provide  only 
3    million   when 
Oxygen  launches 
next  January.  "It's 
a    very    important 
channel  for  half  of 
my  audience — women," 
says  TCI   President  Leo 
Hindery.  "I  looked  at  the 
programming  opportuni- 
ties   and    thought    this 
was   a   horribly   under- 
served   portion   of  the 
population." 

That  may  come  as  a 
surprise  to  the  folks  over 
at  Lifetime,  the  15-year- 
old  cable  channel 
owned  by  Disney  and 
Hearst  Corp.  A  mix  of 
made-for-TV  movies, 
magazine  shows  and 
recycled  sitcoms  and 
dramas,  Lifetime  reach- 
es 72  million  homes. 
Last  year  its  prime-time  rat- 
ings rose  to  1 3% — enough  to  rank  it  number  one  in  deliv- 
ering the  critical  category  of  women  to  advertisers.  ''That 
doesn't  sound  like  an  audience  that's  underserved,"  says 
Meredith  Wagner,  Lifetime's  senior  vice  president  of  public 
affairs.  "We're  the  leading  television  resource  for  women. 
Oxygen  is  still  just  a  concept." 

Right  enough.  And  it's  at  the  conceptual  level  that  Lay- 
bourne  claims  she  will  make  her  biggest  impact. 

So  what  will  it  look  like?  This  gets  a  little  tricky — partly 
because  the  company's  a  little  paranoid  about  giving  away 
secrets,  partly  because  its  ideas  are  very  fluid. 

Laybourne  is  still  working  out  a  basic  format  for  com- 
bining the  Net  and  TV.  Turn  on  the  tube  for  a  program 
on,  say,  how  new  divorcees  or  widows  are  coping  with 
their  changed  financial  circumstances.  Later,  go  to  a  Web 
site  for  more  detailed  information  on  mortgages,  manag- 
ing cash  flow  and  the  like.  Talk  with  experts  on-line  who 
can  offer  tips  on  a  budget  and  links  to  financial  institutions. 
Picture  a  similar  experience  for  shows  on  breast  cancer  or 
starting  a  business. 

The  advertising  possibilities  are  tremendous — if  you  can 
trap  viewers  with  decent  programming  and  get  them  to 
stay  for  the  commercials,  or  switch  to  their  PCs.  Oxygen 
is  hoping  to  change  the  way  women  shop  on  the  Web.  "If 
you  serve  them  well,  they  will  pay,"  says  Lawrence  Wilkin- 
son, Oxygen's  vice  chairman  and  strategic  noodler.  He 
speaks  intriguingly  about  customizing  the  on-line  experi- 
ence of  buying.  Irksome,  repetitive  purchases,  like  dish- 
washer detergent  or  panty  hose,  would  be  reordered  from 
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Brnkfin  Circuits 

Progress  requires  failure.  And  so  it  was  in  thrl 
early  1990s  that  companies  spent  upwards  of ! 
billion  in  hot  pursuit  of  interactive  television.  Mosj, 
it  went  down  the  digital  drain — but  it  did  provide 
free  education  to  latecomers.  Perhaps  Oxygen  Meoj 
Geraldine  Laybourne  has  learned  from  their  travail 


THE  FABLE 

OF  500  CHANNELS 

■  Tele-Communications  Inc. 
starts  it  all  in  1992.  Chief 
John  Malone  hails  digital 
compression  and  500  chan- 
nels. Agrees  in  October 
1993  to  sell  TCI  to  Bell 
Atlantic  for  $33  billion. 
Invests  $200  million  in  the 
National  Digital  Television 
Center,  spanning  270,000 
square  feet.  Pumps  $26 
million  into  a  hot  startup, 
Interactive  Network,  trading 
at  $11  a  share. 

The  Bell  Atlantic  bid  col- 
lapses in  four  months.  The 


digital  center  today  handle] 
cable  transmission.  Interac 
tive  Network  went  Chapter] 
1 1  last  year;  its  stock  is  at  J 
31  cents.  No  cable  systemij 
carries  500  channels.  Yet. 

STARGAZING 
FOR  DOLLARS 

■  Interactivity  bedazzles  Be 
Atlantic  Chief  Raymond  W. 
Smith,  even  after  he  dump:[ 
TCI.  In  1993  he  starts 
Stargazer,  aiming  to  link  up 
million  homes  in  six  states  I 
2000.  Also  erects  a  sprawl-* 
ing  new  production  center  i 
Reston,  Va.  Cost  of  the  enti  | 


a  menu  that  remembers  what  brands  the  view 
bought  before.  The  most  enjoyable  20%  of  shopping 
whether  it's  for  clothes  or  a  vacation — would  come 
a  more  intensive  data  feed  from  the  cybermall. 

The  plan  for  TV  programming  is  a  little  more  advance 
Laybourne  &  Co.  envisions  a  day  divided  into  varioi 
blocks  instead  of  individual  shows.  A  three-hour  mornir 
block,  called  The  Hive,  will  present  a  variety  of  featun 
about  health,  parenting  and  personal  relationship 
Between  noon  and  2  p.m.  Working  Lunch  will  offer  mai 
agement  advice  for  women  entrepreneurs  and  corpora' 
executives,  and  tips  about  personal  finance.  Tribes,  a  bkx 
from  4  to  6  p.m.,  is  aimed  at  teenage  girls.  In  the  ear 
evening  a  comedy  block  will  draw  on  original  progran 
ming  as  well  as  sitcoms  from  the  Carsey- Werner  library 
they  become  available.  From  8  to  10  they'll  run  movi( 
on  Boudoir  Cinema. 

Says  producer  Marcy  Carsey,  "Our  intention  is  to  con 
municate  with  audiences  in  ways  that  haven't  been  don 
before — to  have  on-camera  personalities  reflect  the  heai 
and  soul  and  diversity  of  the  viewers." 

Hypothetical  example?  "Imagine  handing  out  new  dig 
ital  cameras  in  various  cities  to  teenage  girls  and  askin 
them  what  their  Saturday  night  is  like,"  says  Tom  Werne 
Focus  groups  have  been  a  rich  source  of  ideas  for  pro 
gramming.  "We  had  one  suggestion  for  a  show  calle> 
Back  Fence"  says  Caryn  Mandabach.  "A  place  where  yo 
could  exchange  all  kinds  of  ideas — everything  from  you 
worst  blind  date  to  your  best  boss." 

The  first  year  will  probably  look  a  mess.  "We  have  to  tr 
all  kinds  of  stuff  and  fail — the  same  way  we  did  at  Nick, 
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ect:  $200  million, 
ly  1996  only  4,000  homes 
uburban  Virginia  are 
. ,     ed.  Stargazer  fades  out. 
Reston  site  remains: 
!,000  square  feet,  designed 
ouse  350  people;  today  it 
Js  30  working  on  Web  sites. 
998  Smith  retires. 

RANGE  BEDFELLOWS 


he  cowboy  Bell,  U  S  West, 
is  Hollywood,  ponying  up 
.55  billion  for  a  25.5% 
erest  in  a  Time  Warner  part- 
•ship  in  May  1993.  They 
v  to  spend  $5  billion  to  zap 
iltimedia  to  millions  of  cable 
stomers  by  year-end  1998. 
1995  they  build  a  snazzy 
twork  in  Orlando  and  herald 
lationwide  rollout. 
Two  years  later  only  4,000 
,  get  it.  Time  Warner  shuts 
i  the  Orlando  experiment  in 
1997.  The  tab:  $150  mil- 
.  But  the  U  S  West  stake  is 
teal;  it  now  is  part  of  the 
I's  MediaOne  spinoff. 


■  Oracle  spends  $100  million 
to  develop  a  "media  server."  It 
goes  nowhere.  Microsoft  spends 
at  least  that  much  on  Tiger,  a 
similar  effort;  no  sale. 

■  SBC  Communications 
becomes  the  first  Bell  to  buy  a 
cable  firm,  paying  $700  mil- 
lion for  Hauser  Communica- 
tions in  1994.  Four  years  later 
SBC  sells  out  at  $50  million 
less  than  it  paid. 

■  Bell  Atlantic,  Nynex  and 
Pacific  Telesis,  advised  by 
superagent  Michael  Ovitz,  put 
up  $300  million  in  1994  to 
fund  Tele-TV.  The  program  ven- 
ture spends  a  fortune,  never 
gets  off  the  ground,  dissolves  in 
1996.  A  rival  effort,  Americast, 
fares  no  better.  Walt  Disney 
Co.,  BellSouth,  SBC,  Ameritech 
and  GTE  put  up  a  total  $500 
million  and  talk  of  reaching  68 
million  customers  in  33  states. 
Today  it  runs  plain  cable  sys- 
tems in  a  few  markets,  with 
235,000  subscribers. 

■  Nynex  puts  $1.2  billion  into 
Viacom  in  October  1993  to 
ensure  access  to  programming 


ays  Laybourne. 

dds  Werner,  "I  think  if  we're  clear  about  our  intentions 

d  make  mistakes  the  first  year,  the  audience  will  forgive 

as — as  long  as  we  respect  them." 

Oprah  Winfrey  will  make  a  significant  contribution,  first 

n  the  Internet,  then  on  the  cable  channel.  In  a  series 

ailed  Spoken  Word,  she  will  voice-over  some  of  her 

avorite  passages  from  literature  and  life,  animated  by 

raphics.  She'll  also  take  a  leading  role  in  an  ongoing 

xygen  survey  that  examines  how  women  view  politics, 

e  financial  world,  their  roles  in  society,  their  personal 

ves  and  the  new  media.  "I'm  the  most  illiterate  person 

hen  it  comes  to  the  Internet,"  Winfrey  says.  "We  could 

reate  a  whole  show  about  me  learning  the  Web." 

Rut  first  Oxygen  must  convince  cable  operators  to  carry 
the  channel.  Laybourne  says  she  needs  20  million  sub- 
1  scribers  by  200 1  to  make  a  sizable  impact.  The  3  million 
subs  from  TCI  are  a  good  start.  But  there's  a  catch:  To  get 
those  3  million  subs,  Laybourne  must  find  an  additional 
5  million  on  her  own  by  next  January. 

Laybourne  doesn't  think  it'll  be  hard  to  find  other 
{takers.  She's  held  discussions  with  a  dozen  or  so  big  cable 
(operators.  Of  the  five  or  six  cable  executives  FORBES 
reached,  many  sound  excited  by  Oxygen,  eager  to  find 
space  on  the  few  remaining  analog  channels — eventual- 
ly. "We  will  consider  signing  a  contract  before  Jan.  1, 
2000,"  says  Ajit  Dalvi,  senior  vice  president  for  pro- 
gramming and  strategy  at  Atlanta-based  Cox  Communi- 
cations, which  has  3.8  million  subscribers.  "But  we  will 
not  commit  distribution  without  knowing  more  about 

Forbes  ■  February  22,  1999 


but 
never 

needs  it.  Bell 
Atlantic  bought 
Nynex,  but  Viacom  has 
since  redeemed  its 
shares.  MCI,  advised  by 
Michael  Milken,  invests  $1 
billion  in  Rupert  Murdoch's 
News  Corp.  in  May  1995  and 
pledges  a  billion  more.  Second 
payment  never  comes;  first  one 
is  shifted  to  a  satellite  business. 
■  June  1998:  TCI  agrees  to  be 
acquired  by  another  big  phone 
company:  AT&T.  They  vow 
the  deal,  now  valued  at 
about  $60  billion  including 
assumed  TCI  debt,  will 
unleash  a  digital 
deluge  of  interactive 
services. 
-T0MAS  KELLNER 


her  programming." 

Meantime,  there's  the 
May  1  deadline.  That's 
when  Oxygen  plans  to 
cut  the  ribbon  in  cyber- 
space for  five  Web  sites, 
two  of  them — on  rela- 
tionships and  entertain- 
ment— entirely    new. 
^Oprah.com     debuts 
Aug.    1.)   Since   ac- 
quiring  three   sites 
from  AOL  last  fall, 
Oxygen    has    been 
feverishly  upgrading 
them  with  new  con- 
tent and  navigation- 
al tools. 

There's  no  short- 
age of  women's  sites 
already  out  there,  from 
an  upstart  like  CyberGrrl 
to  the  more  established 
Women.com  and  Home- 
Arts  (which  recently 
announced  a  merger).  Lay- 
bourne wants  to  roll  over  them 
all.  Oxygen  claims  its  sites  attract 
nearly  2.6  million  unique  viewers  a 
month,  versus  3  million  for  Ivillage.com,  a  pioneer  of 
Web  communities  of  women.  But  it's  a  very  tough  way  to 
make  a  buck:  Ivillage  has  yet  to  earn  a  cent. 

Oxygen  will  launch  its  Web  sites  with  the  help  of  an 
innovative  device — a  computerized  "information  wallet" 
from  American  Happy  Ware,  a  small  Burlington,  Vt.- based 
software  outfit.  Buzzy,  as  it  is  known,  is  sort  of  a  multi- 
media Palm  Pilot  on  your  computer  screen.  Open  up  its 
distinctive  round  icon  and  you've  got  a  notebook-shaped 
window  that  can  personalize  and  store  all  kinds  of  infor- 
mation— music,  video  or  text.  It's  easy  to  download  and 
manipulate  data  from  the  Internet  or  a  CD  with  just  the 
drag  of  a  mouse.  The  info  wallet  comes  minimally  for- 
matted, but  can  be  customized  and  serve  as  a  search 
engine,  an  organizer,  an  address  book,  a  Rolodex,  a  cal- 
endar and  a  program  manager. 

You  can  duplicate  Buzzy  as  many  times  as  you  want  and 
send  it  to  friends.  It's  stored  on  your  PC.  The  feature  is 
free  to  Web  users — and,  as  Gerry  Laybourne  points  out, 
a  potentially  huge  draw  for  advertisers.  Assuming  Oxygen 
can  overcome  users'  privacy  concerns,  the  info  wallet  could 
be  exploited  by  advertisers  for  an  unusual  array  of 
narrowcast  pitches.  A  small  step  on  the  long  and  rocky 
road  to  convergence. 

How  soon  will  the  Web  blend  seamlessly  into  the  tele- 
vision? What  will  the  fused  medium  look  like?  Laybourne 
is  too  cautious  to  predict.  "If  you  ask  me  what  makes  me 
nervous,  it's  that  the  world's  eyes  are  on  us  and  expect  us 
to  create  miracles  right  away,"  she  says.  "We  can't." 
That's  more  honesty  than  you'll  get  from  most  digital 
visionaries.  w» 
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That  rare  expression  of  sport  utility  and  European 
luxury,  a  union  of  performance  and  panache,  the 
all-new,  200  hp  Audi  A6  Avant.  With  legendary 
quattro"  all-wheel  drive,  a  30-valve  V6  plus  a 
five-speed  Tiptronic"  transmission  with  automatic 
and  manual  modes,  it  is  a  wagon  that  dares  to  go 
md  soccer  practice  and  supermarkets.  Beyond 


traditional  luxury  cues  with  three  striking  new 
choices  in  interior  design  called  Atmospheres .SM 
More  than  luxury  touches,  the  luxury  of  a 
in.  I  j  '  German  touring  car  with  space.  More  than  real 
utility,  real  sport.  The  1999  Audi  A6  Avant: 
Why    merely    accommodate    your    full    life, 

when  you  can  celebrate  every  twist  and  turn. 


.i  us  al  www  audiusa  com  for  more  tnlotmatron  MSRPof  1999  Audi  A6  Avant  is  S36  600  not  including  dealer  pieo,  dest  chg.  (axes  license  Actual  dealer  prices  may  vary  "Audi."  "quattro,"  "A6."  "Avant"  and  the  lour  tings 


It   doesn't    scream    family   car.    It  just    screams 


id  trademarks  of  AUDI  AG  "Atmospheres"  is  a  service  mark  of  Audi  of  America,  Inc.  "Tiplronic"  is  a  registered  trademark  of  Dr  log  h  c  F  Porsche  AG  M998  Audi  of  America,  Inc 


A  shakeout  was  supposed  to  thin  the  ranks  of  Internet  providers. 
So  how  come  thousands  of  little  ones  are  proliferating? 

Mom  and  POPs  thrive... 


By  Seth  Lubove  and  Anne  Linsmayer 


Tired  of  the  corporate  life,  George 
Peace  quit  his  job  at  Unisys  Corp. 
three  years  ago  to  live  on  his  farm  near 
Harrisburg,  Pa.  But  rather  than  milk 
cows,  he  set  up  a  server  and  some 
modems  in  a  spare  bedroom,  leased 
two  lines  from  the  local  phone  com- 
pany and  pronounced  himself  an 
Internet  service  provider. 

Today,  Peace's  Pennsylvania  Online, 
started  on  $60,000,  boasts  750  phone 
lines  and  7,500  customers,  charging 
them  $10  a  month  for  the  first  50 
hours.  "We're  living  well  off  of  it  and 
building  our  retirement  nest  egg,"  he 
says.  The  business  has  since  outgrown 
the  bedroom  and  moved  to  a  con- 
verted corn  crib. 

Small-timers  like  George  Peace 
were  supposed  to  have  been  road  kill 
by  now  in  the  $10.7-billion-a-year 
access  business,  crushed  by  the  region- 
al Bell  companies  and  Internet  behe- 
moths such  as  America  Online  and 
Microsoft.  Instead,  thousands  of 
mom-and-pop  isps  are  driving  much 
of  the  growth  in  the  business. 

All  told,  the  total  number  of  isps  has 
grown  from  about  1,500  in  1996  to 
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more  than  6,500  by  some  estimates; 
96%  of  the  U.S.  now  has  access  to  at 
least  four  providers,  with  dozens  of 
choices  in  larger  cities. 

Plucky  smaller  players  (and  nascent 
cable  firms)  have  almost  doubled  their 
market  share  to  just  shy  of  16%  in  two 
years.  The  share  held  by  the  giants — 
AOL  and  Microsoft,  mostly — has 
slipped  11  points,  to  56%  by  late  last 
year,  says  International  Data  Corp. 
The  Baby  Bells'  share  is  a  tepid  3.5%. 
So  bigger  isn't 
Fledgling  ISP  necessarily     better. 

mogul  George  Many  Net  surfers, 
Peace  and  wife,  especially  those  in 
Christine  small  towns,  appreci- 

Milking  the  Net.  ate  the  friendlier  ser- 
mOHi  vice  and  hand-hold- 

ing of  smaller  firms. 
David  Kraft,  a  director  at  the  Country 
Meadows  chain  of  retirement  homes 
in  Hershey,  Pa.,  turned  to  Peace's 
Internet  service  after  getting  the  cold 
shoulder  from  bigger  firms.  He 
wanted  help  erecting  a  new  Web  page. 

"George  immediately  invited  us 
over  for  cookies  and  milk,"  Kraft  says. 
"Once  we  left,  he  called  before  we 
were  even  back  to  the  office  and  had  a 
page  up  for  us.  We  were  floored." 

Clairetta  Anderson  of  St.  Paul, 
Minn,  was  told  her  local  Bell,  U  S 
West,  would  need  at  least  a  week  to 
sign  her  up.  So  she  chose  Twin  Cities 
Internet,  a  hometown  ISP  started  by 
two  former  Las  Vegas  card  dealers.  "I 
call  them  day  or  night,  any  hour,"  she 
says;  they  even  made  a  house  call. 

Says  cofounder  Michael  O'Sullivan: 
"We  had  providers  that  were  awful  and 
said,    'We    can    do 
this.'"  Klondyke.net 

With  a  little  tech-     proprietors 
nical   know-how,   a     Brian  and  Maria 
server  or  two  and     Wells  with  their 
some    leased    high-     loyal  mascot 
speed  lines  from  the     Digital  dogs. 
phone  company,  any-     BI^HB 


body  can  take  on  the  telcos.  You  ca? 
even  buy  an  "ISP  in  a  box"  starting 
$4,000  from  Quad  Research  of  Rivet 
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side,  Calif. 

"The  big  boys  don't  bother  me 
says  Richard  Monosson  of  Instai 
Internet  Corp.  in  Woodland  Hill 
Calif.  His  real  fear:  "The  14-year-ol 
kid  down  the  block.  A  lot  call  then 
selves  consultants  and  even  have  thi 
own  Web-posting  services." 

Maria  and  Brian  Wells  of  Ricl 
mond,  Mich,  sold  the  cars  and  b 
their  savings  to  start  Klondyke 
Online  Services;  Maria  even  quit  h< 
job.  They  now  have  close  to  1,4(MB 


m 


Jjstomers  at  S20  a  month  for  unlim- 
ed  service  in  two  local  areas,  or  POPs 
joints  of  presence).  Extra  revenue 
pmes  in  from  designing  Web  pages 
f)r  local  businesses. 

Like  a  lot  of  smaller  ISPs,  their  ser- 
ice  is  also  the  town  bulletin  board, 
vhen  Richard  Sansone  posted  a  mes- 
ige  a  few  months  ago  that  his  neigh- 
or's  dogs,  Luke  and  Lulu,  were  miss- 
ig,  another  neighbor  responded  that 
:e'd  found  them.  Adding  to  the 
lomey  touch,  the  Wellses'  Web  page 
cons  depict  the  family  basset  hound, 

chicken  and  a  pot-bellied  pig. 
:  As  the  mom-and-pops  proliferate, 
|he  dollars  trickle  upward.  Some  telcos 
fvon't  carry  data  traffic  from  the  tiny 
Outfits  unless  they  pay  a  fee,  but 
PSINet  Inc.,  a  big  Internet  "back- 
iione"  operator  that  fled  the  consumer 
Tiarket  to  serve  business  clients,  does 
t  free  of  charge.  It  aims  to  sell  them 
other  services  and  generate  more  traf- 
fic on  its  own  lines. 
i  "Why  shouldn't  we  serve  them 
well?  All  the  phone  companies  are 


going  out  of  their  way  to  kill  them. 
We  want  them  to  bring  more  cus- 
tomers to  our  network,"  says  PSINet 
Chairman  William  Schrader.  He  fig- 
ures the  number  of  ISPs  can  rise  five- 
fold in  five  years. 

Others  see  new  ways  to  make  a 
buck  off  the  small  providers.  Several 
companies  have  formed  to  go  on  a 
buyout  binge.  Among  them:  glib 
"roll-up"  promoter  Jonathan  Ledecky, 
who  spliced  together  230  companies 
in  four  years  to  create  $2.6  billion 
(sales)  U.S.  Office  Products. 

His  latest  venture:  OneMain.com. 


A  prospectus  attempting  to  raise  $113 
million  in  a  public  offering  says  the 
Southampton,  N.Y.  company  will  start 
off  with  17  newly  acquired  smallish 
ISPs  and  buy  several  more  in  rural  or 
suburban  areas.  "We  expect  our  busi- 
ness to  grow  rapidly,"  the  document 
notes  confidently. 

The  question  is  whether  the  little 
guys  will  even  need  a  buyout.  "We  are 
an  extremely  profitable  ISP,"  says  Jason 
Simonds,  cofounder  of  Maine-based 
Midcoast  Internet  Solutions.  "I  don't 
understand  how  anyone  can't  make 
money  at  this."  ■■ 


Most  of  PSINet's  big  rivals  have  sold  out. 

The  Internet  access  provider  may  soon  join  them. 

...  as  a  big  guy 
mulls  its  fate 


By  Nikhil  Hutheesing 

William  L.  Sghradkr  is  a  holdout. 
He  founded  Internet  service  provider 
PSINet  in  1989,  took  it  public  six 
years  later  and  built  it  into  a  power- 
house on  a  string  of  debt-laden 
acquisitions. 

While  his  like-sized  rivals — Uunet, 
Netcom,  Digex — all  faded  into 
bigger  acquirers,  Schrader  went  it 
alone.  Along  the  way  he  took  share- 
holders on  a  wild  ride.  PSINet's  stock 
price  almost  doubled,  to  $28.50,  in 
its  first  year,  plunged  75%  in  the  next 
year  and  a  half — and  roared  back  up 
fivefold  to  an  alltime  high,  trading 
above  $35  lately.  Whew. 

Now  Schrader  has  a  new  corkscrew 
twist  for  his  investors:  The  last  of  the 
independents  is  in  talks  to  sell  out. 
The  identity  of  his  suitor  couldn't  be 
learned,  but  even  if  PSINet  doesn't 
get  bought  this  time  around,  its  future 
as  the  property  of  some  bigger  bidder 
seems  almost  inevitable. 

Selling  out  would  be  a  bit  of  a  let- 
down for  Schrader.  The  PSINet  chief 
executive,  47,  is  an  intense  and  com- 
petitive man  who  shoots  pistols  at  a 
local  firing  range  and  roars  around  on 


his  Harley-Davidsons  near  PSINet's 
base  in  Herndon,  Va.  Easing  the 
pain,  Schrader  has  an  11%  stake 
worth  $200  million  or  more. 

PSINet's  plausible  fate  as  someone 
else's  subsidiary  owes  in  part  to  the 
fact  that,  like  other  major  players 
before  it,  PSINet  has  leveraged  itself 
to  the  hilt — it  has  $120  million  in 
debt  and  nearly  $1  billion  in  junk 
bonds.  Interest  payments,  at  $62  mil- 
lion last  year,  or  about  25%  of  rev- 
enue, are  expected  to  double  this  year; 
earnings  are  nonexistent. 

But  PSINet  also  is  takeover  bait 
because  of  the  enviable  assets  that 
Schrader  built  on  all  that  debt:  its  very 
own  fiber  network.  PSINet  has  com- 
mitted to  spend  almost  half  a  billion 
dollars  to  buy  80,000  miles  of  fiber- 
optic cable  in  just  the  past  two  years 
(half  of  it  in  undersea  cable).  While  big 
phone  companies  have  old  networks 
that  use  an  inefficient  design  for  trans- 
mitting data  (circuit  switching), 
PSINet's  system  uses  the  Internet 
Protocol  to  chop  voice  and  data  into 
little  packets,  send  them  along  vari- 
ous lines  and  reassemble  them  at  their 
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destination(packet     PSINet's  Willliam 
switching).  Schrader 

That  lets  PSINet     Building  a 
zap  far  more  traffic     huge  network 
along  the  same  lanes,     with  an  eye  to 
allowing  it  to  offer     selling  it, 
businesses  videocon-     ^HM 
ferencing  and  other 
high -bandwidth  services  and  lease  out 
excess  capacity  to  rivals.  Some  168  ISPs 
provide  12%  of  PSINet's  $250  million 
a  year  in  sales. 

"Economics  101  says  buy  fiber, 
because  the  cost  of  owning  fiber  today 
is  one-tenth  the  cost  of  renting  it," 
Schrader  says.  It  also  means,  however, 
that  the  slightest  mistake  in  predicting 
demand  could  be  fatal. 

A  fiber- building  binge  is  under  way 
by  Qwest,  Level  3,  IXC  Communica- 
tions and  others.  Capacity  is  likely  to 
soar  a  hundredfold  in  just  four  years, 
leading  to  a  glut  if  demand  doesn't 
explode  accordingly  Prices — and  the 
value  of  fiber — might  plunge. 

But  Schrader  says  his  Internet 
design  will  let  him  undercut  the 
telcos,  steal  their  customers  and 
make  up  in  volume  whatever  he 
loses  on  price. 

Schrader  has  always  bet  on  band- 
width. Before  forming  PSINet,  he  ran 
supercomputer  centers  at  Syracuse 
University  and  Cornell.  In  1985  he 
helped  found  a  New  York  networking 
service.  There  he  oversaw  the  creation 
of  a  fiber  backbone  linking  15  such 
labs.  He  also  soon  realized  that  busi- 
nesses were  eager  to  jump  on  board 

Wild  ride 

PSINet's  stock  price  (ratio  scale) 


<*•. 


the  Internet. 

So  in  1989  he  founded  Perfor- 
mance Systems  International.  Later 
renamed  PSINet,  it  offered  U.S.  cus- 
tomers Internet  access  for  $19.95  a 
month.  But  Schrader  bailed  out  of  the 
consumer  market  in  September  1996 
to  focus  on  businesses.  Investors  lost 
faith,  and  PSINet's  stock  stumbled  for 
much  of  1997,  losing  more  than  half 
of  its  value  for  the  year. 

In  late  1997  Schrader  began 
acquiring  isps.  Since  then  he  has  spent 
$290  million  in  cash  to  buy  18  ISPs; 
PSINet  is  now  one  of  the  top  three 
providers  in  Canada,  Britain,  Korea 


$40 


Uunet  is  acquired,  raising  Buyout  offer  from 

speculation  about  PSINet  USinternetworking 

After  predicting  positive 
EBITDA,  PSINet  disappoints 


Takeover 
speculation 


•95  "96 

Red  ink  matters  little  once  takeover  run.  -s  start  to  fly, 

122 


'97  '98  '99 

Sources:  FactSet  Research  Systems;  company  documents. 


and  Japan.  Last  year  Schrader  starte 
taking  on  debt  to  buy  fiber  networl 

These  days  PSINet  has  thousan 
of  corporate  accounts,  which  pay  a 
average  of  $500  a  month  for  Inte 
net  access — at  1.4  billion  bits  p< 
second — as  well  as  web  hostin[ 
security  and  other  services.  It  he 
created  ravenszone.net,  an  ISP  f< 
fans  of  the  Baltimore  Ravens  fool 
ball  team,  which  will  launch  i 
April.  Subscribers  will  get  to  watc 
on-line  press  conferences  and  ch 
up  players  on-line. 

Even  so,  PSINet  keeps  losin 
money — a  cumulative  $340  millio 
since  its  IPO  in  May  1995.  Schrade 
hasn't  yet  delivered  on  his  promise  G 
Wall  Street  to  eke  out  some  operatin 
income  (earnings  before  interest,  taxej 
depreciation  and  amortization);  h 
promises  to  do  so  by  June. 

If  only  for  the  sake  of  his  bargaininj 
position,  Schrader  sturdily  maintain 
that  he  can  go  it  alone  if  need  be.  H< 
has  always  said  he  is  willing  to  sell,  bu 
only  if  the  price  is  right. 

"Think  of  us  as  having  geneticall; 
engineered  a  stable  of  racehorses,"  h«' 
says.  "They  run  15  lengths  faster  thai 
any  other  horses.  Since  we  haven' 
raced  yet,  outsiders  offer  to  buy  ou 
horse  stable  for  the  cost  of  the  barn 
That's  not  good  enough." 

Our  prediction:  He's  going  to  drivt 
a  hard  bargain,  but  he  is  definite!) 
going  to  sell.  ■ 

Forbes  ■  February  22,  1995 
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X/hy  does  the  moon 
stay  in  the  sky? 

What  makes 
the  stars  twinkle? 

How  does 
the  Internet  work? 


Actually,  it  works  very  well.  Maybe  because  so 
much  of  it  runs  on  Compaq.  Four  out  of  the  five 
most  popular  Web  sites  are  powered  by  Compaq. 
Hundreds  of  millions  of  hits  are  handled  by 
Compaq  platforms  every  day.  Three-quarters  of 
top  ISPs  have  standardized  on  Compaq  for  their  Windows  NT  based 
\  7eb  hosting.  And  if  you've  ever  received  e-mail,  chances  are,  we  helped  get 
to  you.  To  find  out  how  the  Internet  can  help  grow  your  business,  feel  free 
)  ask  the  source  at  1-800 -AT-COMPAQ.  Or  visit  www.compaq.com/moon. 


COMPAQ.  Better 


answers; 


©1998  Compaq  Computer  Corporation  All  rights  reserved  Compaq  is  registered  in  trie  U  S  Patent  and  Trademark 
Office  Better  answers  is  a  service  mark  of  Compaq  Computer  Corporation  Windows  NT  is  a  registered  trademark 
of  Microsoft  Corporation  All  other  names  are  trademarks  or  registered  trademarks  of  their  respective  companies 


A  young  scion  of  the  German  family  that  controls 

A&P  thinks  he  can  turn  the  chain  around. 

But  what  does  he  know  about  U.S.  grocery  retailing? 

Prosperity  around 
the  corner? 


By  Justin  Doebele 

Christian  Haub's 
family  is  worth  $5.5 
billion,  but  he  wants 
you  to  think  he's  just 
one  of  the  guys. 
Named  chief  executive 
of  the  Haub-controlled 
grocery  chain  Great 
Atlantic  &  Pacific  Tea 
Co.  nine  months  ago, 
Haub  insists  on  talking 
to  Forbes  not  in  the 
executive  offices  in 
Montvale,  N.J.,  but  in 
the  employee  lounge 
of  a  nearby  A&P  gro- 
cery store. 

The  room  is  sparse, 
just  laminated  tables 
and  metal  chairs  bolted 
to  the  floor.  Drinking 
the  company's  signature 
"Eight  O'clock"  coffee 
from  a  Styrofoam  cup, 
Haub  enthuses:  "This  is 
the  most  exciting  period 
in  my  entire  time  with 
the  company." 

A&P  needs  a  little 
excitement.  The  $10.3 
billion  (sales)  company 
is  one  of  the  proudest 
old  names  in  American 
retailing — but  one  that  has  been  stag- 
nating for  years.  Many  of  its  about 
900  stores  are  old  ones  stuck  in 
mature  markets  with  high  taxes,  oner- 
ous zoning  and  entrenched  unions. 

Haub's  father,  Erivan  Haub,  head 
of  Germany's  privately  owned  Ten- 
gelmann  Group,  bought  53%  of  a&p 
in  1979  for  $125  million  from  the 
founding  Hartford  family.  Today, 
with  a&p  stock  at  $33  a  share,  Ten- 
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gelmann's  stake  is  worth  about  $670 
million — that's  a  compound  annual 
growth  of  barely  9%,  as  against  14% 
for  the  s&P  500  index. 

Christian  Haub,  at  34  the  second- 
youngest  chief  executive  of  a  big  U.S. 
company  (after  Michael  Dell),  comes 
to  his  job  after  three  years  as  a  general 
financial  analyst  with  Wall  Street's 
Dillon,  Read  and  Global  Reach.  He 
joined  a&p  in  1991  and  was  named  by 


i  his  father  as  chief  operatiil 
?  officer  in  1993,  at  age  2S 
|  His  participation  in  t<| 
f  management  has  not  y| 
energized  the  company.  ]. 
financials  appear  frozen 
a  time  warp  since  199 
sales  unchanged;  ass< 
unchanged  at  about  $3  b 
lion;  liabilities  unchangi 
at  not  quite  $1  billion.  N 
income  has  hovere 
around  $64  million — 2 
cents  on  either  side  < 
$1.70  a  share  for  the  la 
three  years.  Last  year  it  \v 
$1.65  a  share.  The  stoc 
price  has  remained  stuck  i 
a  narrow  trading  ban 
around  $27  since  lai 
1991  (see  chart,  p.  126). 

Haub  explains  his  corr 
pany's  mediocre  record  ; 
the  consequence  of  simpl 
neglect.  When  the  Berli 
Wall  fell  in  1989,  his  fathe 
decided  to  exploit  a  once 
in-a-lifetime  opportunit 
for  Tengelmann,  Ger 
many's  fourth-largest  reta 
chain,  to  open  stores  ii 
East  Germany.  Thus,  whil 
other  chains  like  th 
Dutch-based  Ahold  went  on  a  U.S 
buying  spree  and  Wal-Mart  movei 
into  the  food  business,  a&p  manage 
ment  sat  on  its  hands.  But,  say 
Haub,  "Now  that  [eastern  European 
effort  is  complete,  and  the  focus  oi 
North  America  has  returned." 

All  the  raw  ingredients  for  a  strong 
revival  are  certainly  there:  The  com 
pany  has  140  years  of  history,  Eas 
Coast  brand-name  recognition  and  ; 
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Do  computer 

makers  believe  that 

every  time  they 

come  out  with 

new  product, 

I  get  a  new  budget? 


Reality  check:  If  you've  invested  in  technologies  like 
Open  VMS*  or  NonStop  Himalaya*  you  count  on  them  to 
run  your  business — and  they  do  it  well.  But  with  IT  rapidly 
evolving,  there  are  opportunities  you'd  like  to  seize.  So 
Compaq  is  extending  these  environments  to  incorporate 
ements  like  Web-enabled  capabilities,  Windows  NT"  interoperability  and  64-bit  performance. 
Thich  means  your  IT  infrastructure  can  remain  firmly  in  place  while  new  applications  like 
-commerce  come  on-line.  We  offer  not  just  systems  but  software,  services  and  solutions 
3  make  it  all  work  together.  So  your  past  investments  will  continue  reaping  future  returns. 
To  learn  more,  call  1-800-AT-COMPAQ.  Or  visit  www.compaq.com/investment. 


COMPAQ.  Better  answers. 


No  bull  market  ride  here 


500 


300 


A&P's  stock  price  versus  the  S&P  500  (12/90=100) 


ratio  scale 


S&P  500 


Stagnant  since  late  1991,  A&P  stock 
has  missed  the  decade's  market  run. 


healthy  balance  sheet,  with  debt  just 
50%  of  a&p's  total  capital.  But  Wall 
Street  evidently  expects  little  excite- 
ment from  the  Haubs.  The  compa- 
ny's enterprise  value — debt  plus 
market  value  of  common  stock — is  a 
mere  $2.1  billion.  That  is  scarcely  five 
times  a&p's  estimated  1998  operat- 
ing income  (net  before  depreciation, 
interest  and  taxes).  The  correspond- 
ing ratio  for  Kroger:  17. 

Investors  have  reason  to  feel  dis- 
illusioned about  A&P.  For  most  of  the 
1990s  Christian  Haub's  predecessor, 
James  Wood,  who  once  ran  the  Grand 
Union  supermarket  chain  for  the  late 
Sir  James  Goldsmith,  made  any 
number  of  grand  turnaround  an- 
nouncements, only  to  let  them  fail  or 
peter  out  on  poor  investment  deci- 
sions. An  expensive  push  into  the 
Canadian  market  in  the  early  1990s, 
for  example,  unhappily  coincided  with 
a  slump  in  the  Canadian  economy. 

Haub  knows  he  has  a  mountain  of 
skepticism  to  overcome.  "We  are  not 
saying,  'Trust  us.'  We  will  show  you" 
he  says.  "The  only  change  that  mat- 
ters now  is  results." 

But  is  Haub  the  man  to  produce 
those  results?  Is  his  father  the  man  to 
demand  them?  "They  had  an  oppor- 
tunity to  be  a  big  player,"  says  Neil 
Stern,  a  partner  with  the  Chicago- 
based  supermarket  consultancy 
McMillan/Doolittle,  "but  they  have 
never  acted  like  one."  Indeed,  they  are 
missing  the  consolidation  wave  in  the 
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business.  Last  year 
Kroger  Co.  took 
over  the  Fred  Meyer 
chain  in  a  $13  billion 
deal,  creating  a 
national  giant  with 
$43  billion  in  sales — 
four  times  the  size  of 
A&P.  As  a  result, 
Kroger  will  be  able 
to  negotiate  better 
deals  with  suppliers 
than  a&p  can. 

Asked  to  name  his 
most        significant 
accomplishment 
after  nine   months 
on  the  job,  Haub 
hesitates  and  then 
offers:  "Getting  the  company  to  real- 
ize that  significant  change  is  necessary 
to  improve  performance." 

As  proof,  Haub  points  to  a  strategic 
plan  unveiled  two  months  ago.  But  it 
is  pretty  thin  gruel.  It  boils  down  to 
opening  new  stores  faster,  closing 

Bottom  of  the  food  chain 


4% 


Net  margins  (percent  of  sales) 


A&P 


Krogers  Safeway  Albertson's 

Source:  Standard  &  Poor's 


Registered  A&P  shareholders  (thousands) 


1993    1994    1995 


1996   1997 

Source:  A&P 


A&P's  margins  are  lower  than  its 
rivals';  shareholders  are  bailing  out. 


stores  and  making  "productivi 
improvements."  Yes,  A&P  may  open  ( 
stores  this  year  instead  of  50.  The  coi 
pany  wants  to  close  127  stores 
year.  That's  a  big  step  up  from  74  la 
.  year,  but  it's  also  a  long  overdue  movi 
Productivity  improvements?  Haub  sa 
he  wants  to  close  unneeded  distribi 
tion  centers.  But  with  six  main  marke 
and  eight  distribution  centers,  at  mo 
he  can  cut  two.  American  Stores, 
chain  of  1,500  stores,  opened  < 
acquired  96  new  stores  and  closed  (\ 
sold  68  stores  last  year,  before  it  w;! 
bought  by  Albertson's. 

Haub  aims  to  double  sales,  to  $2 
billion,  in  five  years.  That  is  going  t 
be  tough  to  do.  Retail  giant  Wa 
Mart  has  been  applying  all  it  know 
about  retailing  to  the  supermark 
business.  Last  year  its  SuperCenters- 
combination  supermarket  and  dis 
count  stores — sold  $32  billion  of  grcl 
ceries  and  other  goods,  making  it  thj 
third-largest    food     retailer    aft 
Kroger/Fred  Meyer  and  Albertson's 
As  late  as  1994,  A&P  ranked  7th  i 
the  country.  This  year,  it  slipped  t< 
number  11,  according  to  Supermarl 
ket  News'  list  of  top  retailers  an 
wholesalers. 

Given  the  slim  2%  to  3%  net  profi 
margin  typical  of  the  grocery  business 
chains  must  move  a  lot  of  product  t< 
earn  decent  returns  on  assets.  Well 
managed  Kroger,  for  example,  whicl 
earned  around  8%  on  assets  last  year 
turns  over  inventory  1 1  times  a  yean 
a&p's  inventory  turnover  is  just  eight 

There  certainly  isn't  much  financia 
incentive  for  management  to  make  th( 
hard  decisions  necessary  to  revive  ; 
company  like  A&P.  Outside  of  Jame: 
Wood,  the  Haub  family  and  their  close 
associates,  company  insiders  own  ; 
total  of  190,000  shares— half  of  1%  o: 
all  outstanding  shares. 

Where  does  A&P  fit  into  a  consoli 
dating  industry?  The  Haubs  may  dc 
some  buying,  using  A&P's  revolving 
credit  line  of  $500  million  or  perhap: 
an  additional  equity  contribution  frorr 
Germany.  But  a  more  logical  solution 
might  be  to  sell  to  a  larger  chain.  Chris 
tian  Haub  insists  it  won't  happen.  "We 
are  not  looking  to  sell  or  merge,"  he 
says  flatly.  It  might  hurt  his  chances  for 
employment,  but  for  his  shareholders' 
sake  he  should  be  a  little  more  open- 
minded  about  die  possibility.  ■ 

Forbes  ■  February  22,  1999 


FOR  US 


IS  INDEED  AN 
INTELLIGENT  CHOICE 


Robert  Perlman 
Executive  Vice  President 
Intel  International 


Pablo  Rodriguez 

President 

Intel,  Puerto  Rico 


( 

■■■ 

Intel  Puerto  Rico  is  an  enterprise  dedicated  to  assembling  electronic  boards 

used  in  personal  computers,  servers  and  communications  products. 

For  the  last  three  years,  our  plant  in  Puerto  Rico  has  twice  received  the  Intel  Quality  Award,  in  1994 

and  1997,  an  achievement  that  fills  us  with  pride  and  reaffirms  that  yes, 

Puerto  Rico  was  indeed  an  intelligent  choice. 

With  our  open  door,  pro  business  government  and  our  comprehensive  tax  exemptions, 
Puerto  Rico,  USA  is  the  perfect  site  for  your  business. 

►  A  new  tax  incentive  law  with  an  effective  tax  rate  as  low  as  2%  and  a 
maximum  of  7%.  For  manufacturing  and  export  oriented  services. 

►  200%  deduction  of  R&D  costs. 

►  200%  deduction  of  training  costs. 

►  Full  expensing  of  investment  in  plants,  parts  &  equipment. 

►  Ample  supply  of  skilled  production  workers. 

►  Highly  educated,  bilingual  managers  and  executives. 

►  The  most  advanced  infrastructure  in  the  region. 

All  of  this,  while  being  able  to  place  the  "Made  in  USA"  label  on  your  products. 
And  of  course,  in  Puerto  Rico,  USA,   you  will  find  a  beautiful  climate  all  year  round  and  an 
enviable  quality  of  life.  No  wonder  half  of  all  Fortune  100  companies  are  established  here! 

Want  to  know  more?  Just  call  for  additional  information  or  contact  us 
and  let  us  prove  to  you  that  Puerto  Rico  means  business! 

www.pridco.com 

1-888-5-PRIDCO 

PUERTO  RIOOKUSA 
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PERFECT 


BUSINESS 


CLIMATE 


matters 


Edited  by  Laura  Saunders 


Bulletin  to  owners  of  small  businesses  organized  as 
S  corporations:  You've  been  liberated. 

Freedom  day  for 
small  business 


If  you  have  a  closely  held  business 
more  than  a  few  years  old,  there's  a 
good  chance  it  is  a  Subchapter  S  cor- 
poration. If  so,  be  thankful  for  what 
the  Internal  Revenue  Service  has 
done  for  you.  The  feds  have  recent- 
ly made  your  life  easier. 

The  S  corp  was  the  classic  mecha- 
nism for  getting  the  limited  liability 
of  a  corporate  structure  without 
incurring  corporate  tax.  In  recent 
years  the  S  format  has  been  largely 
supplanted,  for  brand-new  business- 
es, by  the  so-called  limited  liability 
corporation. 

But  there  are  still  more  than  2  mil- 
lion S  corps,  and  many  of  them  will 
be  around  for  a  long  while:  Moving 
from  the  S  format  to  another  format 
can  stick  owners  with  a  fat  tax  bill. 
In  addition,  the  only  way  for 
owners  of  C  corporations 
to  escape  double  tax  is 
to  turn  them  into  S 
corporations. 

In  1996  Congress 
revamped  the  law  on 
S  corporations,  but 
some  important  changes 
weren't  of  much  use 
until  the  IRS  issued  reg- 
ulations defining  them 
last  spring. 

Since   then   tax   ex- 
perts have  discovered  a 
wealth  of  opportunities 
to  make  life  easier  for 
their      small-business 
clients.  Here,  courtesy 
of  Thomas  Ochsenschlager 
of  Grant  Thornton's  Washington 
office,  are  some  of  the  angles. 
■  An  S  corp  can  now  have  wholly 
owned  subsidiaries. 

Under  the  old  rules,  a  restau- 
rant owner  with  five  outlets  that 
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needed  to  be  legally  separate — say, 
two  had  liquor  licenses  and  thus  dif- 
ferent liability  issues — might  have 
had  to  keep  them  in  five  separate 
S  corps,  with  five  different  tax 
returns.  Now  they  can  be  consoli- 
dated so  that  there  is  one  parent 
and  one  tax  return — but 
five  legally  separate 
subsidiaries.  Losses  from 
one  subsidiary  can  be 
used  to  offset  profits 
from  another. 

Look     at     how 
this   change 


is  helping  one  Indiana  farmer  witll 
moneylosing  hog  farm  and  a  pr<| 
itable  grain  elevator.  With  the  twol 
separate  S  corporations,  the  farrrl 
couldn't  use  the  losses  from  the  hi 
farm  unless  he  invested  more  monl 
in  it.  That's  because  the  owner  of  I 
S  corp  cannot  write  off  more  th| 
his  cumulative  cash  investment 
the  business.  Under  the  new  rule 
the  farmer  can  make  the  hog  farrrl 
subsidiary  of  the  elevator  operati<[ 
and  claim  plenty  of  losses;  but  if  t 
hog  farm  goes  pork-belly-up,  il 
creditors  can't  get  at  the  assets  of  tl| 
elevator. 

■  S  corporations  can  now  have 
many  as  75  shareholders  (151 
including  spouses),  up  from  35  (7 
including  spouses)  under  the  ol 
law.  This  is  very  helpful  when  sevel 
al  families  plus  a  bunch  of  employe  [ 
share  ownership  of  a  business. 

■  An  S  can  now  have  a  tax-exemj 
entity,  such  as  an  employee  stocll 


I 


§> 
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Sensors  help  you  drive  well. 


From  fuel  efficiency  to  reliable  starts, 


smooth  acceleration  to  sure  stops. 


Honeywell  drives  high  performance  solutions. 


Honeywell 

www.honeywell.com 


Home  and  Building  Control  •  Industrial  Control  •  Space  and  Aviation  Control 


A  CONSERVATIVE 

APPROACH  TO  STOCK  INVESTING 


T.  Ro we  Price  Equity  Income 
Fund,  one  of  our  most  conser- 
vative stock  funds,  has  outper- 
formed its  Lipper  Category 
Average.  To  seek  substantial 
income  and  long-term  capital 
growth  with  reduced  risk,  the 
fund  invests  in  dividend- paying 
stocks  of  established  companies. 

Past  performance  cannot 
guarantee  future  results.  No 
sales  charges. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-8365 

www.  troweprice.  com 


How  $10,000  Invested  12/31/88 
Would  Have  Grown  vs.  Competitors 


I  Equity  Income  Fond 
40,000-    |  Upper  Equity  Income  Funds 

Average 
35,000 

50,000- 

25,000- 

20,000 

15,000 
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ABOUT 

OUR 


ROTH 
IRA 
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9-23%,  18.75%,  and  15. 18%  are  the  fund's  average  annual  total  returns  for  the  1-,  5-,  and  10-year  periods  ended 
12/31/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original 
purchase.  (Source  for  Lipper  data:  Lipper,  Inc.) 
Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  OF046582 


If  You  Have 

Coronary  Heart  Disease, 

Here's  Something  New 

To  Look  Forward  To: 

Living  Longer. 


And  living  better.  The  latest  research  proves  that  cholesterol  lowering  greatly 
reduces  the  risk  of  future  heart  attack  and  death  in  both  men  and  women  with  heart 

disease.  Even  if  your  total  cholesterol  is 
"average," you  11  benefit  from  lowering  it  An 
important  part  of  your  heart  disease  treatment  is 
to  aim  for  an  L-D-L,  or  "bad,"  cholesterol  level 
of  100  or  less. 

Talk  with  your  doctor  about  the  steps  you 
can  take  to  lower  your  cholesterol:  Follow  a  diet 
low  in  saturated  fat  and  cholesterol;  be  physical- 
ly active;  lose  weight  if  you're  overweight;  and 
take  your  cholesterol-lowering  medication  if 
prescribed.  Your  doctor  can  help  you  put 
together  a  treatment  program  that's  best  for  you. 

CALL  1.800. 575. WELL. 
BECAUSE  YOU'VE  GOT  A  LOT  TO  LOOK  FORWARD  TO. 

National  Cholesterol  Education  Program   •   National  Heart,  Lung,  and  Blood  Institute 


The  new  rules  on 
subsidiaries  have 
a  quirky  loophole  that 
enables  an  S  corp  election 
to  work  retroactively. 


ownership  plan  or  pension  plan,  a 
shareholder.  A  recent  Treasury  p 
posal  would,  however,  repeal  this  r 
for  ESOPs,  because  of  perceived  abuj 

■  A  trust  that  owns  shares  in  an 
corp  can  now  have  multiple  bene 
ciaries  rather  than  just  one.  In  ad 
tion,  this  new  type  of  trust,  called 
"electing  small  business  trust,"  c 
both  accrue  and  "sprinkle" 
income — that  is,  allocate  it  uneve 
ly — neither  of  which  was  permit 
before.  The  change  makes  est; 
planning  far  easier  for  a  parent  w 
wants  to  leave  a  business  to  seve 
children  with  different  needs. 

There  is  a  downside.  With  the  nr 
type  of  trust,  the  income  earned 
the  S  is  always  taxable  to  the  trust,  n 
the  beneficiary — with  the  effect  th 
the  tax  rate  is  a  little  higher,  since  t 
brackets  for  trusts  are  compressed. 

But  the  flexible  trust  can  ha 
unexpected  benefits.  Ochsenschlag 
recendy  helped  set  up  a  trust  sited 
South  Dakota,  which  has  no  sta 
income  tax,  for  an  heir  who  liv 
next  door  in  high-tax  Minnesot 
Because  it's  now  South  Dako 
income,  the  heir  escapes  Minneso 
taxes  on  it. 

■  The  new  rules  on  subsidiaries  ha* 
a  quirky  loophole  that  enables  an 
election  to  be  retroactive.  It  often  ha; 
pens,  says  Ochsenschlager,  that  tj 
owner  of  a  formerly  unprofitable 
corporation  (the  kind  that  pays  corp 
rate  tax)  will  see  the  firm  turn  a  corn 
and  begin  earning  profits;  then  he 
call  up  saying:  "I  wish  I  had  conver 
ed  to  S  at  the  beginning  of  the  year. 

Under  the  old  rules,  most  owne 
were  stuck  if  this  happened  aft< 
Mar.  15.  But  now  there  may  be  a 
out.  If  you  can  acquire  an  existin 
S — or  even,  perhaps,  form  one — yo 
may  transfer  the  stock  of  the  C  coi 
to  the  S  corp  at  any  time  of  the  yea 
make  a  special  election  and  avoi 
corporate  tax  on  the  profits  that  ai 
about  to  arrive.  -L.S.  ■ 
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here  quick. 


future  of  information  technology  (IT)  is  speeding  towards  us.  Learn  what  it's    fC\  Gar+n&rGfOlJ 


.ringing  and  how  it  will  impact  your  current  IT  planning,  at  GartnerGroup's  new 
Spring  Symposium/ITxpo  99,  March  22-24  in  San  Diego.  In  exciting  keynotes, 
iterviews  with  32  top  vendor  CEOs,  and  more  than  110  sessions  led  by  our  forward- 
linking  analysts,  you'll  find  actionable  insights  and  strategies  designed  to  make  sure 
ou  ride  the  waves  of  the  future.  Don't  get  stuck  in  the  present -register  now. 


larch  22-24, 1999  San  Diego,  California,  USA  www.gartner.com/symposium  1-800-778-1997  +1-203-316-6757 
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In  December  1997 
Lori  Rollins  had  her 
third  child  in  Indi- 
anapolis' Communi- 
ty Hospital.  Rollins' 
uterus  ruptured  during 
delivery,  and  her  baby  suf- 
fered brain  damage  that 
ended  in  his  death  two- 
and-a-half  months  later. 
Rollins  sued  the  hospital 
and  Dr.  Robert  J.  Morgan, 
her  obstetrician,  and  is 
hoping  for  a  settlement 
(which,  under  Indiana  law, 
cannot  exceed  $750,000). 
One  bad  result  does  not 
prove  a  doctor's  incompe- 
tence, and  obstetricians  are 
being  sued  all  the  time 
over  delivery  problems  for 
which  they  are  in  no  way 
responsible.  Still,  wouldn't 
you  want  to  know  if  your 
obstetrician  had  been  fre- 
quently accused  of  mal- 
practice? The  average 
obstetrician  has  2.3  mal- 
practice claims  filed  against 
him  throughout  his  career. 
Dr.  Morgan  has  been 
involved  in  22  claims, 
including  the  one  from  Lori 
Rollins,  leading  to  at  least 
$1.5  million  in  settlements 
from  the  Indiana  Patient's 
Compensation  Fund.  He 
was  cleared  in  9  cases  and  7 
are  pending.  In  6  cases,  the 
state  medical  review  panels 
found  that  Morgan  "failed 
to  comply  with  the  appro- 
priate standard  of  care."  In 
one  case  an  infant  died;  in 
four  cases  an  infant  was 
injured;  and  in  one  case  a 


The  Web  is  a  powerful  tool  for  digging  up  dirt 
on  M.D.s  and  other  professionals. 


woman  suffered  gynecolog- 
ical injuries  from  an  exam. 

"The  numbers  are  irrel- 
evant. There  are  a  lot  of 
guys  who  have  a  higher 
rate    than    I    do,"    says 

Morgan.  "One  of  the  rea-      By  Julie  Androshick 
sons  I  have  those  numbers 
is  because  I  have  had  the  biggest 
practice  in  the  state  for  several  years." 

Rollins  didn't  know  of  her  doctor's 
legal  history  two  years  ago,  but 
she  could  track  it  easily  now.  The 
Web  site  www.howdyneighbor.com/ 
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A  cybercheck  on  Dr.  X 


justicedenied,  maintained  by  an  Adanta, 
Ind. -based  group  called  Victim's  Justice 
Center,  collects  information  about  law- 
suits and  disciplinary  proceedings 
involving  M.D.s  in  Indiana. 

Patients     need     such     databases 


because  they  cannot  rely  on  the  med 
ical  profession  to  police  itself.  Of  th< 
nation's  757,000  doctors,  only  2,00( 
or  so  lose  dicir  licenses  ever}'  year.  It': 
pretty  hard  for  a  doctor  to  get  ; 
license  taken  away  merely  for  botch 
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Ray  McEachern 
Check  his  Web  site 
before  you  choose 
a  doctor  in  Florida. 


ing  surgery.  Mor- 
gan gave  up  his 
delivery  privileges 
after  Rollins'  lawsuit 
hit  the  local  news 
media;  even  now, 
Morgan  performs 
other  procedures  in 
the  hospital. 

Where  do  you 
get  the  data  you 
want-  Begin  by 
skipping  the  Amer- 
ican Medical  Asso- 
ciation's Web  site 
(  w  w  w  .  a  m  a  - 
assn.org).  The  doc- 
tors' union  lists 
only  its  members' 
names  and  medical 
certifications;  you 
wouldn't  know 
which  ones  had 
been  charged  with 
malpractice — or  ax 
murder,  for  that 
matter. 

Much  more  use 
ful  are  the  sites  run 
by  state  medical 
boards  and  private 
groups.  Massac hu 
setts  has  the  best 
state  site  (www. 
massmed.org):  Two 
years  ago  it  put 
up  every  scrap   of 

)fficial   information  on  the  state's 

!7,000  physicians. 
Almost  as  forthcoming  are  the  15 

rates — Arizona,  California,  Colorado, 

aowa,  Kansas,  Maine,  Maryland,  Mass- 
chusetts,  Minnesota,  North  Carolina, 
Oklahoma,  Oregon,  Rhode  Island, 
Texas  and  Vermont — participating  in 
OocFinder  (www.docboard.org), 
.vhich  carries  reports  of  all  formal  dis- 
dplinary  actions.  Massachusetts,  Flori- 
da and  California  list  malpractice  pay- 
ments in  their  databases;  a  few  other 
states  plan  to  do  so  soon.  The  rest  are 
standing  pat. 

Take  Indiana,  for  instance.  The 
state's  medical  board  has  no  Web  site. 
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And  although  the  state's  Department 
of  Insurance  will  tell  you  about  the 
malpractice  judgments  if  you  call,  the 
information  is  not  on  its  Web  site. 
Which  is  where  Victim's  Justice 
Center  weighs  in.  This  3,000- 
member  group  relies  on  donations 
and  volunteers. 

Julie  Barnes,  39,  of  Deltona,  Fla., 
used  a  similar  clearinghouse  on  bad 
M.D.s.  Over  a  year  ago  she  was 
referred  to  a  gynecologist  who  shows 
up  in  the  Association  for  Responsible 
Medicine  site  (www.a-r-m.org)  with 
three  lawsuits  in  a  two-year  period. 
She  found  another  doctor. 

Web  databases  are  powerful  tools 
run  by  zealous  advocates  who  have  had 
direct  experience  with  malpractice. 
Debra  Dixon,  founder  of  Victim's  Jus- 
tice Center,  was  herself  a  victim  of  mal- 
practice. And  Ray  McEachern  founded 
the  Association  for  Responsible  Medi- 


TVust,  but  verify 

You  can  check  out  a  lawyer  or  landlord  at 
the  first  site  or  pay  one  of  the  three  others 
to  do  it  for  you. 

The  National  Center  for  State  Courts 

www.ncsc.dni.us/ncsc.htm 

ATT  Investigations 

www.attloss.com/license.htm 

National  Data  Research 

search-ndr.com/history.htm 

ABC  Reports 

www.abcreports.com/index.htm 


cine  after  his  wife  was  partially  para- 
lyzed from  surgery  in  1992. 

Maybe  these  sites  are  a  little  bit  too 
powerful.  What's  to  protect  doctors 
from  the  wide  publication  of 
unfounded  charges?  What's  to  pro- 
tect them  from  strike  suits  by  tort 
lawyers?  A  lawyer  with  a  weak  mal- 
practice case  might  be  in  a  position  to 
blackmail  a  doctor  into  a  quiet  out- 
of-court  settlement  as  the  price  for 
not  filing  the  case  where  it  can  be 
picked  up  in  a  database. 

And  says  Dr.  Dan  J.  Tennenhouse, 
a  lecturer  on  legal  medicine  at  the 
University  of  California,  San  Francis- 
co Medical  Center:  "Many  of  these 


databases  list  settlements  that  are  mis- 
leadingly  read  as  presumptions  of  neg- 
ligence. If  the  Web  sites  are  reporting 
settlements,  this  can  be  just  as  damag- 
ing to  a  doctor's  reputation  as  a  judg- 
ment. This  would  prompt  some  doc- 
tors not  to  settle  and  to  engage  in 
protracted  litigation." 

Such  concerns  haven't  stopped 
McEachern  from  linking  his  Web 
site  to  the  Florida  Department  of 
Insurance's  Web  site  list  of  state 
doctors  with  large  malpractice  set- 
tlements. He  plans  to  add  a  link 
this  year  to  a  list  of  doctors  with 
criminal  histories.  McEachern  gets 
his  funding  from  malpractice  vic- 
tims and  their  lawyers. 

There  may  be  revenue  in  this 
doctor-checking  business.  KnowX. 
com,  for  instance,  will  search  public 
records  on  a  doctor  for  $1  per  data- 
base. However,  if  you  want  to  view 
the  documents,  there  is 
an  extra  charge  of  $15. 
The  database  covers 
lawsuits,  judgments  and 
licensing.  PatientWatch 
(www.sfinando® 
patientwatch.com) 
checks  out  a  doctor  or 
hospital  for  $35  a 
report,  and  for  that 
you  get  detailed  cre- 
dentials and  disciplinary 
histories. 

McEachern  says  huge 
databases  are  exactly 
what  a  patient  needs. 
He  cites  the  example  of 
Henry  Saiontz,  a  neu- 
rosurgeon who  paid 
out  at  least  14  malprac- 
tice settlements  in  West  Palm  Beach 
before  relinquishing  his  Florida 
license  a  year  ago  and  setting  up 
shop  in  Baltimore. 

Once  Florida's  verdict  came  in,  the 
Maryland  medical  board  revoked 
Saiontz'  surgery  privileges.  Yet  he 
retains  his  medical  license  under  pro- 
bation, and  thus  could  practice 
surgery  in  another  state. 

The  accompanying  table  lists  Web 
sites  that  track  disciplinary  records  on 
a  variety  of  professionals.  But  bear  in 
mind  that  this  is  a  fairly  new  applica- 
tion of  the  Web,  so  you  can't  expect 
a  database  that  is  both  national  in 
scope  and  highly  accurate.  ■■ 
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bioscience 

By  Cynthia  Robbins-Roth 


Cancer,  asthma  and  DNA 


Zinc  fingers 
could  be  used 
to  crank  up 
the  protein 
production 
of  a  gene  or 
shut  it  down. 


The  Human  Genome  Project,  that  mas- 
sive enterprise  to  sequence  the  3  billion  let- 
ters in  the  genetic  code,  promises  to  gener- 
ate therapies  for  such  devastating  diseases  as 
cancer,  allergy  and  asthma.  Before  that  can 
happen,  though,  we  must  understand  what 
all  those  genes  do.  That  is  the  mission  of 
scores  of  research  outfits,  among  them  two 
intriguing  little  companies  in  California, 
Sangamo  BioScience  in  Richmond  and 
Rigel  in  Sunnyvale.  They  are  deciphering 
gene  function  with  the  tiniest  possible  com- 
puters: living  cells.  This  "nanobiology" 
approach  is  yielding  clues  that  could  lead  to 
valuable  drugs. 

Sangamo  was  founded  by  industry  veter- 
an Edward  Lanphier,  who  wanted  to  devel- 
op gene-based  therapies  that  didn't  infringe 
on  the  patents  that  protected  genes  whose 
function  was  already  known.  Lanphier  con- 
nected with  researchers — at  Johns  Hopkins, 
MIT  and  elsewhere — who  were  working  on 
gene  expression.  "Expression"  is  the  way  a 
cell  switches  a  gene  on,  so  that  it  makes 
protein,  or  switches  it  off. 

These  researchers  studied  molecules 
called  zinc  fingers,  because  of  their  shape 
and  content.  Indeed,  like  a  hand,  these  fin- 
gers grab  onto  specific  dna  sequences 
within  genes  in  order  to  make  the  genes 
work  or  stop  working.  The  scientists  found 
a  way  to  custom-design  zinc  fingers  to 
switch  on  any  gene,  even  if  they  didn't 
know  what  the  gene  did. 

Sangamo  studies  such  a  "mystery  gene" 
by  putting  tailor-made  zinc  fingers  into  dif- 
ferent cell  types  (such  as  tumor  cells,  or  cells 
from  different  organs  in  the  body)  or  into 
animals.  If  the  cells  act  differently,  or  if  the 
animals  get  sick,  you  can  use  that  data  to 
understand  the  protein  that  the  mystery 
gene  makes. 

You  can  do  more  than  understand — you 
can  also  intervene.  Zinc  fingers  could  be 
used  as  a  form  of  genetic  therapy  to  crank 
up  the  protein  expression  of  genes,  sav  in 
patients  suffering  from  hormone  deficien- 
cy. Alternatively,  they  could  shut  down 
the  expression  of  errant  genes  (such  as 
oncogenes,  in  cancer)  or  overactive  ones 
(such  as  the  gene  for  tumor  necrosis 


factor,  a  cause  of  inflammation). 

Rigel  takes  a  different  tack.  Rather  than  ! 
begin  with  a  mystery  gene  and  use  cells  to 
figure  out  its  function,  Rigel  makes  cells 
reveal  which  genes  are  important.  The  con] 
pany  was  created  by  Don  Payan,  a  clinical 
researcher  turned  biotech  entrepreneur, 
his  colleagues — an  impressive  bunch  of 
managers  who  helped  build  the  top-tier 
firms  Genentech,  Centocor  and  Tularik. 

Rigel's  technology  comes  from  cofound<|| 
Gary  Nolan,  a  molecular  biologist  at  Stan- 
ford University.  He  designed  tiny  delivery  | 
vehicles  to  shutde  thousands  of  different 
small  proteins — called  peptides — into  cells 
involved  in  such  diseases  as  autoimmunity 
and  cancer. 

The  company  can  screen  60,000  cells  pe»J 
second  for  the  handful  that  have  respondec 
to  a  peptide.  Usually  this  response  shows  u]| 
in  a  change  in  shape  or  behavior.  Next, 
Rigel's  scientists  fish  out  the  peptide 
responsible  for  the  changes  and  find  which 
protein  that  peptide  sticks  to.  Then  they 
identify  what  that  protein  sticks  to,  continu| 
ing  until  they  have  pieced  together  the 
entire  chain  of  reactions  that  makes  the  cell  I 
respond  as  it  does. 

Rigel  is  identifying  the  proteins  involved 
in  asthma,  allergy,  immune  disorders  and 
cancer.  It  will  then  use  these  cellular  tech- 
niques to  design  drugs  for  those  disorders. 

Rigel  and  Sangamo  are  particularly 
attractive  investments  because  they  don't 
stake  everything  on  one  roll  of  the  dice. 
They  aim  to  generate  a  broad  range  of 
product  candidates,  which  they  intend  to 
develop  through  partnerships  with  larger 
companies.  Sangamo  has  landed  deals 
with  Pfizer,  SmithKline  Beecham,  Millen- 
nium and  Zeneca  that  should  help  those 
companies  find  good  drug  targets  among 
the  oceans  of  unknown  gene  sequences  sit- 1 
ting  in  their  labs.  In  January  Rigel 
announced  its  first  such  deal,  a  $20  mil- 
lion cancer  genomics  contract  with  Janssen| 
Pharmaceutica,  a  Belgian  subsidiary  of 
Johnson  &  Johnson. 

Watch  for  these  companies  to  move  to 
the  forefront  when  the  small-cap  market 
opens  up  again.  I 


Dr.  Cynthia  Robbins-Roth  is  a  principal  of  BioVenture  Consultants  and  the  editor-in-chief  of  BioVenture  Publishing,  San  Mateo,  Calif. 
Her  book,  Alternative  Careers  in  Science:  Leaving  the  Ivory  Tower,  was  recently  published  by  Academic  Press. 
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THE  RED  HERRING 


That's  because  NEC's  expertise  spans  the  computer,  communications,  imaging  and  semiconductor  technologies 
that  together  make  up  the  world  of  multimedia.  Our  ATM  systems  integrate  voice,  video  and  data  so  you  can 
collaborate  on  just  about  any  kind  of  project  with  colleagues  just  about  anywhere.  Our  graphics  accelerators  give 
countless  interactive  games  their  turbocharged  thrills.  Our  full-color,  hand-held 
computers  let  you  slip  your  office  into  your  briefcase.  Our  new,  flat  panel  monitors 
are  delivering  superior  image  quality  from  almost  any  angle.  And  our  virtual  micro- 
||  scopes  are  creating  a  whole  new  way  to  study  the  motions  of  molecules.  Discover 
the  world  of  multimedia.  Because  it's  your  world.  And  NEC  can  help  you  run  it. 
WWW.nec.com   1.800.338.9549 


just  imagine 

NEC  MULTIMEDIA 


— — 


Digital  tools 


By  Stephen  Manes 


Time  travel  for  the  error-prone 


d 


"This  only  is  denied  to  God: 
the  power  to  undo  the  past," 
said  the  Greek  poet  Agathon. 

Agathon  never  got  his  hands 
on  a  new  $70  program  called 
GoBack  from  Wild  File,  Inc. 
GoBack  allows  you  to  resurrect 
your  computer  to  precisely  the 
state  it  was  in  before  you  made 
some  horrible  mistake. 

There  are  plenty  of  things 
you  can  do  on  a  computer  that 
seem  as  irreversible  as  a  Greek 
god's  fate.  Let  your  kid  install 
the  hottest  game,  and  you  may 
find  the  computer  won't  boot 
up.  Accidentally  overwrite  a 
perfect  spreadsheet  with  blank 
cells,  and  the  original  is  likely  to 
be  gone.  And  how  can  you  pos- 
sibly recover  an  older  version 
of  a  presentation  you  creat 
ed  yesterday  before  you  added  dozens  of 
"artistic"  touches  that  on  sober  reflec 
tion  look  all  too  much  like  the  cheap 
clip  art  they  are? 

GoBack  promises  to  let  you  m* 

recover  your  Windows  95  or 
98  machine  from  such 
calamities  and  worse.  At 
the  recent  Showcase  99 
conference  in  San 
Diego,  the  company's 
president,  Eric  Schnei- 
der, triumphed  over 
his  session's  Gong 
Show  judges  by 
deleting  an  impor- 
tant document  and 
then  laying  waste  to 
system  files  that  Win- 
dows normally  consid- 
ers essential.  Under- 
standing that  such 
vandalism  would  normal- 
ly have  required  rein- 
stalling Windows  from  the 
start,  the  crowd  roared  its 
approval  when  GoBack  magically 
made  the  machine  reboot  without  a 
hiccup  and  restored  the  deleted  docu- 
ment ro  its  original  state.  No  judge  dared 
lift  a  mallet. 


I've  now  had  the  sadistic  pleasure  of  trying  this  at 
home.  After  years  of  dependence  on  .DLL  and  .VXD 
files,  I  loved  being  able  to  kill  them,  watch  the 
machine  issue  dire  warnings  about  it,  and  then  use 
GoBack  to  set  everything  right  in  seconds.  For  some- 
one whose  job  is  installing  and  trying  new  programs, 
it's  a  delight  to  be  able  to  say,  "Put  the  machine  back 

You  don't  have  to  know  what  went  wrong 
or  why.  You  simply  order  the  machine  to 
travel  back  to  that  golden  age  a  couple  of 
hours  ago  when  things  were  working  fine. 


and 


to  the  way  it  was  before  I  tried  that  awful  thing,' 
watch  it  happen. 

The  conceptual  genius  of  GoBack  is  that  it  requires 
no  special  knowledge  of  the  way  computers  work. 
You  don't  have  to  know  what  went  wrong  or  why; 
you  simply  order  the  machine  to  travel  back 
in  time  to  that  golden  age  a  couple  of 
hours  earlier  when  you  knew  things 
r^iV*l^&  were  vvorking  and  that  missing 
spreadsheet  was  still  extant. 

GoBack  is  particularly  savvy 
about  recovering  files.  Right- 
click  on  a  file  name,  choose 
the  newly  added  "show 
revisions"  option,  and 
you'll  be  treated  to  a 
file's  entire  recent  histo- 
ry, even  if  it  went  by 
other  names  or  lived  in 
other  folders.  If  you've 
resaved  a  file  under  the 
same  name  a  dozen 
separate  times  in  the 
past  few  days,  you  can 
usually  retrieve  any  or 
all  of  the  successive  ver- 
sions. And  GoBack  can 
even  restore  individual 
deleted  e-mails  without 
requiring  you  to  understand 
the  convoluted  storage  schemes 
most  mail  programs  use. 
How  does  it  work?  When  you  install 
the  program,  it  typically  grabs  10%  (or 
more  if  you  choose)  of  your  hard  disk  for  its 
^j     own  purposes.  It  also  takes  over  the  boot  process  of 


Stephen  Manes,  a  computer  industry  journalist  since  1983,  is  the  coauthor  of  Gates,  a  biography  of  Microsoft's  chairman. 
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Digital  tools 


your  hard  drive,  interposing  itself  between  Windows  and 
the  hardware.  When  the  computer  sends  information  to 
the  disk,  GoBack  diverts  it  to  its  own  private  cache  and 
eventually  copies  it  to  its  accustomed  place  on  the  disk. 
All  this  happens  in  the  background  as  vou  work;  unless 
you're  doing  something  that  keeps  the  disk  extremely 
busv,  vour  regular  programs  are  slowed  bv  an  unnotice- 
able  5%  to  10%. 

This  puts  heavy  responsibility  on  the  program  to  exe- 
cute correctly.  Essentially  it's  managing  your  hard  drive 
in  the  operating  system's  stead,  and  awful  things  could 
happen  if  it  did  the  job  wrong  in  the  slightest  degree. 


Web  sentry 

If  you're  queasy       .   egg 
about  privacy, 
check  out 
AtGuard  soft- 
ware from  wrq 
(Version  3,  $30). 
For  openers,  it 
can  eliminate 
many  annoying 
ads  from  Web 
sites,  thereby 
helping  pages 
look  cleaner  and  display 
faster.  If  you're  curious 
about  what's  being  fil- 
tered out,  you  can 
check  a  log  of  address- 
es; you  can  add  offend- 
ers to  the  list  merely  by 
dragging  ads  to  the 
trash  can  on  the  pro- 
gram's "dashboard." 

AtGuard  also  helps 
neutralize  "cookies," 
those  little  nuggets  of 
information  about 
your  Web  history  that 
sites  store  on  your  hard 
drive  and  use  routinely 
to  track  your  travels.  It 
even  blocks  "refer 
fields,"  which  some 
sites  use  to  see  where 
you've  come  from. 

But  ultimately  its 
most  useful  feature 
may  well  be  its  built-in 
firewall  software,  which 
can  stop  Internet- 
based  intruders  from 


An  always-on 
connection  makes 
your  computer 
more  vulnerable 
to  Net  intruders. 
A  firewall  can  help 
keep  them  out. 


peeking  at  your  hard 
drive.  AtGuard  does 
this  by  monitoring  the 
Internet  data  that  your 
computer  sends  and 
receives,  blocking 
transmissions  you 
haven't  authorized. 
This  sort  of  protection 
will  become  increasing- 
ly necessary  as  users 
adopt  high-speed, 
always-on  connections 
that  increase  the  risk  of 


Unfortunately,  GoBack's  brilliant  conception  is  marred 
by  execution  just  awkward  enough  to  give  you  pause. 
When  I  tried  version  2.1,  it  refused  to  install  com- 
pletely. Upgrading  to  2.1a  solved  that  problem.  The 
new  version  worked  well  until  I  tried  some  tests  that 
involved  a  simulated  power  outage.  Then  the  machine 
refused  to  boot  until  I  contacted  the  company's  tech 
support  line  for  help.  If  I'd  been  without  an  emer- 
gency Windows  boot  floppy  or  a  second  computer  to 
copy  a  needed  file  from  the  GoBack  CD,  I  would  have 
been  out  of  luck.  But  the  machine  did  reboot,  appar- 
ently without  loss  of  data,  and  Schneider  says  the 

problem  has  been  fixed  in  an 
even  newer  release. 
He's  got  a  few  other 
^^^^^^M  things  that  need  to  be  fixed. 

g| 6       GoBack's  private  data  cache 
can  hold  a  few  days'  worth 
of  data,  but  just  how  many 
days  is  something  you  can 
learn  only  by  trial  and  error. 
Alas,  you  can't  increase  the 
cache  without  reinstalling 
the  program  and  temporarily 
eliminating  the  possibility  of 
returning  to  earlier  times. 
Install  a  program  that  puts 
hundreds  of  megabytes  on 
your  drive  or  use  one  that 
changes  similar  amounts  of 
data — a  defragmentation 
program,  for  example — and 
you  temporarily  minimize  or 
even  eliminate  your  window 
of  recoverability. 

GoBack  can't  restore 
material  you  left  unsaved  at 
the  time  of  a  system  crash.  It 
can't  yet  handle  machines 
that  can  boot  into  two  dif- 
ferent operating  systems. 
And  if  two  versions  of  a  file 
have  been  saved  and  resaved 
in  quick  succession,  only  one 
may  be  recoverable. 

GoBack's  user  interface 
can  be  a  bit  confusing,  too, 
until  you  get  the  hang  of  it. 
Since  more  bug  fixes  and 
improvements  are  on  the 
way,  I  would  wait  at  least  a 
month  and  make  certain  I 
have  the  latest  version  before 
committing  my  data  to  it. 
But  the  program  is  so 
uniquely  useful  that  I  may 
well  install  it  on  my 
machines — somedav.  wm 


vulnerability  to  digital 
marauders. 

With  your  help,  the 
software  trains  itself  as 
you  go  along,  learning 
how  to  distinguish 
legitimate  transmis- 
sions from  attempts  to 
prey  on  your  personal 
data.  Downside:  Until 
you  tame  it,  the  prod- 
uct gets  in  your  face 
again  and  again,  offer- 
ing options  that  only 
the  sawiest  Web 
surfers  are  likely  to 
understand.  Since 
wrong  answers  may 
compromise  security, 
users  may  find  that  the 
biggest  deficiencies 
here  are  in  supplying 
plain-English  explana- 
tions of  firewall  protec- 
tion schemes  and  good 
recommendations 
about  how  to  imple- 
ment them.  -S.M.  ■■ 
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The  SAS   Data  Mining  Solution 


There  are  millions  of  stories  in  your 
customer  data.  All  ready  to  be  sold. 

hich  prospects  are  hot?  Or  not?  Which  target  groups  need  to  be  ignited. .  .or  simply 
lighted?  Instead  of  just  storing  your  customer  data,  why  not  get  the  whole  story  with 
e  SAS  Data  Mining  Solution?  It's  the  only  software  that  spans  every  facet  of  the  data 
ining  process,  bringing  you  ease  of  use  and  analytical  depth  in  a  single  package — one 
at  draws  directly  from  the  award-winning  SAS  Data  Warehouse. 

st  point  and  click.  You  don't  have  to  be  a  statistician,  or  a  database  expert,  to  convert 
ry  large  amounts  of  data  into  true  business  knowledge. .  .and  ultimately  into  competitive 
vantage.  Identify  your  most  profitable  customers.  Gauge  the  effectiveness  of  advertising, 
ana'ge  customer  relationships.  All  without  ever  leaving  your  desktop. 

ead  'em  and  reap 

:t  the  patterns  you'll  discover  in  your  customer  data  point  the  way  to  more  profitable, 
oactive  decision  making.  To  find  out  more,  including  real-world  success  stories  and  an 
teractive  demo  of  the  SAS  Data  Mining  Solution,  visit  us  at  www.sas.com/mining 


Analyze  sales, 
products,  and  finances 

Explore  customer 
demographics 

Detect  fraud 

Point-and-click 
graphical  user  interface 

Fully  Web  enabled 

Year  2000  compliant 


JJU. 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


www.sas.com/mining    E-mail:  forbes@sas.com    Phone  919.677.8200 


SAS  is  a  registered  trademark  of  SAS  Institute  Inc.    Copyright  ©  1998  by  SAS  Institute  Inc. 


planning  

Got  any  kids  or  grandkids?  Redo  your  estate  plan  now! 

The  tuition  estate  trick 


By  Janet  Novack 

Last  fall  a  71 -year-old 
midwestern  corporate  tax 
lawyer  was  perusing  a 
Fidelity  Investments 
publication  when  a  new 
product — a  tax-deferred 
college  savings  plan  that 
Fidelity  runs  for  New 
Hampshire — caught 
his  eye. 

One  detail  jumped  out: 
Donors  could  make  tax- 
free  gifts  to  the  plan  for 
children  or  grandchil- 
dren, but  still  control  the 
account  and  even  take 
back  the  money  if  they 
wanted  to. 

It  scarcely  seemed  pos- 
sible. A  basic  principle  of 
estate  tax  law  says  that 
assets  you  control  at  your 
death  go  into  your  estate. 
These  college  plans  seemed  to  fly  in 
the  face  of  that  principle.  You  could 
get  money  out  of  your  estate  now  but 
change  your  mind  later. 

The  tax  lawyer  raced  to  his  copy  of 
the  Internal  Revenue  Code.  IRC  Sec- 
tion 529,  and  the  preliminary  IRS  reg- 
ulations clearly  permit  just  what  Fideli- 
ty was  talking  about. 

In  December  the  attorney  and  his 
wife  put  $700,000  in  New  Hampshire 
tax-deferred  college  accounts — 
$100,000  for  each  of  seven  grandchil- 
dren, now  aged  from  1  to  12.  Says  the 
attorney,  who  asked  not  to  be  named, 
"I've  done  my  due  diligence,  and  this 
is  terrific." 

Yes,  it  is.  A  year  ago  Forbes  labeled 
the  still-incubating  state  savings  plans 
the  sleeper  tax-break  of  the  1997  tax 
act  (Forbes,  Feb.  9,  1998).  Since  then 
many  have  hatched,  to  favorable  re- 
views. But  what  is  still  virtually  un- 
known, even  among  estate-tax  experts, 
is  that  these  plans  can  provide  large 
estate-tax  breaks. 

Here's  why:  Many  affluent  taxpav 
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ers — say,  those  with  net  worths  be- 
tween $1  million  and  $4  million — 
will  leave  taxable  estates  at  death  sub- 
ject to  rates  as  high  as  55%.  Often  the 
easiest  way  for  these  folks  to  whittle 
down  their  estates  is  by  making 
annual  gifts  to  each  child  and  grand- 
child. A  single  donor  can  give  up  to^ 
$10,000  a  year  and  a  couple  can  give 
up  to  $20,000  per  year  to  each  ben- 
eficiary they  choose,  tax  free. 

This  exclusion  would  blow  a  huge 
holedn  the  U.S.  estate  tax  but  for  one 
thing:^Taxpayers  are  reluctant  to  make 
these  gifts.  Many  fear  that  they  will 
someday  need  the  money  themselves.  ^ 
Others,  like  the  midwestern  attorney, 
worry  that  if  they  give  money  to 
grandchildren  through  the  Uniform 
Gift  to  Minors  Act,  the  kids  will  blow 
it  on  cars  instead  of  college. 

New  federal  tax  rules  now  let  col- 
lege plans  address  these  concerns. 
When  you  put  $10,000  into  a  college 
savings  account  for  junior,  it  is  a  tax- 
free  completed  gift — meaning  that  if 
you  die,  the  money  in  the  account  isn't 


counted  in  your  taxabl 
estate.  Yet  so  long  as  yo» 
remain  the  account' 
owner,  you  can  chang 
the  beneficiary  or  evei 
take  the  money  back 
the  state  plan  permits  iti 

And  a  lot  of  state  pi 
do  permit  it.  In  a  won 
derftil  display  of  federal 
ism's  benefits,  the  statd  - 
are  falling  all  over  themj  l 
selves   trying   to   mak 
their  plans  attractive  t< 
their  own  residents  an< 
in  some  cases,  to  out-of 
staters,  too. 

In  its  giant  valentin 
to  the  education  lobbi 
Congress  created  anoth! 
er  goody  for  affluent  tax 
payers.  Normally,  gifts  t< 
any  one  person  greatc 
than  the  $10,000  per  single/$20,00( 
per  couple  limit  eat  into  the  lifetime 
gift  tax  and  estate  tax  exemption] 
(That  exemption,  currently  $650,00) 
for  you  and  another  $650,000  ft 
your  spouse,  is  due  to  rise  gradually  t( 
$1  million).  In  addition,  if  the  gift  i 
to  a  grandchild,  the  excess  cuts  inO 
the  $l-million-per-grandparent  life 
time  exemption  from  the  generation 
skipping  tax. 

Not  here.  With  college  saving 
plans  each  grandparent  or  parent  (o 
aunt  or  uncle  or  godmother)  can  pa 
$50,000  into  a  college  savings  accoun 
for  a  child  immediately  and  have  i 
count  as  the  next  five  years'  $10,001 
gifts.  Thus  the  future  appreciation  oi  1 
that  amount  is  out  of  your  estate  now  I 
(If  you  die  within  five  years,  a  pro  I 
rated  portion  is  thrown  back  into  you  ) 
estate.  Noting  this,  our  midwesteni 
attorney  put  each  grandchild'  fl 
$100,000  gift  in  his  wife's  name| 
using  die  gift-splitting  technique  th 
irs  allows.  As  a  69 -year-old  womai 
she  has  a  longer  life  expectancy.) 
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I  Once  money  is  in  a  college  savings 
Iccount,  it  grows  tax-deferred  until 
iithdrawn  to  pay  for  college  tuition, 
•ooks,  room  or  board.  Earnings  are 
•nen  taxed  at  the  student's  rate, 
j  What  if  you  decide  to  yank  the 
poney  back?  You  owe  income  tax  on 
'he  earnings  left  after  the  payment  of 
i  penalty.  But  the  IRS  has  allowed 
;tates  to  set  the  penalty  as  low  as  10% 
pf  earnings,  and  several  have. 
1  That's  not  steep  given  the  tax  defer- 
'al,  says  Bernard  Kent,  a  Detroit  part- 
ner with  PricewaterhouseCoopers. 
He's  right.  Assume  you  are  in  a  50% 
lax  bracket  and  destined  to  earn  8%  a 


year,  all  currently  taxable,  from  your 
investment.  Hang  in  for  a  mere  seven 
years  and  the  deferral  will  more  than 
pay  for  the  penalty.  If  you  assume  a 
higher  return,  or  that  your  tax  brack- 
et will  tall  in  future  years,  the  college 
plan  becomes  a  winner  even  more 
quickly.  (Try  out  your  own  assump- 
tions at  www.forbes.com/college.) 

One  last,  little -known  benefit  of 
these  accounts:  They  aren't  just  for 
kids^ay  you're  a  20-something  New 
York  single.  You  can  open  an  account 
for  yourself  and  claim  deductions  of 
$5,000  on  your  state  income  tax 
return.  You  can  use  the  money  for 


graduate  school.  If  you  don't  go  back 
to  school  but  do  start  a  family,  you 
can  name  your  child  as  beneficiary. 

There  are  two  hitches  to  state  col- 
lege savings  plans.  One  is  that  you  can't 
control  how  the  money  in  the  account 
is  invested.  But  as  the  number  of  plans 
grows,  this  matters  less.  The  states  are 
getting  competitive  with  their  options. 
Arizona  is  even  awaiting  IRS  approval  of 
a  plan  that  among  other  things  lets 
donors  choose,  when  opening  an 
account,  specific  funds  and  allocations. 

The  other  drawback  is  hard  to  quan- 
tify. There  is  some  risk  that  after  you 
have  sunk  your  money  in,  Congress 


Roaming 

["HhRh  MAY  Bh  a  compelling  reason  to  stay  close  to  home 
vhen  you  shop  for  a  tuition  savings  plan.  Some  states 
gjve  a  tax  deduction  for  money  invested  in  a  plan;  others 
jjve  a  break  to  money  on  the  way  out.  New  York  gives 
x>th:  Couples  can  deduct  contributions  of  up  to 
510,000  per  year,  and  when  money  is  withdrawn  for  col- 
ege  expenses,  it's  not  taxed  bv  the  state.  Also  check  to 
nake  sure  that  your  state  recognizes  the  tax  deferral  of 
ival  states'  plans. 

But  if  these  inhibitions  don't  apply,  shop  around. 
The  eight  state  plans  in  this  table  are  happy  to  take 
money  from  out-of-staters.  None  charges  a  penalty  if 
/our  beneficiary  attends  school  in  another  state.  What 
fa  child  wins  a  scholarship,  drops  out  or  goes  to  a 
:heap  school?  Take  back  the  cash  and  pay  the  taxes 
ind  any  penalties.  (There's  no  penalty  if  the  money  is 
withdrawn  because  of  a  scholarship.)  But  that  puts 
money  back  in  your  estate.  You  can  also  change  the 
beneficiary  to  another  child,  unless  his  accounts  are 
already  fully  funded. 

Here  it  is  crucial  to  read  a  plan's  fine  print.  Most 
plans  in  our  table  (exceptions:  Indiana  and  Montana) 


Summa  cum  laude  savings 


let  you  leave  money  in  the  account  growing  tax- 
deferred,  for  the  same  beneficiary,  indefinitely.  He  or 
she  can  use  it  for  graduate  school.  Or  the  assets  can 
eventually  be  rolled  over  to  the  beneficiary's  children — 
without  loss  of  deferral.  This  counts  as  a  gift  from  the 
first  beneficiary  to  his  child,  thus  no  generation-skip- 
ping tax. 

Another  alternative:  Six  of  the  eight  plans  (exceptions: 
New  Hampshire  and  Delaware)  let  you  transfer  owner- 
ship of  the  account  to  an  over- 18  beneficiary  at  your 
death.  As  owner,  the  beneficiary  can  take  money  out  for 
any  purpose  by  paying  the  10%  earnings  penalty  and 
taxes  on  the  earnings  at  his  own  rate. 

What  if  your  plan  turns  in  a  disappointing  performance 
or  jacks  up  the  fees?  It  may  be  possible  to  switch  to 
another  state's  plan.  First,  make  sure  you  have  this  exit 
privilege.  Next,  to  avoid  federal  tax  on  the  rollover,  you 
must  change  the  beneficiary  of  the  account.  (Some  states 
are  lobbying  to  get  this  federal  rule  changed  so  you  can 
switch  without  changing  beneficiaries.) 

If  you  can  stand  the  paperwork,  diversify.  Buy  into  a 
few  plans.  There  is  now  no  IRS  limit  on  how  much  you 
can  contribute  using  multiple  plans.  So  you  can  fund 
graduate  school,  too,  if  you  care  to.  -J.N.  M 


State 

Maximum 
contribution  per 
beneficiary 

Penalty  for 

nonqualified 
withdrawal 

Annual  fees 
(%  of  assets) 

Investment  manager                  Allows 
transfer  to 
another  plan? 

Allocation  for 

10-year-old 

equities/bonds/mm  funds 

Conn/RI 

$150,000 

15%  of  earnings 

1.55% 

IP  Morgan,  Montgomery  Asset           yes 

60%/40%/0%" 

Del/NH 

116,120/105,545 

10 

1.00 

Fidelity                                      yes 

62/33.5/4.5" 

Indiana 

34,405  in  first  year' 

10 

1.75 

Banc  One                              not  decided 

80/20/0" 

Iowa 

2,000  per  year 

10 

0.31 

State  treasurer3                            no 

60/40/0" 

Montana 

176,440 

10 

none 

College  Savings  Bank                    yes 

FDIC  insured  CDss 

New  York 

100,000 

10 

0.65 

TIAA-CREF                                   yes 

30/70/0" 

'$9,405  per  year  in  subsequent  years,  $100,000  limit.  2From  each  contributor,  increase  under  consideration,  treasurer  currently  invests  in  Vanguard  Life  Strategies 
Age-based  asset  allocation;  more  aggressive  for  younger  beneficiaries.   5Return  pegged  to  college  cost  increases;  minimum  4%  annual  yield. 

Portfolio. 

By  the  end  of  the  year  even  more  states  will  be  offering  competitive  plans. 
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Finally, 

a  technology  event 

comes  to  New  York  ready  to 

HIT  the  STREE1 


Think  of  it  as  high  tech  meets  high  finance.  It's 
where  everyone  from  MIS  directors  to  portfolio 
managers  to  insurance  and  banking  executives 
can  test-drive  next-generation  technologies  that 
are  transforming  financial  services.  It's  the 
digital  future  on  display  in  real  time  —  computer 
networks,  transaction  processing,  24X7  servers 
and  the  new  world  of  specialized  financial  appli- 
cations. Plus  an  expert-led  conference,  developed 
by  GartnerGroup,  will  examine  everything  from 
online  brokerage,  insurance  and  banking  services 
to  security  and  encryption  issues. 


Now.     ^ 

isn't  it  high  time 

you 

HIT  the  STREET? 


I  TwallStreet  '99 

The  Technology  Event  for  Financial  Services 

February  23-25,  1999  •  Jacob  K.  Javits  Convention  Center  •  New  York,  New  York 


For  information  on  attending  or  exhibiting,  hit  the  Web 
at  www.itforwallstreet.com  or  call  781-433-1562. 


Conference  produced  and  developed  by 

CD  GartnerGroup 


corporate  sponsor 


T^     *_.  program  sponsor 

Forbes  upside 
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ftiat  about  the  other 
reaks  for  college? 

A  child  can't  get  both  a  savings 
an  and  education  IRA  contribu- 
n  the  same  year,  even  if  differ- 
t  people  contribute.  As  the 
ual  limit  for  an  education  IRA  is 
00,  a  state  plan  is  usually  better. 
If  Johnny's  tuition  is  paid  from  a 
te  plan,  his  parents  can  take  the 
1,500-a-year  Hope  or  $l,000-a- 
;ar  Lifetime  Learning  tax  cred- 
$ — even  if  grandma  funded  the 
Ian.  Families  earning  more  than 
100,000  don't  qualify  for  the 
redits,  but  a  child  may  be  able  to 
aim  a  credit  himself  if  he  isn't  his 
arents'  dependent  (Forbes,  Feb. 
,  1998). 

It's  unclear  how  college  savings 
lans  will  be  treated  in  govern - 
ient  and  private  college-aid  for- 
lulas.  As  of  now,  a  plan  owned  by 
grandparent  isn't  counted.  An 
ccount  owned  by  parents  is 
ounted  as  nonretirement  savings. 
sTote:  Most  colleges  don't  expect 
rou  to  dig  into  your  401(k)  or  IRA. 

College-aid  formulas  could 
hange  to  penalize  parents  who 
>ut  money  in  state  accounts  rather 
nan  in  rully  taxable  investments. 
Sut  if  your  income  is  above 
125,000,  you  probably  won't  get 
Kid  anyway,  unless  you  have  several 
:hildren  in  expensive  colleges. 

Grandparents  can  still  pay 
uition  (but  not  room  and  board) 
directly  to  a  school,  free  of  gift  tax. 
■  You  can  roll  an  existing  Uniform 
Gifts  to  Minors  Act  account  into 
many  state  savings  plans.    -J.N.  H 


ill  double-cross  you  with  a  change  in 
le  tax  laws.  For  example,  it  could 
npose  an  additional  federal  penalty  on 
ithdrawals  not  used  for  college. 

On  the  other  hand,  these  plans 
light  get  even  better;  the  states  are 
)bbying  to  make  withdrawals  for  edu- 
ation  federally  tax  exempt. 

So  despite  their  complexity,  these 
lans  are  worth  a  close  look.  Fees  are 
i  some  cases  high  (in  Indiana's  case, 
utlandish),  but  competition  may 
•ring  them  down.  M 
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By  A.  Gary  Shilling 


strategy 


Buy  zeros  now 


If  you  had 
bought 
a  2  5 -year, 
zero  coupon 
Treasury 
when  rates 
peaked  in 
1981,  you 
would  have 
gained  an 
astounding 
75%  by 
mid-1982. 


Quick,  which  has  been  the  hottest  invest- 
ment since  1982,  stocks  or  Treasury  bonds? 
Surprisingly,  the  Treasurys  have  done  better, 
if  you  bought  them  in  the  form  of  long- 
maturity  zero  coupon  bonds. 

Few  investors,  I  would  wager,  have  any 
good  idea  how  huge  the  profits  from  bonds 
can  be  when  interest  rates  are  falling.  But 
it's  not  too  late  to  learn  this  lesson  and  put 
it  into  practice.  If  my  forecast  of  deflation 
and  falling  interest  rates  is  correct,  then  you 
have  another  chance  to  beat  stocks  by 
owning  zero  coupon  Treasury  bonds  over 
the  next  few  years. 

To  understand  the  strategy,  remember 
what  happened  in  the  1980s.  With  soaring 
inflation,  long-term  Treasury  yields  jumped 
to  a  peak  of  14.7%  in  September  1981.  At 
that  point,  investors  finally  came  to  expect 
lower  inflation,  so  they  started  buying 
bonds.  That  pushed  yields  down  (and 
touched  off  the  bull  market  in  stocks). 

Now  consider  the  power  of  falling  interest 
rates.  If  rates  were  to  fall,  say,  one  percentage 
point  from  current  levels,  today's  10-year 
Treasury  bond  would  gain  8%  in  price.  A  20- 
year  bond  would  gain  12%;  a  30-year  bond, 
17%.  A  25-year  zero  coupon  bond,  which 
sells  at  a  discount  because  it  pays  interest 
only  when  it  matures  at  par,  would  gain  28%. 

If  you  had  bought  a  2  5 -year,  zero  coupon 
Treasury  when  rates  peaked  in  1981,  you 
would  have  gained  an  astounding  75%  by 
mid- 1982  when  stock  prices  bottomed.  But 
let's  assume  that  your  forecasting  wasn't 
perfect  and  you  instead  waited  to  buy  zeros 
until  stocks  started  moving  up.  If  you  held 
each  zero  until  the  end  of  the  year,  then 
cashed  it  in  and  rolled  the  proceeds  into 
another  bond  to  maintain  a  steadv,  2  5 -year 
maturity,  you  would  have  gained  an  average 
of  24%  per  year  by  the  end  of  1998.  Those 
return  figures  are  based  on  data  from 
Bianco  Research  in  Barrington,  111.  In  con- 
trast, the  s&P  500,  with  dividends  reinvest- 
ed, gained  20%  per  year  over  that  period. 

Of  course,  long-term  zero  coupon  bonds 
carry  a  lot  of  interest-rate  risk;  thev're 
volatile  both  up  and  down.  Twentv-five-year 
zeros  crashed  by  22%  in  1994's  interest  rate 
spike.  Indeed,  the  annual  standard  deviation 


of  that  constant-maturity  zero  portfolio  sin 
mid- 1982  has  been  a  sky-high  35%,  nearly 
triple  the  standard  deviation  of  the  s&P. 

My  return  figures  assume  that  assets  are 
held  in  a  tax-deferred  account  such  as  an  ir 
Returns  on  frequently  traded  zeros  are  muc 
lower  in  taxable  portfolios  for  two  reasons: 
Appreciation  in  lieu  of  interest  payments  is 
taxed  annually,  even  if  the  bonds  aren't  sole 
and  so  is  any  gain  caused  by  falling  interest 
rates  when  the  bonds  are  rolled  over  to 
maintain  long  maturities.  Zeros  work  far 
better  in  tax-free  accounts,  and  I  have  used 
them  for  years  in  clients'  IRAs  and  pension 
portfolios.  (You  will  have  to  pay  trading  co< 
no  matter  what,  of  course.) 

That's  all  history.  What  lies  ahead?  As 
regular  readers  of  this  column  know,  I 
firmly  believe  we're  headed  for  a  time  of 
benign  price  deflation,  propelled  by  increa 
ing  productivity  and  the  resulting  excess 
supply.  The  engine  of  this  productivity  will 
be  high-tech  industries — computers,  semi- 
conductors, biotech,  telecommunications. 
Furthermore,  with  capital  and  technology 
freer  than  ever  to  roam  the  world  in  search 
of  low-cost  production  sites,  the  West  will 
continue  to  export  the  industrial  revolutio 
and  will  keep  importing  the  low-cost 
output.  Overall,  growth  will  continue  moc 
erately  even  as  prices  decline. 

If  I'm  right,  and  we  soon  see  deflation  c 
1%  to  2%  per  year  as  a  steady  diet,  a  target 
of  3%  yields  on  long-term  Treasurys  in  twe 
years  is  reasonable.  That  kind  of  drop  frorr 
the  current  5%  level  would  pay  you  39%  or 
a  30-year  coupon  bond,  plus  10%  in  intere 
payments.  On  a  2 5 -year  zero  that  you  roll 
over  every  12  months,  you'd  gain  75%. 
Meanwhile,  stocks  would  probably  get 
pounded  in  the  transition  to  deflation,  per 
haps  losing  40%  to  50%. 

Zero  coupon  Treasurys  are  readily  avail- 
able from  brokers.  I'd  go  for  25-  to  29-yej 
maturities  because  30-year  zeros  can  be 
erratic  when  initially  created  by  stripping 
Treasury  coupon  bonds.  If  you  want  less 
volatility,  you  can  play  a  milder  version  of 
the  same  game  with  shorter-maturity  zeros 
or  coupon  bonds. 

Stay  away  from  zero  coupon  municipal 
bonds;  bad  things  could  happen  to  the 
issuer  before  that  single,  final  payment.  I 
would  also  avoid  corporate  bonds  in  an 
economy  in  transition  to  deflation — it's  no 
time  to  bet  on  credit  quality.  ■ 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  e  ^nomic  consultants  and  investment  advisers,  which  publishes  Insight,  a  monthly  newsletter  on  the  bi 
ness  outlook  and  investment  strategy.  His  latest  book  is  L  Elation  (Lakeview  Publishing,  1998).  Web  site:  www.agaryshillmg.com  E-mail:  shil@ix.netcom.com 
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Americ? 

n  Century  Performance 

Average  annual  total  returns 
as  of December  31,  1998 

1  1  Year       1     SMars            10  Years       Life  of  Fund'^^ 

Growth  Fund      | 

[%$!° 

%2%   18.7%  19.1% 

(6/30/71) 

Select  Fund        \ 

J  357*1 

193%   171%  177% 

(6/30/71) 

Ultra  Fund 

\34.6%I20.1%  24.0%  18.8V 

5ffliH(i  fine* 


Those  one-year  returns  are  certainly  impressive. 
But  we  hope  you'll  be  even  more  impressed  by 
how  these  American  Century  funds  have  per- 
formed over  the  long  run.  That's  the  real  test  of 


an  investment  philosophy.  In  fact,  we  believe  it's 
our  commitment  to  a  disciplined  strategy  tested 
over  decades,  that  makes  these  funds  well  worth 
a  toll-free  call:  1-800-345-2021. 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before 
you  invest.  Please  consult  a  prospectus  for  information  about  other  share  classes.  Naturally,  past  performance  can't  guarantee  future 
results.  These  figures  are  for  Investor  Class  Shares  and  assume  all  dividends  were  reinvested.  Investment  return  and  the  value  of  your  principal 
will  fluctuate,  and  the  final  value  of  your  investment  may  be  more  or  less  than  what  you  started  with.  'Although  Growth  and  Select  were  started 
on  10/31/58,  performance  for  the  period  shown  corresponds  with  American  Century's  implementation  of  its  current  investment  philosophy 
and  practices  on  6/30/71.  Funds  Distributor,  Inc.  ©1999  American  Century  Services  Corporation  fbs39o-i  id 
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By  Kenneth  L.  Fisher 


strategy 


The  case  against  index  funds 


[I 


With  50 
stocks,  it  takes 
a  lot  more 
internal 
crunching  and 
mental  agony 
to  sell  out  than 
if  you  have 
only  one  stock, 
an  index  fund. 


Several  readers  read  my  Jan.  25  column 
"Report  Card"  and  e-mailed  asking,  "Since 
this  column's  1998  advice  only  matched  the 
s&P  500's  return,  why  not  simply  buy  an 
index  fund  and  tune  out?" 

It  depends.  An  index  fund  is  nothing 
more  than  a  tool,  and  isn't  inherendy  good 
or  bad.  Like  a  hammer,  it  depends  on  what 
you  use  it  for  and  how  good  you  are  with  it. 

Note  first,  my  advice  is  much  more  diver- 
sified than  the  s&P  500,  which  is  valuable. 
Here  you  get  global  diversification  to 
reduce  risk.  Matching  the  S&P  with  global- 
ness  beats  just  owning  the  s&P.  You  get 
good  U.S.  and  good  foreign  returns.  If  and 
when  the  U.S.  market  lags,  s&P  500  index 
fund  holders  will  be  sorry.  This  column's 
1998  advice  beat  the  overall  world  stock 
market  by  more  than  4%. 

Similarly,  the  s&P  500  is  more  specialized 
and  less  diversified  than  you  may  think.  It 
doesn't  act  like  all  stocks,  but  like  a  specific 
subset  of  U.S.  stocks:  huge  growth  stocks. 
It  has  an  average  dollar-weighted  market 
capitalization  of  $90  billion.  That  is,  it  acts 
like  a  $90  billion  U.S.  stock.  Huge.  And 
like  a  growth  stock,  selling  at  8  times  book 
value,  30  times  earnings  and  3  times  sales. 
The  rub?  Sometimes  huge  stocks  pay  off. 
Sometimes  they  don't.  Sometimes  growth 
stocks  pay  off  and  sometimes  they  don't. 
Sometimes  U.S.  stocks  pay  off  and  some- 
times they  don't.  It's  not  impossible  to  have 
a  year  in  which  all  three  factors  reverse,  and 
small  beats  big,  value  beats  growth  and 
overseas  markets  beat  the  U.S.  market.  The 
s&P  500  is  unique  enough  to  be  potentially 
risky,  part  of  why  it  has  done  so  well. 

Then,  too,  comes  behavioral  finance  with 
powerful  arguments  against  index  funds.  If 
you  turn  to  me,  or  others,  for  advice,  you 
must  feel  some  need  for  advice.  There  is 
more  than  ample  evidence  that  folks  who 
are  in  need  of  advice  will  misuse  index 
funds.  They  either  try  to  time  the  market  or 
they  panic  in  a  downturn.  Index  funds  are 
easy  to  buy  and  too  easy  to  sell. 

If  you're  a  great  market  timer,  which  few- 
folks  are,  then  you  may  well  use  index  funds 
to  buy  low  and  sell  high.  But  normal  folks 
who  discover  index  funds  late  in  a  bull 
market  won't  use  those  funds  to  be  long- 


term  investors,  even  if  they  think  they  will. 
Instead,  most  of  them  will  sell  out  late  in  a  I 
bear'market,  hurting  themselves. 

People  forget  that  late  in  a  bear  market  a 
general  consensus  builds  that  stocks  will 
never  again  be  worthwhile.  It  gets  very  easy 
to  sell  out  then,  and  there  is  nothing  easier 
to  sell  than  an  index  fund. 

The  normal  investor's  brain  works  with 
what  behavioralists  call  "mental  account- 
ing." There  is  a  decision  "tree"  or  mental 
process  associated  with  every  single  invest- 
ment you  have.  If  you  have  50  stocks,  it 
takes  a  lot  more  internal  crunching  and 
mental  agony  to  sell  out  than  if  you  have 
just  one  stock,  an  index  fund. 

I  would  hate  to  see  you  sell  out  at  the 
bottom  and  take  a  real  loss  a  few  years  from 
now.  At  the  right  time,  I  hope  to  advise  you 
out  of  stocks.  But  for  now,  stick  to  my  basic 
allocation,  which  is  to  be  100%  invested  in 
stocks,  with  67%  of  that  from  among  the  30 
largest  U.S.  stocks.  The  other  33%  should 
be  in  huge  high-quality  foreign  stocks  with 
a  handful  of  global  Japanese  exporters. 
Ones  like  these: 

At  55%  of  sales  and  a  cheap- by- Japanese- 
standards  p/e  of  18,  Sony  (73,  sne, 
www.sony.com)  is  a  good  way  to  pick  up  a 
great  consumer  products  powerhouse. 
Global  diversity,  leading  brand  names,  and 
positions  in  technologies  like  DVD,  HDTV 
and  MiniDisc,  and  a  game  division  growing 
at  50%  annually:  These  all  position  Sony  to 
prosper  in  the  next  century. 

Australia's  News  Corp.  (30,  NWS, 
www.newscorp.com)  is  another  great  global 
play.  You  may  not  appreciate  Rupert  Mur- 
doch's influence,  but  if  you  enjoy  Fox,  the 
Los  Angeles  Dodgers,  TV  Guide,  Harper- 
Collins publications,  or  virtually  any  news 
rag  in  the  U.K.,  News  Corp.  grabs  your 
attention.  So  should  its  value. 

Oil  prices  will  eventually  rise,  following 
the  recent  splurge  of  global  money 
growth.  France's  ElfAquitaine  (55,  elf, 
www.elf.com)  is  the  world's  sixth-largest  oil 
firm,  plus,  it  has  high-margin  chemicals  and 
specialty  products.  It  also  owns  a  52%  stake 
in  health  and  beauty  concern  Sanofi — worth 
fully  one-third  of  Elf's  market  value.  Sell  if 
it  gets  to  95  by  200 1 .  M 
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Kenneth  L.  Fisher  is  a  Woodside,  Calif. -based  money  manager.  His  third  book  is  100  Minds  that  Made  the  Market.  E-mail:  kenfisher@fi.com 
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Electronic  Commerce...  Just  Tell  Me 
How  I  Can  Make  Money  With  It" 
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E-business.  It's  more  than  just  selling 
a  product  online.  It's  interacting  with 
customers  in  a  more  meaningful  way. 
It's  streamlining  your  inventory  to  cut 
costs.  It's  improved  communications 
within  your  organization  to  increase 
productivity.  It's  a  collaborative 
environment  with  your  vendors. 


It's  never  been  more  imperative  to 
not  only  embrace  it,  but  execute  it 
well.  Because  the  least  expensive 
way  to  transform  your  business  to 
an  e-business  is  to  do  it  right  the 
first  time.  And  there's  no  better 
place  to  start  than  iEC  ~99. 


HEC  *99  will  you  find... 

•The  most  comprehensive  EC  educational  platform  featuring  over  100  sessions. 

1  The  largest  exhibition  of  EC  solutions  including  partner  pavilions  from  Microsoft,  Netscape,  Oracle  and  XMLU.com 

•Dynamic  Keynote  Presentations  by  the  industry's  leading  visionaries 


FOR  MORE  INFORMATION  OR 
TO  REGISTER: 
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trends 


By  Laszlo  Birinyi  Jr. 


Whoosh! 


The  bears  say 
that  neophyte 
investors  will 
scramble  at 
the  first  hint 
of  a  down- 
turn. But  it 
didn't  happen 
during  the 
corrections  of 
the  1950s. 


This  year  is  off  to  a  start  that  makes 
bungee  jumping  seem  sedentary  by  compar- 
ison. One-hundred-point  intraday  move- 
ments are  commonplace.  On  Jan.  19,  for 
example,  the  market  gained  15  points.  But 
it  was  up    Op   ints  in  the  morning,  then  fell 
200  points  ma  Jien  rallied  100  points. 

Daily  clo  'ng  charts,  therefore,  don't  do 
justice  to  the  extremes  of  the  day.  In  addi- 
tion, the  swings  create  a  great  deal  of  noise. 
But  underneath  that  noise,  I  think,  the  posi- 
tive trend  continues. 

My  positive  view  is  based  primarily  on 
my  discipline,  which  is  computer  analysis  of 
the  tape.  Years  ago,  this  was  a  widely  accept- 
ed process  as  investors  and  stock  jockeys 
sat  in  boardrooms  and  watched  the  ticker 
tape.  Unfortunately,  tape  watching  is 
impossible  today,  unless  you  have  a  comput- 
er do  the  watching. 

The  computer  tells  us  that  even  on  bad 
days  there  is  not  that  much  selling.  One 
example  of  this  was  Jan.  14  and  15.  The 
first  of  those  days  saw  a  decline  of  228 
points,  with  net  selling  of  $804  million. 
What  this  means  is  that  the  dollar  volume 
on  all  downticks  was  $804  million  greater 
than  the  dollar  volume  on  upticks.  The  next 
day  there  was  a  220-point  rally  with  net 
buying  of  $3.9  billion. 

But  I  like  the  market  for  other  reasons  as 
well.  One  is  the  strength  in  the  brokerage 
stocks,  which  have  rallied  sharply  and  are 
up  66%  since  the  market  bottom  last 
August.  Merrill  Lynch  has  gone  from  66  to 
76;  Morgan  Stanley  from  58  to  88;  Charles 
Schwab  from  20  to  70. 

Another  positive  is  that  the  negative  argu- 
ments are  less  than  convincing.  In  bull  mar- 
kets, I  usually  pay  more  attention  to  the 
bears  and  dissect  their  views.  You  will  recall 
that  just  a  few  years  ago  the  bears  said  that 
the  public's  buying  of  mutual  funds  was  a 
sign  of  a  top,  as  it  was  unprecedented,  and 
the  neophyte  investors  would  scramble  at 
the  first  hint  of  a  downturn.  But  there  was  a 
similar  interest  in  funds  from  1950  to  1961, 
during  which  there  were  three  bear  markets 
against  the  backdrop  of  a  powerful  upward 
movement.  In  each  of  these  corrections  the 
public  investors  bought  less,  but  they  con- 
tinued to  buy. 


Today  the  bears  argue  that  a  weak  econo- 
my will  result  in  less  than  robust  earnings 
growth.  The  bulls  suggest  that  earnings 
might  slow  a  bit  but  they  will  continue  to 
grow.  My  view  is  that  it  doesn't  matter  that 
much.  In  1991  earnings  of  the  s&P  were 
down  25%  but  the  market  was  up  26%,  whi 
1994  saw  a  40%  increase  in  earnings  but  the 
market  made  little  or  no  progress.  Recently, 
I  ran  some  statistical  tests  that  looked  at  the 
quarterly  change  in  earnings  versus  the  qu 
terly  change  in  stock  prices  and  found  that 
the  correlation  was  very  close  to  nil.  I  then 
lagged  the  earnings,  assuming  the  stock 
market  anticipated  next  quarter's,  and  founi 
the  correlation  went  lower. 

Bears  are  also  warning  that  the  market  is 
too  dispersed,  with  too  few  stocks  responsi- 
ble for  the  bulk  of  the  gains.  Last  year  the 
s&P  added  almost  $2  trillion  in  value,  and  2 
stocks  were  responsible  for  60%  of  the  gain 
The  largest  contributor  was  Microsoft,  whic 
added  $182  billion  to  the  s&p's  value. 

In  contrast,  there  were  399  initial  public 
offerings  last  year.  Their  total  gain  was  $9.7 
billion — 78%  of  which  was  added  between 
the  offering  price  and  the  first  trade. 

But  while  the  bears  are  correct  that  in  faol 
the  gain  was  accounted  for  by  only  a  hand- 
ful of  stocks,  they  are  wrong  in  suggesting 
this  is  a  negative.  In  reality,  the  gain  is 
always  in  a  handful  of  stocks.  The  market  is 
not  a  democracy. 

Another  bearish  argument  is  that  the 
Internet  stocks  are  indicative  of  a  top.  But 
there  have  been  more  signs  of  a  top  in  this 
market  than  Elvis  sightings.  A  while  back, 
for  example,  the  Big  Board  set  a  record  for 
the  price  of  a  seat  and  that  was  supposed  to 
be  the  sign  of  a  top.  The  debunked  Beards- 
town  ladies'  book  was  just  another  indica- 
tion that  the  end  was  near.  Some  end.  The 
market  is  up  10%  since. 

So  I  continue  to  play  the  same  tune.  A 
few  weeks  ago  I  counseled  you  to  stay  with 
aol  (now  174,  up  28  points  since),  Texas 
Instruments  (97,  up  8)  and  IBM  (180,  off  9) 
Pfizer  (123,  up  10),  Bristol-Myers  Squibb 
(130,  down  1)  and  Wal-Mart  (86,  up  5). 
Stick  with  them  all.  Yes,  buy  and  hold  is 
boring.  But  as  I  once  noted,  if  it's  entertain 
ment  you  want,  go  to  the  movies.  ■ 


nyi  Jr.  is  president  of  Birinyi  Associates,  a  Greenwich,  Conn. -based  financial  consulting  firm. 
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(peccable   reputati 


our  client's.  Who  better  than 
American  icon  to  entrus*" ■* 
an  American  icon? 

Chuck  Creasy 
Partner  and  Creativjff  Direct 
Dye,  Van  Mol  &/fc<^vrence  Adver 
Public  Relation 
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ling  is  a  full-service  p 


age  your  boojt  project  from  concept  to  completion. 


Call  us  today  at      S00. 242. 8786.,  e-mail  us  at 


Holly  stays  conservative. 
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NAME 

QTY 

MARKET  WAl 

PRICE 

csco 

CISCO  SYSTEMS  INC 

27 

S2.170  13 

::  ;■•: 

GPS 

GAP  INC 

24 

SI. 137  00 

A3  375 

MRK 

MERCK  &  CO  INC 

13 

SI. 892  31 

145  5625 

PEP 

PEPSICO  INC 

134203 

$497  39 

37  0625 

PSFT 

PEOPLESOFT  INC 

15 

S255  00 

1700 

YUM 

TRICON  GLOBAL  • 

1 

S46  38 

46  375 

WFMI 

WHOLE  FOODS  MARKET  INC 

12 

S562  50 

46  875 

TOTALS 

S6.560.71 
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"Don't  think  I'm  an  expert  just  because  I'm  doing  these  Schwab  ads. 


"I'm  glad  to  report  that  our  stock  group,  which  was  aiming  to  double  our  investment  in 
5  years,  has  done  it  in  just  2.  We  just  sold  one  of  our  stocks,  because  it 


www.  schwab  .com 


>OwSouro>> 
by  Family 


>  On*  Sourcai 
by  Cgfgofy 


>  Schwab 


seems  to  have  pretty  much  leveled  off. 

"And  we're  beginning  to  look  a  little  more  seriously  at  technology, 
specifically  the  internet  and  wireless  categories.  So  I'm  researching  them  on  schwab.com,  where  I 
can  read  the  analysts'  reports. 

"As  for  my  family,  we're  taking  the  money  from  doing  these  ads  and  putting  it  in  an  index  fund. 
Actually,  I'm  looking  at  two,  a  large-cap  and  a  small-cap.  I  compared  no-load,  no  transaction  fee 
mutual  funds  in  the  schwab.com  OneSource  area.  Based  on  what  I  found  there, 
and  what  I've  confirmed  from  a  lot  of  people,  I  think  it's  the  right  way  to  go.    [\ 

'I'm  a  part-time  teacher.  Now  they've  got  me  teaching  investing  to  my    hCqmpa« 


[  ~>  Schwjbfun 


N  All  Fundi  at 
by  Family 


'  ■  All  Fundi  at 
by  Category 


Search  criteria  Industry 

Telecommunications 

Number  of  Reports  found  1-25of512 


daughter's  5th  grade  class.  It's  a  level  I'm  comfortable  with."  holly 


Ijijssss- 


Individuals  appearing  are  actual  Schwab  customers  and  were  paid.  The  expenences  depicted  are  those  of  the  mdividual(s)  appeanng  and  ma)'  not  be  representative  ( 
experience  and  are  not  indicative  of  future  performance  or  success.  The  positions  shown  are  actual  holdings  of  the  individuals  appeanng,  are  as  of  12/14/98  and  1/12/ 
and  reflect  partial  portfolio  holdings.  The  information  provided  here  is  for  general  informational  purposes  only  and  should  not  be  considered  an  individualized  re 
or  advice  that  the  securities  listed  are  suitable  for  a  particular  investor  Each  investor  should  review  each  security  transaction  for  his  or  her  own  situation.  Schwab,  its 
employees  and/or  their  directors  may  have  positions  in  these  secunties  referenced,  and  may,  as  principal  or  agent,  buy  from  or  sell  to  customers.  Schwab  or  its  affiliate 
or  solicit  investment  banking  or  other  services  from  any  company  mentioned  in  this  matenal.  Schwab's  Mutual  Fund  OneSource'  service  makes  available  funds  with  n 


1-800-4SCHWAB* 
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Howard  makes  a  move. 


SVMBOL 

NAME 

OTY 

MARKET  VAL 

PRICE 

OAXMX 

P 1     HARRIS 

2603  708 

195  295  71 

36  60 

SWBGX 

SCHWAB  MARKETTRACK  BALANCED 

5824  306 

182,006  23 

14  08 

NPRTX 

N48  PARTNERS  NEU8ERGER  4  BERMAN 

1306,462  18 

26  00 

'  ' 

1003  097 

156,113  25 

55  94 

AMAT 

APPLIED  MATERIALS  INC 

1111,000  00 

55  50 

ADM 

ARCHER  OANIELS-MIOLAND  CO 

2.097  1202 

16  5625 

csco 

CISCO  SYSTEM 

1104,687  50 

104  6875 

G( 

!  ':TRIC 

1.018  3585 

1101.51761 

99  6875 

HD 

HOME  DEPOT  INC 

1.406  7818 

56  50 

. 

INTEL  CORP 

1238.046  04 

13975 

i  co  inc  a 

1.006  7318 

180,916  07 

80  375 

. 

AMBLE  CO 

451  2853 

87  25 

mm  i 

CALIFORNIA  ST  PUB  7VKS  BRC) 

10.000 

11  109.030  00 

110  9030 

TOTALS 

12.438.66595 

'To  be  honest,  I  like  to  see  the  market  go  down  a  little  —  if  creates  terrific  opportunities. 


"At  my  age,  I  won't  touch  those  stocks  that  jump  or  fall  30  points 
in  a  day  —  without  real  earnings.  But  1  did  log  on  to  buy  a  young 
communication  company  related  to  the  Internet.  I'd  researched  it  on 
schwab. corn's  Analyst  Center  and  it  shows  real  earnings.  It's  rated  a 
strong  buy.  And  the  cost  was  reasonable. 
"Today,  I  bought  a  multi-national  bank  stock  for  my  wife's  IRA  account.  I  always  liked  it,  and 
the  price  came  down,  temporarily  I  assume,  because  of  the  Brazilian  economy. 


Upgrade  to:  *. 


•  Market  Highlights 
Which  stocks  are  moving  and 
why.  Analyst 
-Dgrades/downgradea 


Aggressive  Buy 
Outperform 
Strong  Buy 
Accumulate 
Strong  Buy 

"On  the  personal  side,  we  needed  a  bigger  house  and  saw  a  great  property  near  the  beach.  Even  with 
my  new  'celebrity'  status,  the  owner  wanted  confirmation  on  my  financials 
before  he'd  take  the  offer,  because  a  lot  of  people  were  interested.  I  called 

Schwab's  800  number,  it  was  handled  and  we  got  the    r-^ ^-j 

house.  Donna  and  I  celebrated  at  our  favorite  restaurant."  howard  ' 1^ -^-J 


wwwschwab.com 


s.  Schwab's  short-term  transaction  fee  will  be  charged  on  redemptions  of  funds  (except  Schwab  Funds)  bought  through  Schwab's  Mutual  Fund  OneSource®  service  (and 
ith  no  transaction  fee  and  held  for  180  days  or  less.  If  you  pay  a  transaction  fee  to  purchase  a  fund,  you  will  pay  a  transaction  fee  when  you  sell  it  as  well.  Schwab 
■J;ht  to  change  the  funds  we  make  available  without  transaction  fees  and  to  reinstate  fees  on  any  funds.  Schwab  receives  remuneration  from  participating  fund  companies. 
I  prospectuses  containing  more  complete  information  including  management  fees,  charges  and  expenses  are  available  from  Schwab.  Please  read  carefully  before 
.Jestment  value  will  fluctuate  so  that  shares,  when  redeemed,  may.  be  worth  more  or  less  than  the  original  cost.  Access  to  services  and  your  account  may  be  limited  dunng 
Ik  demand  Past  performance  is  no  guarantee  of  future  results.  ©1999  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  S1PC/NYSE.  (0299-0775) 
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E-warning 

You  can't  have  watched 
the  Super  Bowl  or  the  World 
Series  without  catching  an  ad 
from  on-line  brokerage  E- 
trade  (Nasdaq:  EGRP).  In  just 
the  last  two  quarters  the 
company  has  spent  $80  mil- 
lion on  marketing.  Conse- 
quence: E-trade  has  more 
than  600,000  accounts  and  is 
adding  over  1,700  a  day, 
making  it  third  in 
e-brokerage,  behind  Fidelity 
and  Charles  Schwab.  HH^H 

But  look  at  the  perils  of 
success.  Check  out  Silicon  Investor's  Web  site,  which 
has  gripe  sessions,  running  to  thousands,  filled  with 
complaints  about  on-line  brokers.  Many  customers 
complain  about  waiting  weeks  for  their  new  accounts  to 
be  activated,  or  being  unable  to  get  through  on  the 
Web  or  by  telephone.  Some  even  complain  of 


E-Trade's  head  honcho  Christos  Cotsakos' 
clients  are  victims  of  his  success. 


unauthorized  stock  transactions. 

In  response,  all  the  brokers  are  • 
spending  more  on  capacity.  E-trade 
spent  some  $20  million  last  quarter  ail 
is  building  a  new  tech  development 
center  in  Georgia.  But  however  lavis 
their  investments  now,  the  brokers 
could  be  sorely  tested  in  the  next 
market  correction. 

Buy  E-trade?  It's  too  expensive 
(nine  times  book  value).  Short  it? 
Too  dangerous.  Shorting  an  Internet 
stock  is  like  standing  in  front  of 
a  runaway  train . 

Don't  do  either.  But  if  you  are  an  o| 
line  trader,  consider  opening  up  a 
backup  account  at  a  less  popular  e-brokerage — one  vol 
are  likely  to  get  through  to  in  a  turbulent  market.  Juul 
Gomez  of  Gomez  Advisors  in  Concord,  Mass.  recom-J 
mends  Brown  &  Co.,  Computel,  Wangvest,  MrStocki 
and  Mydiscountbroker. 

-M.S.    I 


Junk  mailer 

_^^_  Newspaper  inserts,  direct 
"^™*  mail  letters — you  call  them 
junk,  but  such  marketing  efforts  are 
the  lucrative  business  of  New  York- 
based  Big  Flower  Holdings  (NYSE: 
bgf).  In  1998  Big  Flower  had  oper- 
ating income  (earnings  before 
depreciation,  interest  and  taxes)  of 
$230  million  on  revenues  of  $1.7 
billion.  In  1999  operating  income 
should  be  up  13%. 

Big  Flower  is  the  creation  of 
Theodore  Ammon,  a  former  part- 
ner at  leveraged  buyout  firm 
Kohlberg  Kravis  Roberts.  He  quit 
kkr  in  1993  to  open  Big  Flower 
when  he  saw  that  the  ad-insert 
business  was  close  to  recession- 
proof.  He  has  assembled  the  busi- 
ness by  doing  a  whirlwind  of  acqui- 
sitions. Big  Flower  gets  65%  of 
revenues  from  inserts,  20%  from 
direct  mail  for  credit  card  compa- 
nies like  mbna  and  18%  from  a  fast- 
growing  digital  imaging  business, 
which  assists  big  companies  like 
Wal-Mart  and  Kraft  Foods. 

Goldman,  Sachs  took  Big  Flower 
public  in  November  1995  at  $16  a 
share.  The  stock  got  as  high  as  $35 
and  now  sells  for  around  $26.  Big 
Flower  is  a  leader  in  customizing  ad 
inserts  by  zip  code — say,  by  leaving 
the  toy  advertisements  out  in  a 
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retirement  community. 

One  Big  Flower  fan  is  Gregg 
Hymowitz  of  New  York  City  asset 
manager  Entrust  Capital,  which  has 
accumulated  a  20%  stake.  Big 
Flower  trades  at  10  times  his  expec- 
tation of  $2.70  a  share  in  1999  cash 
earnings.  Rival  Quebecor  Printing 
trades  at  15  times.  Big  Flower  is, 
not  surprisingly,  heavily  leveraged. 
But  operating  income  covers  inter- 
est expense  4  times. 

-Stephane  Fitch 

Land  rush 

^^^  Last  year's  collapse  in  real 
^^^  estate  stocks  leaves  some  bar- 
gains. Take  a  look  at  Newhall  Land 
&  Farming  Co.  (NYSE:  NHL),  down 
to  a  recent  $25  from  a  high  of  $35 
a  year  ago.  Newhall  got  most  of  its 
$64  million,  or  $1.86  a  share,  in 
1998  net  income  by  selling  land 
and  buildings  in  southern  Califor- 
nia, not  renting  space.  But  these 
asset  sales  are  a  steady  affair,  and 
there  are  a  lot  more  assets  where 
they  came  from.  Newhall  still  owns 
37,000  acres  just  30  miles  up  Inter- 
state 5  from  downtown  Los  Ange- 
les. The  holdings  include  9,000 
undeveloped  acres  in  Valencia,  a 
planned  suburb  that  Newhall  has 
ecu  developing  since  1965.  Today 


Valencia  has  36,000  residents  and] 
30,000  jobs. 

Robert  Kirkpatrick  of  Houston-il 
based  hedge  fund  Breeco  Manage! 
ment  says  Newhall's  land  and  builcl 
ings  are  worth  $1.6  billion.  But  thj 


Buy  Newhall's  stock  and  get 
suburbia  at  a  discount. 


market  is  valuing  the  company, 
including  debt,  at  $1  billion.  Main 
reason  for  the  discrepancy:  While 
real  estate  stocks  were  falling  last 
year,  housing  prices  near  Los  Ange 
les  were  going  up  10%.  Note  that 
Newhall  is  a  limited  partnership,  s< 
in  calculating  a  breakup  value  you 
do  not  have  to  allow  for  corporate 
capital  gain  taxes.  -S.F.   I 
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!    A  Quote  for  Every 

Occasion 

More  than  14,000  thoughts  on  the  business  of  life 
now  all  in  one  deluxe  volume 

There  is  no  true,  lusting  success 
in  business,  without  success  in  the 
business  of  living,  of  life." 
1  —  B.C.  FORBES,  Founder  of  Forbes  Magazine 
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Forbes 

Book  of 

Business 

Quotations 

THOUGHTS  ON 
THE  BUSINESS  OF  LIFE 

! 
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♦ 
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A  Gift  for  Every  Occasion! 


By  necessity,  by  proclivity, 
and  by  delight,  we  all  quote." 

—RALPH  WALDO  EMERSON 

[Life  begets  life.  Energy  creates 
j  energy.  It  is  only  by  spending 
I  oneself  that  one  becomes  rich." 

—SARAH  BERNHARDT 


The  ultimate  reference  for  speakers,  writers,  CEOs,  and  managers. 
The  perfect  gift,  this  unique  collection  is  arranged  alphabetically 
by  subject — from  ability  to  zeal — for  easy  access  and  endless 
inspiration. 

Over  3,000  contributors  in  all — business  leaders  and  mavericks, 
philosophers  and  pundits,  poets  and  politicians — from  across  the 
centuries  and  around  the  world.  Deluxe  edition,  992  pages,  $40.00  plus 
shipping  and  handling.  [C1 4] 
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The  overall  market 


s  has  not  been  a  bull  market  for 
1-capitalization  stocks.  Over  the 
12  months  the  Russell  2000  fell 
versus  a  31%  gain  in  the  s&r  500. 
ile  the  small-cap  sector  is  not 
ap— the  Russell  2000  sells  for  45 
es  trailing  profits — Tom  Barry, 
tfolio  manager  at  Bjurman  Micro- 
>  Growth  Fund  in  Los  Angeles, 
i  opportunities  within  this  group. 
•ry  looks  for  small-capitalization 
cks  with  earnings  growth  rates 
her  than  their  estimated  price-to- 
nings  ratios.  Example:  J&J  Snack 
xis  i  IJSF,  $24  |,  which  has  a  five- 
r  annualized  earnings  growth  rate 
14%  and  an  estimated  1999  p/E  of 
(based  on  Barry's  1999  forecast  of 
143  a  share).  Another  pick  is  Caere 
rp.  (CAER,  S17),  which  has  an 
flings  growth  rate  of  33""  .uul  an 
imated  P/E  of  19. 


Cijs  utilities  tend  to  lag  bull  markets,  but 
■a  safct)  and  income  during  periods  of 

volatility  Michael  Ham,  utility  analyst  at 
AG.  Edwards,  says  that  warm  weather 
reduced  1WS  profits  of  gas  firms,  but  he 

expects  earnings  to  rebound  in  1999. 
Profits  arc  expected  to  increase  35  ,  on 
■vcragc,  tor  the  eight  utilities  below 


Powered  by  gas 


Company 

Recent 
price 

EPS  growth- 

99  vs  98 

1999 
est  P/E 

CMS  Energy 

$42.81 

21% 

14 
12 

CTG  Resources 

22.63 

12 

KN  Energy 

19.75 

49 

12 

MCN  Energy  Gp 

17.75 

11 

12 

NUI 

22.75 

24 

12 

Oneok 

29.25 

79 

13 

South  Jersey  Inds 

25.63 

52 

13 

Wicor 

20.06 

30 

13 

'Estimated. 

Sources:  FactSet  Research  Systems;  IBES  Express. 
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The  Barra  All-US  price  index  as  of  1/29/99 

Market  value:  $13.6  trillion 

P/E:  25.7 

P/E  minus  negative  EPS:  23.6 

Price/book:  4.1 

Yield:  1.2% 
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12-month  closeup 
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moving  average 
J  F   M  AM'  j'  J    A   S   0  N    D  J 
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Closeup  on  the  markets 


Index  or  investment 

%  cha 

nge  from 
5-year  high 

2.4% 

Zl 

Barra  All-US  index 

24.0% 

0.0% 

SiP/Barra  Growth  index 

5.6 
0.0 

|             44.4 

0.0 

S&P/Barra  Value  index 

16.2 

-3.2 

Dow  Jones  industrials 

0.2 

] 

J] 

18.4 

-3.0 

SIP  500 

2.9 

30.5 

0.0 

NYSE 

1.2 

17.6 

-1.7 

Nasdaq 

6.7 

~|    54.7 

0.0 
0.0 
-4.6 

PSE  Tech  100' 

5.8 

|           70.3 

ewe' 

0.3 
-1.6 

-0.2 
2.2 

5.1 

J 

12.7 

CRB  futures  index 

-19.0 

-27.5 

Gold  (Comexspot) 

1 

1 

-5.5 

-31.0 

Yen  (per  JUS) 

-8.3 

-21.0 
-52.1 

Oil  (W  Texas  Intermediate) 

-26.0 

Buying 

Recent 
price 

Market 
value 
($mil) 

1999 
EPS' 

Selling 
Dana 

Recent 
price 

Market 

value 

($mil) 

1999 
EPS" 

$4.48 

AnnTaylor Stores' 

$38.75 

$998 

$1.69 

$41.13 

$6,808 

Jack  Henry  t  Associates 

38.38 

762 

1.57 

GT  Interactive  Software 

5.63 

396 

0.70 

Jabil  Circuit 

35.72 

2,662 

1.11 
0.32 

MGM  Grand 

30.50 

1,587 

1.52 

Rambus 

75.13 

1.718 

PMI  Group 

42.88 

1,301 

6.20 

Stewart  Information  Services 

53.50 

376 

5.45 

WinStar  Communications 

42.94 

1,855 

-12.53 

The  best 


Best 

2-week 
change 

Change 

since 

12/31/98 

Worst 

2-week 
change 

Change 

since 

12/31/98 

Trucking 
Household  products 

20.1% 
8.6 

8.6% 
9.7 

Oil  refining,  distributing 
Misc  mining  metals 
Tobacco 

-12.0% 
-10.1 
-8.8 

-18.1% 

-10.4 

-8.6 

Leisure,  luxury 

8.6 

4.4 

Business  services 

7.8 
7.6 

10.9 
9.6 

Paper 
Real  estate 

-7.7 

-6.8 

Construction 

-5.2 

1.9 

.,..  „..  T1 J 

ita  tor  period  ending  1/29/99.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  lor  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are 
Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  :'Total  return  of  more  than  300  large-capitalization  stxks  characterized  by  low  price-to-book 
high  yields  and  low  price-to-earnings  ratios.  JA  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  'A  dollar-denominated,  capitalization  -weighted  index  of  more  than  1,100  foreign  stocks.  Source: 
n  Stanley  Capital  International.  'Index  of  21  commodity  futures.  'Source:  Bridge-Commodity  Research  Bureau.  'Buys  and  sells  are  tabulated  by  fastcheck.com,  a  proprietary  model  from  the  Mutual  Discovery  Network.  For  an  update  on  the  performance 

these  stocks  see  our  Web  site  at  www.forbes.com/wallstreet.  Consensus  estimate.  'Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in 

o  or  more  groups.  Principal  sources:  Barra,  Inc.,  IBES  Express. 
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The  Forbes/IBES 


World  market  valuations 

1999        Relative  to  . 
Country                  estP/E     5-yr  avgP/E 

Brazil                        6             0.5 

! 

Russia 

3 

0.6 

Peru 

7 

0.6 

Sri  Lanka 

5 

0.7 

Pakistan 

6 

0.7 

S  Korea 

NM 

22.0 

Finland 

20 

1.9 

Spain 

25 

1.8 

Greece 

17 

1.7 

Belgium 

22 

1.6 

IBES-estimate  revision  index 


EAFE  estimate  increases  to  decreases 


1.50 


1.00 


0.50 


0.00 


HV 


Forecasting  the  EAFE' 


Estimated 
P/E 


%  change 

current  est 

vs  3  months  ago 


Expected 
year-to-year 
EPS  growth 


1998       26.9 

-7% 

10% 

1999       22.4 

-5 

20 

2000        18.9 

2 

16 

1999  country  estimates 

Rising  estimates 

Greece 

Hungary 

Israel 

Spain 

Germany 


Falling  estimates 

Indonesia 
Russia 
Venezuela 
Colombia 

Norway 


i    fe 


■II ■'■   i'   — ■ 

The  cheapest  international  markets  are  the  most  danger- 
ous. Stocks  in  Moscow  currently  sell  at  less  than  three 
times  1999  estimated  earnings  and  are  priced  at  about 
60%  of  their  historical  price-to-earnings  ratio.  "Take  these 
estimated  earnings  with  a  grain  of  salt,"  says  Leila  Heck- 
man,  managing  director  of  global  asset  allocation  at 
Salomon  Smith  Barney.  Though  perhaps  not  as  precari- 
ous as  Russia,  Brazil  looks  similarly  cheap.  Brazilian  stocks 
trade  at  only  six  times  estimated  1999  earnings.  "Brazil 


Who's  hot 


could  very  well  be  in  for  more  tough  times,"  cautioil 
Heckman.  "If  interest  rates  stay  high,  corporate  earnin}! 
would  suffer,  sending  p/es  through  the  roof." 

In  contrast,  South  Korea  has  the  most  expensive  mark| 
based  on  estimated  1999  profits — a  projected  1999  p/e  i 
609.  Nevertheless,  Salomon  Smith  Barney  has  a  strong  bi 
rating  on  Korea  because  of  the  nation's  improving  macnl 
economic  situation.  Some  well-known  Korean  stocks  cj 
not  have  sky-high  multiples.  Example:  Pohang  Iron  i| 
Steel  sells  for  only  nine  times  estimated  1999  profits. 


Greatest  increase  in  estimates 

over  the  past  three  months 

Business 

1998 
est  EPS 

recent 

1999  EPS  estimate- 
S-month  change 

P/E 

ADR 
ticker 

Company/country 

Recent 
price 

3-month  i| 
price  chang  I 

1AM 

Altos  Homos/Mexico 

steel 

$0.18 

$0.75 

53% 

6 

$4.19 

-23  %■ 

NTDOY 

Nintendo/Japan 

video  games 
motor  vehicles 
gold  mining 
specialty  retailing 

0.74 
5.10 
0.56 

0.42 

0.69 
4.78 
0.54 

0.64 

40 

17 

11.61 

7     | 

HMC 

Honda  Motor/Japan 

26 
23 
16 

16 

16 

7 

74.38 
8.63 

4.31 

17      I 

ASL 
EKT 

Ashanti  Goldfields/Ghana 
Grupo  Elektra/Mexico 

0     1 

8     § 

Who's  not 

Greatest  decrease  in  estimates  over  the  past  three  months 


ADR 
ticker 

Company/country 

Business 

1998 
est  EPS 

recent 

1999  EPS  estimate- 
S-month  change 

P/E 

Recent 
price 

3-month 
price  chang 

PTBRY 

Petrobras  Distribuidora/Brazil 

oil  &  gas  distribution 

$1.89 

$1.85 

-42% 

2 

$3.47 

-22% 

CEDWY 

Centrais  Eletricas/Brazii 

electric  utility 
bank 

5.50 
0.98 

4.92 
1.13 

-41 

5 

23.30 

-54 

BB 

Banco  BHIF/Chile 

-38 

7 

7.63 

-29 

BST 

British  Steel/UK 

steel 

0.37 

0.73 

-37 

30 

22.00 

26 

SNE 

Sony/Japan 

consumer  electronics 

3.21 

2.17 

-34 

34 

73.06 

10 

Note:  Data  for  period  10/29/98  through  1/29/99.  All  listed  companies  trade  as  American  Depositary  Receipts.  Prices  and  earnings  per  share  are  in  U.S.  dollars   Earnii 
projections  are  consensus  estimates  from  Wall  Street  security  analysts  compiled  by  IBES  International.  Companies  listed  above  have  a  minimum  market  capitalization  of  $1 
million.  'Estimated  price  earnings  ratio  for  1999  divided  by  the  average  estimated  P/E  for  the  last  five  calendar  years.    2A  Morgan  Stanley  Capital  International  dol 
denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks. 
Source:  IBES  International. 
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rME  BETTER  CONTROL  OF  YOUR  INVESTMENT  DECISIONS  WITH 

I  The  FORBES  Stock 
I    Market  Course 


ry  investor  should  own  The  Forbes  Stock 
rket  Course,  the  practical  handbook  that 
vides  the  goals  of  today's  smartest 
\stors  —  and  the  strategies  they  use  to 
\h  them. 


■to  choose  a  broker — Broker  commissions — How  to  place 
■der — Sources  of  information  —  Market  patterns  (how  to 
m  stock  market  movement)  —  Dollar-cost  averaging  — 
k.  ig  on  margin  —  How  to  read  the  tape  —  The  Dow  theory 
frdexes:  the  Dow,  the  Russell  2000,  the  Wilshire  5000  — 
ijis  and  preferred  stocks  —  Derivatives  including  options  — 
"f  to  read  a  company's  financial  statement — Mutual  funds. 


SPECIAL  BONUS  GIFTS 


Order  The  Course  today,  and  you'll  also  receive  two  special 
bonus  gifts:  The  Forbes  83-Year  Wall  Chart  of  Business  and 
Security  Trends,  plus  an  invaluable  Glossary  of  Investment  Terms. 

The  Course  describes  the  risk  level  of  various  investments  and 
helps  you  find  your  own  "comfort  level"  of  risk  and  reward.  Two 
sample  portfolios,  one  for  a  retirement  fund  and  one  for  the 
funding  of  a  child's  education,  show  these  risk/reward  factors  at  work. 

How  much  time  do  you  want  to  spend  on  your  investments?  The  Course 
describes  how  the  active  investor  attempts  to  beat  the  market  by  buying  low 
and  selling  high  —  a  method  requiring  close  attention.  It  also  outlines  how 
the  passive  investor  buys  and  holds  stocks  to  allow  dividends  and  appreci- 
ation to  produce  a  return.  Each  technique  is  fully  explained  in  this  time- 
tested  manual. 

The  Course  will  give  you  an  understanding  of  the  forces  that  drive  the 
market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the 
factors  affecting  the  prices  of  individual  stocks.  You  even  get  an  entire 
section  on  to  how  to  make  money  in  a  down  market. 

Written  in  simple,  concise  language,  The  Course  can  help  you  take  better 
control  of  your  investment  decisions.  You  can  enjoy  it  as  a  straight  "read- 
through"  or  refer  to  the  individual  topics  as  you  need  them.  It  comes  in  a 
handsome,  sturdy  binder,  with  sections  that  are  clearly  marked  and  more 
than  enough  space  for  making  your  own  notes. 


ORDER  THE  COURSE  NOW 


You  can  own  The  Forbes  Stock  Market  Course  for  just  $89.50  —  far  less 
than  investment  courses  at  local  colleges,  which  cost  as  much  as  $400 
or  more.  Order  yours  now.  Your  satisfaction  is  guaranteed:  If  you're  not 
completely  satisfied,  we'll  refund  your  money,  no  questions  asked. 


hiDER  Form 
nd  Guarantee 


IE 


(please  print) 


Send  me  the  new  edition  of  The  Forbes  Stock  Market  Course  ...  plus 
The  FORBES  83-Year  Wall  Chart  of  Business  and  Security  Trends  and  the 
Glossary  of  Investment  Terms  as  a  bonus.  My  check  for  $89.50  (or  credit  card 
information)  is  enclosed.  If  I'm  not  satisfied,  I  may  return  The  Course  within  ten 
days  and  receive  a  full  refund  or  credit. 

FOR  FASTER  SERVICE,  CALL  1-800-888-4525  ext  908 

□  Check  for  $89.50  enclosed*    □  Charge  my  credit  card 

□  Amex    □  MasterCard    □  Visa    □  Diners  Club 


RESS 


Name: 


STATE 


ZIP 


Number: 


Exp.  Date: 


FORBES  INC.,  60  Fifth  Avenue,  New  York,  NY  10011 

'Buyers  in  NY,  CA,  GA,  MO,  IL,  TX,  DC,  add  applicable  sales  tax  as  required  by  law. 


SMC908 


wlA*  M  £ 


spotlight 


On  sale  in  Asia 


Far  Eastern  economies  come  back 
within  a  year  or  two?  If  you  think  so, 
start  looking  at  the  cheap  stocks  there  now. 

By  Robert  Cyran 


The  Asian  market  meltdown 
last  summer  not  only  hurt 
overinflated  stocks  but  also 
took  its  toll  on  good,  solid 
companies.  And  despite  a 
modest  comeback  from  their 
lows  in  late  August,  several 
markets  look  cheap.  Chinese 
stocks,  for  example,  are  trad- 
ing at  only  10  times  their 
consensus  forecast  of  1999 
earnings  (as  calculated  by 
ibes  Express).  The  Hong 
Kong  market  is  going  for  14 
times  the  forecast.  Contrast 
the  U.S.  s&P  500  index,  at 
25  times  the  composite  fore- 
cast of  1999  earnings. 

Hong  Kong  Telecom  sells 
for  13  times  its  1999  esti- 
mate of  $1.42  a  share.  "The 
Internet  is  providing  extraor- 
dinary growth  for  Hong 
Kong  Telecom's  data  ser- 
vices," says  Fredson  Bowers, 
a  Hong  Kong-based  analyst 
for  Indosuez  wi  Carr  Securi- 

Tainted  blue  chips 


ties.  "Within  the  next  18  montl 
such  services  will  contribute  more 
the  firm's  revenue  than  cellular 
standard  phone  service,"  he  ad« 
Hong  Kong  Telecom  is  still  tradi 
near  where  it  was  in  August,  3<j 
below  its  five-year  high. 

Computer  users  over  here  are  hn\ 
iar  with  Creative  Technology,  the  Si 
gapore-based  producer  of  Sou 
Blaster  audio  cards  and  other  perip 
erals.  This  firm  sells  for  eigi 
times  its  1999  consensus  e& 
mate.  Creative  has  stro 
financials — a  22%  return  j 
total  capital  last  year,  and  del 
to-equity  of  only  6%.  Luc 
Ward,  a  Hong  Kong-bas. 
analyst  for  Goldman,  Sad 
has  high  expectations  for  t 
firm's  new  dvd  player  ai 
latest  sound  cards.  "The  coi 
pany  sells  over  75%  of 
goods  to  developed  countrii 
and  it  is  sitting  on  $400  m 
lion  in  cash,  which  equ. 
$4.41  per  share,"  says  Ward 
The  table  contains  a  doz 
potential  Asian  bargains  ft! 
reted  out  of  the  Worldsco 
database.  All  these  compan: 
have  positive  returns  on  to 
capital  in  the  past  year  au 
recent  prices  at  substant 
discounts  to  their  five-ye 
highs.  Most  of  them  have  1< 
debt  than  equity  and  are  ava 
able  as  American  Deposita 
Receipts.  I 


Company/Industry 

Country 

Closing 

YTD 

Return 

Debt/ 

3-year 

1999 

Marke 

price 

price 

on 

equity 

sales 

EPS 

value 

change 

capital 

growth 

estimated 

($mil 

•  Hong  Kong  Telecom/telecommunications 

Hong  Kong 

$16.25 

-8% 

45% 

8% 

9% 

$1.42 

$19,35 

Creative  Technology/computer  peripherals 

Singapore 

14.75 

-2 

22 

6 

0 

1.85 

1.37 

ASE  Test/commercial  services 

Taiwan 

38.38 

19 

22 

44 

39 

1.07 

1,49 

•  Beijing  Yanhua  Petroleum/specialty  chemicals 

China 

3.31 

-17 

12 

21 

18 

NA 

22 

•  Honda  Motor/motor  vehicles 

Japan 

73.00 

9 

8 

93 

0 

5.00 

35,56 

•  Sony/consumer  electronics 

Japan 

70.44 

-2 

8 

72 

3 

3.22 

28,66 

•  Canon/office  equipment 

Japan 

21.75 

1 

7 

63 

3 

1.24 

18,89 

•  Huaneng  Power  Intl/utilities 

China 

10.31 

-29 

6 

97 

42 

1.65 

1,28 

•Macronix  Intl/semiconductors 

Taiwan 

8.56 

9 

5 

50 

16 

NA 

1,49 

•Toyota  Motor/motor  vehicles 

Japan 

51.50 

-3 

5 

72 

-2 

1.56 

97.95 

•Shanghai  Petrochem/specialty  chemicals 

China 

7.50 

-12 

4 

54 

8 

1.39 

54 

•  Pohang  Iron  &  Steel/steel  &  iron  ore 

South  Korea 

19.31 

14 

4 

121 

-12 

2.05 

7,21 

Data  for  period  ending  Jan.  27.  •  ADR.  NA:  Not  avail; 

ble. 

Sources:  Worldscopes,  Market  Guide  and  IBES.  each  via  FactSet  Research  S 

ystems. 

Asia's  economic  collapse  hurt  the  stocks  of  solid  companies  as  well  as  those  of  over- 
inflated  ones.  These  underleveraged,  profitable  firms  trade  well  below  their  five-year  highs. 
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YOU  CAN  PRETTY  MUCH  DO 
ANYTHING  ON  THE  WEB  THESE  DAYS. 


□ 

Netscape 

Hi 

Go  To:      ^LL  http://www 
«,j                >^« 

.ICON. 

-AWARDS-DINNER 

com 

■"open 

.bar 

/victory 

.dance 

FILE  NOT  FOUND 

Except  celebrate  in  style. 


COME    CELEBRATE    THE    BEST    IN 
TECHNOLOGY    ADVERTISING    (4    COM  Ml    N I  CATIONS    AT 

THE  1999  MC  ICON  AWARDS  DINNER 

Thursday,  April  8.  1999 

The  GiftCenter  Pavillion,  888  Brannan  St.,  San  Francisco.  CA 
Cocktails  6.00  p.m  ~  Dinner  &  Awards  j:oo  p.m. 

*AC  and  our  sponsor  Forbes  will  award  the  $15,000  Best  of 
show  Award  to  the  judges'  choice  for  overall  excellence  in 
all  categories  of  Print,  Broadcast,  Marketing 
Services  and  Multimedia.  Awards  created 


PLEASE  RESERVE SEATS  OR TABLES 

($1 25  per  seat.  $1250  per  table  often) 
Enclosed  is  my  check  made  payable  to  MC  ICON  Awards  in  the  amount  of  $ 


Please  charge  my:     D  Visa     D  MasterCard     □  American  Express 
Exp. Date 


Sponsored  or 


Forbes 

•  FITAUST     T  O  O  I 

by  the  editors  of  MC  and  produced  by 
MC  Magazine,  the  leading  resource 
for  technology  marketing  intelligence.    m-"i"-"-t 


Signature: 

Name: 

Title. 

Company: 

Address- 

City 

State: 

Zip: 

Phone 

Fax: 

Email: 

niiii-iiiinniga 


SEND   TO:  Betsey  Geller.  MC.  1515  Broadway. 

12th  Floor.  New  York.  NY  wo36  or  fax  Betsey  at  (212)  $36- $3$3. 

For  further  information  or  to  reserve  tickets,  please  call  MC  at  (212)  ^36-6^3j 

or  log  on  for  tickets  at  www.marketingcomputers.com 
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Focus  on  the  downside 

Conventional  wisdom  equates  investment  risk  with  volatility— both  the  downs  and 
the  ups.  But  why  call  a  fund  risky  for  making  money? 


nnffi 

licom 
fulA 


iowii 


By  James  M.  Clash 

Have  you  ever  heard  anyone 
complain  that  a  mutual  fund  was 
too  risky  because  it  made  money? 
Of  course  not.  Yet  the  most  pop- 
ular measure  of  fund  risk — the 
variance  of  monthly  returns 
around  a  mean — is  based  equally 
on  how  much  fund  prices  rise  and 
how  much  they  fall.  That  could 
be  a  mistake,  says  Frank  Sortino, 
a  former  finance  professor  and  an 
expert  on  investment  risk.  And 
the  mistake  could  lead  to  bad 
decisions  about  how  to  invest. 

The  whole  point  of  portfolio 
selection  is  to  get  the  most  return 
for  any  given  level  of  risk.  There's 
almost  never  any  debate  about 
how  much  return  a  fund  has  deliv- 
ered. But  measuring  risk  is  another 
matter.  Experts  have  come  up  with  at 
least  half  a  dozen  ways  to  do  that,  and 
the  results  are  all  over  the  map. 

To  see  what  Sortino  doesn't  like 
about  variance,  let's  take  a  look  at  what 
it  is.  You  draw  a  scatterplot  of  a  fund's 
month-by-month  results  over  some 
long  period,  like  a  decade.  The  vari- 


ance is  a  measure  of  how  dispersed 
those  numbers  are.  (Note:  Fund-rating 
services  often  report  "standard  devia- 
tion." It's  just  the  square  root  of  vari- 
ance.) A  fund  that  made  1%  in  March 
and  again  in  May  but  50%  in  April  will 
have  a  high  variance.  In  fact,  it  may 
come  out  with  a  higher  figure  than 
another  fund  that  made  28%  in  March 


What  kind  of  risk 

can  you  stand? 

Fund 

Sharpe 
ratio* 

1998  down         Sortino 
market            ratio* 
returnt 

10-year 
total 
return 

Assets 

(Sbil) 

Fidelity  Blue  Chip  Growth 

Chase  Vista  Growth  &  Income 

Fidelity  Growth  &  Income 

Weitz  Series  Value 

Gateway 

T  Rowe  Price  Capital  Apprec 

1.14 
1.13 
1.13 
1.04 
1.04 
0.97 

-19.8%              1.15 
-21.3                 1.17 
-18.2                 1.10 
-12.6                  1.25 
-6.2                  1.52 
-7.2                  1.40 

:     23.2% 
21.6 
20.3 
18.3 
11.1 
12.9 

$18.2 
1.5 
46.0 
1.1 
0.5 
1.0 

Returns  are  through  12/31/98  and  are  annualizec 
"Relative  to  the  S&P  500  index.  tFrom  July  17  th 

.  Sortino  ratio  based  on  monthly  negative  returns. 
roughAug.  31. 

Source:  Kanon  Bloch  Carri. 

Many  investors  judge  a  fund  by  its  Sharpe  ratio,  with  a  higher  ratio  indicating 
better  return  for  risk.  But,  as  the  table  shows,  a  higher  Sortino  ratio- 
incorporating  only  downside  risk— may  be  the  better  guide  to  performance 
in  a  down  market. 
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knee 

MIS. 

a  l  asure 


smer 
I  sera 
pise  i 

and  May  but  lost  5%  in  April. 

This  is  silly,  says  Sortino,  who;  ; 

I  San  Francisco,  Calif,  company,  tb  ;;:0 
Pension  Research  Institute,  deve 

ops  computer  models  for  portfo  N 

lio  management  software.  Whati  [Dca 

so  scary  about  making  50%  in  or'  :; ' 
month?   We   should   all   be 
scared.  The  second  fund,  thougl 
does  show  real  evidence  of  risk 
ness  in  its  moneylosing  month 
That's  why  .s^mzvariance, 

alternative  risk  measure  alread  Nm 

used  by  many  pension  manager  pre 

is  gaining  favor  at  some  fund  com  f- 8 

panies.  It  isolates  the  down  corn  Wu 
ponent  of  volatility — the  losses,  i  p 

By  way  of  example,  considd  ittl 

two    well-run,    large-compan  min 

stock  funds.  Over  the  past  decade  N 
Fidelity's  Growth  &  Income  Fun^  pi 

gained  an  average  of  1.6%  per  monfl  plfi 

with  a  standard  deviation  of  3.7  pei  Sow 

centage  points  around  that  mean  mc 

Meanwhile  the  T.  Rowe  Price  Capit  eik 

Appreciation  Fund  gained  a  lot  les:  Rib 

1%  per  month,  but  did  so  with  a  low*  '  la; 

monthly  standard  deviation  of  2.2.  Rgb 

Using  a  well-accepted  scoring  systei  |tt, 

of  return-for-risk — the  Sharpe  rati  id-aj 

(named  for  Nobelist  William  Sharpe)-  ianc 

Fidelity's  seems  to  be  the  better  fun(  pi 

It  churned  out  16%  more  return  pt  \ 

unit  of  risk.  Remember,  that  compar  k; 

son  is  based  on  the  classic  definition  (  (n 

risk  that  includes  both  losses  and  gain  fpec 

Sortino,  on  the  other  hand,  sets  lid 

benchmark  return  (based  on  the  typ  :: 

of  investor  and  fund)  and  then  coun  ti 

anything  below  it  as  a  loss.  To  simpl  jin 

fy  matters,  Forbes  has  set  a  bene!  tpi 

mark  of  zero.  Now  focus  on  thos  tor 

losses,  as  measured  by  semivariano  it 

Substituting  that  for  standard  devi;  sis- 

tion  gives  you  each  fund's  Sortin  so 
ratio.  By  this  measure,  T.  Rowe  wir 

handily:  Its  fund  returned  27%  moi  it; 

per  unit  of  risk  than  Fidelity's.  Sna  m 

to  the  real  world.  In  last  summer  ;s 
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irp  market  decline  Fidelity  Growth 

Income  lost  18%;  T.  Rowe  Price 

pital  Appreciation  lost  just  7%. 

[n  1959,  when  economist  Harry 

irkowitz  was  creating  what  came  to 

known  as  modern  portfolio  theory, 

studied  several  ways  to  quantify 

'estment  risk,  including  both  variance 

d  semivariance.  Variance  won  out 

cause  it  is  mathematically  more  ele- 

nt  and,  on  those  creaky  computers  of 

era,  was  easier  to  calculate.  The 

bate  about  whether  he  made  the 

ht  choice  has  never  gone  away. 

But   some    hand   companies   are 

irting  to  pay  attention  to  what's 

ten  called  "downside  risk"  (as  if 

ere  were  such  a  thing  as  upside 

k).  Scudder  Kemper  Investments'1 

aarp  funds,  for  instance,  use  semi- 

riance  to  calculate  risk-adjusted 

turns.  They  also  include  a  relative 

easure  of  each  fund's  semivariance 

annual  and  semiannual  reports. 

More  fund  companies  should  do  the 

me.  But  for  now,  it  is  difficult  for 

;  dividuals  to  factor  semivariance  into 

aid  selection.  Retail  fund-raters  don't 

take  the  numbers  readily  available. 

lorningstar,  Inc.,  for  example,  uses 

:mivariance  to  calculate  its  risk  ratings 

id  influential  star  ratings,  but  doesn't 

:veal  funds'  semivariances  separately. 

y    Now's  a  good  time  to  reconsider 

:  ie  meaning  of  risk.  "The  usefulness 

«  f  standard  deviation  has  been  obso- 

j  :ted  by  the  roaring  bull  market  of 

I  ie   last    17   years,"    says   William 

kmgherty,  president  of  Kanon  Bloch 

3  )arre,  an  investment  adviser  and 

ind-analysis  firm  in  Boston.  (Semi- 

v.  ariance,  as  well,  can  be  skewed  by  a 

•  )ng  bull  market,  though  perhaps  less 
i  o.  No  performance  measure  that 

x>ks  at  the  past  decade  is  going  to 

ive'a  really  good  idea  of  what  would 

lappen  in  a  serious  correction.) 

In  the  table  we  show  three  diversi- 

I  led  domestic  equity  funds  with  high 

I  elative  Sharpe  ratios  and  three  with 

-  ligh  relative  Sortino  ratios,  based  on 

he  past  decade.  All  have  been  good 

)er formers,  but  the  last  three  were 

•  nore    efficient   on    a    risk-adjusted 
uasis — that  is,  they  gained  more  per 

mit  of  downside  volatility.  They  are 
vorth  considering  if  you  think  the 
narket  will  decline.  But  if  you're  a  die- 
lard  bull,  and  you  are  right,  the  first 
diree  will  probably  earn  you  more.  IB 
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If  you  are  picky  about 
your  sectors,  look  closely 
before  buying  the  Amex 
sector  stocks. 

By  Dolly  Setton 

An  [NTRIGUING  NEW  PRODUCT  from 
the  American  Stock  Exchange  allows 
you  to  make  sector  bets  by  buying 
funds  that  hold  fixed  portfolios:  the 
Select  Sector  spur  (Standard  & 
Poor's  Depositary  Receipts)  funds. 
These  sector  Spiders,  as  they  are 
called,  may  suit  your  needs — but 
before  putting  in  a  trade  you  should 
check  out  the  portfolios.  There  will 
be  some  surprises. 

The  Basic  Industries  Spider  holds  a 
huge  chunk  of  Monsanto,  a  drug  and 
agricultural  biotechnology  company. 
While  the  Cyclical/Transportation 
Spider  includes  appliances,  railroads, 
cars  and  airlines,  its 
number  one  holding 
is  Wal-Mart,  at  22%. 
Where  would  you 
put  General  Electric, 
which  derives  40% 
of  its  earnings  from 
financial  services?  It 
makes  up  24%  of  the 
Industrial  Spider, 
lumped  in  with  the 
likes  of  AlliedSignal, 
which  is  largely  an 
aerospace/automotive 
play.  Hmm. 

The  nine  sector 
Spiders,  launched  in 
December  by  State 
Street  Global  Advi- 
sors with  help  from 
Merrill  Lynch,  are 
aimed  at  investors 
with  a  penchant  for 
index  investing  who 


Top  heavy 


Sector  SPDR  /ticker 

%of 

Top  stocks 

portfolio 

Basic  Industries/XLB 

Du  Pont 

19% 

Monsanto 

9 

Cyclical/Transportation/XLY 

Wal-Mart 

22 

Home  Depot 

10 

Energy/XLE 

Exxon 

25 

Royal  Dutch  Petroleum 

15 

Industrial/XLI 

General  Electric 

24 

Tyco  International 

10 

Technology/XLK 

Microsoft 

16 

Intel 

8 

Utilities/XLU 

SBC  Communications 

15 

Bell  Atlantic 

13 

Source:  American  Stock  Exchange. 

want  concentrated  exposure  to  a  par- 
ticular part  of  the  economy,  such  as 
energy,  technology  or  utilities.  Com- 
pared with  sector  mutual  funds, 
sector  Spiders  seem  to  have  a  lot 
going  for  them.  Cost  of  ownership  is 
tolerable  at  an  annual  0.65%  of  assets 
annually.  Contrast  the  sector  funds 
sold  by  Fidelity,  with  an  average  asset- 
weighted  expense  ratio  of  1.2%. 

You'll  also  pay  brokerage  commis- 
sions to  buy  or  sell  an  Amex  Spider, 
but  it's  not  hard  to  get  your  commis- 
sion down  to  a  nominal  sum  these 
days.  The  bid-ask  spread  is  typically 
less  than  0.5%,  and  you  can  often 
avoid  taking  a  haircut  on  that  spread 
by  placing  a  limit  order  smack  in  the 
middle. 

Tax  efficiency  is  high  because  Spi- 
ders will  rarely  trade  their  positions. 
In  contrast,  the  typical  sector  fund 
trades  its  entire  portfolio  once  a  year 
on  average,  according  to  Morn- 
ingstar,  Inc.  Aid  unlike  mutual  funds, 
Spiders  can  be  traded  anytime  during 
the  day  and  sold  short.  They  hold 
almost  no  cash,  giving  you  undiluted 
exposure  to  the  market. 

Drawback:  Apart  from  the  quirki- 
ness  of  the  sector  assignments  is  the 
problem  that  these  funds'  portfolios 
are  very  concentrated.  The  Technolo- 
gy Spider  appears  diversified  with  82 
stocks;  in  fact,  Microsoft,  Intel,  Cisco, 
IBM,  AT&T  and  Lucent  Technologies 
add  up  to  nearly  half  its 
portfolio.  Exxon  alone 
makes  up  25%  of  the 
Energy  Spider. 

Of  the  nine  sector 
Spiders,  the  financial, 
technology  and  energy 
categories  are  probably 
the  best  defined.  Use 
them  if  you  want  con- 
centrated exposure  to 
a  subset  of  the  large 
companies  represented 
in  the  s&P  500  index. 
If  you  prefer  active 
management,  consider 
the  following  mutual 
funds,  highly  rated  by 
Forbes:  Century  Shares 
Trust  (financial),  Fideli- 
ty Utilities,  Invesco 
Strategic -Technology 
and  T  Rowe  Price  Sci- 
ence &  Technology.  WM 
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Wherever  Frank  and  Shirley  went,  OnStar  was  sure  to. 


Help  them  plan  a  trip  to  Arizona. 


Call  them  when  their  air  baas  wenti 
(Their  car  sent  a  signal  to  OnStar9) 


Make  sure  they  were  all  right. 

(They  slid  into  a  nest  of  rattlesnakes.  :( 


Offer  to  send  an  ambulance. 


Ac 


Check  their  engine  by  remote. 
(From  1,000  miles  away.) 

Pinpoint  their  exact  location 

Order  a  tow  truck. 

Get  them  a  cab  to  the  hotel. 

Notify  their  insurance  carrier. 
(At  Shirley's  request.) 
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Suggest  a  great  Mexican  restaurant.    -  m 


Get  them  to  F40. 
(After  Frank  got  lost.) 

Get  them  tickets  to  a  baseball  game. 

Find  the  nearest  gas  station. 

Warn  them  about  road  detours. 

Call  when  their  car  was  stolen. 
(And  help  the  police  track  it.) 

Contact  them  after  the  car  was  reco\ 

Unlock  their  car  doors  by  remote. 
(Frank  locked  the  keys  in  the  car.) 

Tell  them  Tucson  will  be  sunny  and  8> 
How  will  you  use  it? 

@j)Star 

Wherever  you  go,  here  we  are" 


The  one-touch  connection  to  people  who  can  help   Call  1-800-ONSTAR-7  or  visit  www.onstar.com. 
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SPLIT  WATERMELON  SltS 

a  table  in  a  Victorian 
rary.  Across  the  room 
lebonair  fellow  holds  a 
ck  of  cards.  With  a 
:k  of  his  wrist  he  sends 
card  whizzing  across 
e  room — a  distance  of 
feet.  The  crowd  gasps 
it  slices  deep  into  the 
:lon's  red  pulp. 
That's  just  the  warm- 
.  He  next  rotates  the 
Ion  so  that  he  faces  its 
ick  green  rind.  Once 
ain  cards  whir  across 
e  room  in  a  blur.  Still, 
e  first  five  or  so  rico- 
let  off  harmlessly.  The 
idience  groans  in  sym- 
ithy.  Then  damned  if 
e  jack  of  clubs  doesn't 
cave  that  melon  up  to 
c  knave's  head — neat  as 
carving  knife.  The  audi- 
ice  goes  nuts! 
This  is  the  grand 
imax  of  Ricky  fay  and 
is  52  Assistants,  a  per- 
urmancc  in  which  Ricky 
ly  proves  that  he  can  be 
thrilling  with  a  deck  of 
ards  as  Michael  Jordan 
as  with  a  basketball.  Jay 
i  scheduled  to  revive  the 
how  in  March  in  St. 
vOuis,  and  in  Charleston, 
C.  in  May. 

If  you  haven't  heard  of 
licky  Jay,  you  should. 
ie  is  one  of  the  more 
:ngaging  figures  in 
American  entertainment — a  cunning  vaudevillian,  a 
esourceful  actor  and  a  delightful  writer. 

You  may  have  caught  Jay  in  his  other  incarnation  as  an 
ictor,  in  a  gruffly  charismatic  turn  as  a  porno  cameraman 
n  the  hit  film  Boogie  Nights.  His  next  role  is  in  the  film 
Magnolia,  due  out  later  this  year. 

But  it's  Jay's  prose  that  may  prove  his  most  delightful 
contribution  to  civilization.  Farrar,  Straus  &  Giroux  has 
just  reissued  Jay's  Learned  Pigs  &  Fireproof  Women,  a 
beautifully  crafted  homage  to  some  of  the  most  point- 
lessly  gifted  individuals  the  stage  has  ever  seen.  These 
were  the  performers  who  made  audiences  around  them 
gasp  before  Hollywood  invented  special-effects  illusion, 
and  Ricky  Jay  clearly  loves  them  with  his  whole  vaudevil- 
lian soul. 

Clarence  Willard,  "The  Man  Who  Grows,"  was  able  to 
stretch  his  body  from  5  feet,  10  inches  to  6-foot-4  in  front 
of  astonished  audiences.  The   18th-century  German 
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Ricky  Jay  can  flip  a  playing  card  into 
a  watermelon.  But  his  best  tricks  are  all 
played  with  the  written  word. 

Magical  writing 


By  Adam  Bresnick 


Edited  by  Joshua  Levine 

Matthew  Buchinger 

played  half  a  dozen  musi- 
cal instruments,  conjured 
magic  tricks  on  stage  and 
was  a  superb  draughts- 
man— even  though  he 
lacked  legs  and  arms. 
Blind  Tom,  an  African- 
American  idiot  savant  of 
the  19th  century,  had  no 
formal  musical  education, 
yet  upon  hearing  a  song, 
he  could  immediately 
duplicate  it  on  the  piano. 
He  was  also  able  to  repro- 
duce the  sounds  of  Latin, 
Greek  and  French  with 
astonishing  accuracy,  even 
though  he  had  no  clue  as 
to  what  he  was  saying. 

Jay  spends  the  good  part 
of  a  chapter  telling  of  Max 
Malini,  a  magician  who 
astonished  potentates  and 
heads  of  State  from  Warren 
Ci.    Harding   to   Edward 
VII.  Malini  could  borrow  a 
$10  bill  and  immediately 
make   it  appear  inside  a 
lemon.  He  could  hypno- 
tize a  plucked  chicken  to 
sleep  before  a  dinner  party. 
The  chicken  was  then  served  slathered  in  sauce  to  the  gath- 
ering, only  to  awaken  at  Malini's  command  and  flutter 
squawking  off  the  platter.  Now  that's  a  trick. 

For  Jay,  this  work  was  a  labor  of  pure  love.  Born  in 
Brooklyn  on  an  unspecified  date,  probably  in  the  Late 
1940s,  and  raised  near  the  petroleum  refineries  of  Eliza- 
beth, N.J.,  Jay  entered  show  business  at  the  tender  age  of 
7.  He  got  second  billing  on  a  television  variety  show.  The 
headliner  was  a  Saint  Bernard. 

Jay's  grandfather  Max  Katz  was  an  obscure  magician 
who  introduced  the  boy  to  some  of  the  great  jugglers, 
ventriloquists  and  sideshow  artists  in  the  world.  For 
years  Jay  worked  nights  as  a  magician  on  stages  in  the 
U.S.  and  abroad.  During  the  day  he  combed  through 
library  collections  to  assemble  Learned  Pigs  &  Fireproof 
Women.  It's  a  masterful  performance  itself  and  is  sure  to 
beguile  even  the  most  skeptical  reader  with  its  unremit- 
ting weirdness.  WB 
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As  the  Internet  changes  the  tradition-bound  art  and  auction 
business,  collectors  can  expect  more  choices  and  lower  fees. 

Independence  day 


By  Robert  Goff 

Jan.  19,  1999  may  one  day  be 
remembered  as  the  day  the  art  world 
up  and  went  democratic — the  aes- 
thetic equivalent  of  July  4.  It  was  the 
day  Sotheby's  announced  it  will 
launch  an  on-line  auction  site,  sothe- 
bys.com,  sometime  this  summer. 

Soon  anyone  with  a  computer 
and  a  modem  will  be  able  to  shop 
like  a  Greek  shipping  tycoon — bid- 
ding on  baubles  like  vintage  Cartier 
earrings  and  Picasso  drawings — with- 
out leaving  Steubenville,  Ohio.  No 
longer  will  you  have  to  put  up  with 
the  icy  glare  of  that  snooty  intern  in 
the  old  masters  department  as  he  cor- 
rects your  pronunciation  of  Titian 
(it's  Tishin). 

Sotheby's  announcement  is  just 
the  most  dramatic  manifestation, 
although  not  the  most  interesting,  as 
it  turns  out.  In  mid-February  Yahoo 
Auctions  and  the  venerable  San  Fran- 
cisco auction  house  of  Butterfield  & 
Butterfield  will  mark  their  collabora- 
tion with  an  on-line  auction,  which 
includes  O.J.  Simpson  memorabilia 
(see  box,  opposite).  Nothing  like  this 
has  been  done  before.  Within  a  year 


er 


auctions  on-line  will  no  longer  be  just 
a  flea  market  of  Beanie  Babies  and 
fake  Civil  War  swords,  but  a  place 
where  you  might  find  a  Picasso  litho- 
graph or  Lalique  vase. 

For  anyone  watching  the  auction 
scene  closely,  this  seemed  inevitable. 
Users  of  auction  sites  like  eBay  and 
Yahoo  Auctions  had  been  posting 
items  with  bigger  price  tags  and 
fancier  descriptions,  like  an  Empire 
sofa  with  scroll-shaped  arms  and  an 
opening  price  of  $2,500.  On-line 
buyers,  in  turn,  have  been  demanding 
more  accountability  and  guarantees 
of  authenticity — precisely  the 
strengths  of  traditional  auction  houses 
like  Sotheby's  and  Christie's,  which 
pride  themselves  on  centuries-old 
reputations  and  legions  of  specialists 
to  weed  out  fakes. 

"I  don't  think  this  is  a  choice," 
concedes  Dede  Brooks,  Sotheby's 
chief  executive,  of  her  decision  to 
sink  $25  million  into  sothebys.com 
in  its  first  year.  "We  can't  afford  not 
to  be  on-line." 

One  thing  is  certain — the  turmoil 
in  the  auction  world  is  terrific  news 
for  collectors  in  all  strata  of  the 
market.  Already  the  Web  has  given 
collectors  access  to  some  of  the 


world's  choicest  and  least-knov 
venues,  like  the  nearly  300-year-a 
Dorotheum,  Austria's  premier  au 
tion  house.  At  Interactive  Collect 
(icollector.com)  you  can  view  its  c 
"  alogs  and  place  bids  on  auctions 
such  rarities  as  a  Biedermeier  go 
bracelet  and  an  1,800-year-old  Cel 
coin.  The  Web  will  serve  as  a  cle 
inghouse  for  auction  catalogs,  coi 
plete  with  images.  To  keep  currei 
with  auction  catalogs  in  print  can  c 
hundreds  of  dollars  a  year. 

Another  early  benefit  to  collecto 
will  be  a  gradual  reduction  in  fees,  c 
both  the  buying  and  selling  sid 
Today  sellers  at  auction  pay  up  1 
a  20%  seller's  fee  and  buyers  pay 
15%  "buyer's  premium"  for  goo< 
under  $50,000,  and  10%  on  an; 
above.    In   its    on-line    operatioi 
Sotheby's  will  retain  its  full  selle 
fee,  but  the  buyer's  premium  will  1|bi."( 
a  flat  10%. 

That's  nice  right  there,  but  there  out ii 
an  even  more  interesting  loopho 
for  collectors  who  are  selling  throug 
sothebys.com:  Sotheby's  is  trying  t 
enlist  top-shelf  art  dealers  and  ga  thefc 
leries  as  its  partners  on  the  Web.  Ii  jerine 
exchange  for  signing  a  two-  or  three  in 
year  exclusive  partnership  with  sothd  'Fees 
bys.com,  Sotheby's  is  waiving  thl  inonl 
traditional  seller's  fee  for  any  aH  % 
works  the  partner  galleries  offer  o 
Sotheby's  site.  A  savvy  collector  wh 
normally  pays   a    15%   fee   to   sei 
through     Sothe- 
by's  can   save 
that  fee  b\ 
selling 


aid 
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>ld!  To  the 
iternet! 


•N-IJNh  INVESTORS  are 
.lown  for  their  nuttiness 
hen  they  bid  on 
lares  erf  Internet 
ocks.  Will  that 
be  trans- 
Bred  to  the  col- 
.-ctibles  market? 
Ve  will  soon  see. 
)nr'eb.  15-16 
Jutterricld  &  But- 
rfield  will  join 
ahoo  Auctions  in 
taging  the  first 
imultaneous  on- 
ne  Mid  live  auc- 
lon.  "Other 
ieople  are  talking 
ibout  it,  and  we're 


e  same  work  of  art  through  one  of 
ttheby's  partner  galleries,  possibly 
fering  the  gallery  a  5%  commission 
an  inducement. 

fFces  arc  going  to  drop  like  a 
nnonball,"  says  Pierre  Seiner.  In 
?88  Sernet  founded  Art  Net 
vww.artnet.com),  the  first  on-line 
te  geared  toward  tine-art  buyers,  sell- 
•s  and  dealers.  In  March  Artnct.com 
lans  to  launch  on-line  auctions  with 
o  seller's  commission  and  a  buyer's 
e  rumored  to  be  only  6%. 
The  larger  auction  houses,  which 


really  doing  it,"  says 
George  Noceti,  Butter- 
field's  senior  vice  president 
for  Internet  auction  ser- 
vices. For  sale:  vintage  film 
posters  and  a  hodgepodge 
of  entertainment  memora- 


bilia. Estimates  range  from 
S400  to  $600  for  a  shock- 
ingly  innocent  poster 
advertising  the  1976  X- 
rated  blockbuster  Deep 
Throat  to  $100,000  to 
$300,000  for  O.J.'s  1968 
Heisman  Trophy. 

Collectors  will  be  able  to 
bid  in  person  at  Butter- 
field's  Los  Angeles 
salesroom,  by  telephone 
or,  thanks  to  software  pro- 
vided by  Seattle-based 
LiveBid.com,  in  real  time 
on  Yahoo  Auctions.  On- 
line bidders  first  have  to 
register  on  the  Butterfield 
Web  site  ( www.buttcr- 
tickls.com)  to  prove  they 
qualify  financially.       -R.G. 

Another  O.J.  record:  the  first 
sale  at  a  live  Net  auction. 


have  high  overhead  .\nd  relatively 
low  net  profit  margins  (at  Sotheby's, 
1  2  5  '■•  of  revenues  <\nd  a  mere  2.6% 
of  auction  volume),  will  do  what 
they  k:m-\  to  keep  fees  from  falling 
too  low.  One  of  the  reasons  Sothe- 
by's wanted  dealers  .md  galleries  to 
sign  exclusive  agreements  is  to  pre- 
vent a  multitude  of  reputable  art  and 
collectible  auction  sites  from  crop- 
ping up.  If  a  dealer  could  pit  five  dif- 
ferent sites  against  each  other  on 
commissions,  the  pricing  would  go 
to  hell.  Savs  Brooks:  "We  would 


have  invested  millions 
of  dollars  and  have 
nothing." 

Can  she  stop  the 
tide?  The  world  has  an 
estimated  200  higher- 
end  auction  houses 
and  some  7,500  high- 
end  dealers  in  art, 
antiques  and  col- 
lectibles, and  not  even 
Sotheby's  can  lock 
them  all  up.  So,  will 
the  techies  at  eBay 
eventually  compete 
with  Sotheby's  blue 
bloods?  "Yes,  at  some 
lcwel  they  will,"  says 
Rakesh  Sood,  who  fol- 
lows eBay  for  Gold- 
man, Sachs. 

But  it's  probably 
too  soon  to  write 
Sotheby's  epitaph. 
Compare:  The  deregu- 
lation of  stock  com- 
missions 24  years  ago 
made  Charles  Schwab  8c  Co.  possi- 
ble, but  it  did  not  kill  Merrill  Lynch. 
Trading  volume  and  a  bull  market 
saved  the  day. 

Dede  Brooks  looks  on  the  bright 
side:  Prices  for  collectibles  in  the 
under- $  10,000  range  could  rise  as 
much  as  20%  in  the  next  few  years  as 
people  compete  on-line  for  purchas- 
es that  they  wouldn't  have  gone  to 
a  real  auction  for.  If  she's  right, 
both  her  employer  and  her  cus- 
tomers will  benefit.  M 


■■lie 

■  Once  inexpensive  love  tokens  for  the 
bourgeoisie,  English  enamel  boxes  are 
now  fought  over  by  collectors. 


How  to  say  | 
love  you" 

$21,0 


Enamored  by  enamels 


*-*> 
%  s* 


By  Ashlea  Ebeling 

In  1975,  when  he  was  a  budding  movie  director,  John 
Landis  found  the  perfect  Valentine's  Day  gift  for  his  girl- 
friend: a  petite,  round,  yellow- and-white  enamel  box — an 
18th-century  English  love  token — in  a  London  antique 
shop.  Inscribed  on  the  lid  in  black  script  was  the  motto 
"You  are  witty  and  pretty."  He  paid  around  $100. 

It  worked  like — well,  a  charm.  John  Landis  married  Deb- 
orah Nadoolman.  "If  a 
man  gives  that  to  a 
woman,  it's  pretty 
much  a  done  deal,"  she 
says.  "Being  compli- 
mented on  your  beauty 
and  your  intelligence — 
that's  an  unbeatable 
combination." 

During  23  years  of 
marriage  he  directed 
movies  like  Animal 
House  and  Trading 
Places  while  she  estab- 
lished a  career  as  a  cos- 
tume designer.  Landis' 
original  Valentine's 
Day  gift  now  anchors 
a  collection  of  more 
than  100  boxes,  ar- 
ranged by  color  in 
locked  glass  shelving  in 
their  bedroom. 

English  enamel 
boxes  were  made  from 
1753  to  1840.  Their 
form  and  decoration 

varied  widely,  from  rectangular  boxes  depicting  pastoral 
landscapes  to  figural  boxes  of,  say,  fruits  or  animals.  They 
were  made  of  thin  copper  pieces,  hinged  together  with 
hammered  copper  rims  and  decorated  with  enamel  and 
paint.  Arsenic  and  lead,  ingredients  frowned  upon  today, 
produced  vibrant  colors. 

The  bourgeoisie  originally  used  the  fragile  boxes  to  hold 
snuff,  fake  beauty  marks  and  hard  candies.  Men  often  gave 
the  boxes  to  women  as  love  tokens,  but  in  time  they 
became  common  souvenirs.  By  the  middle  of  the  19th  cen- 
tury they  had  fallen  out  of  fashion. 

They  are  back  in  fashion,  in  a  big  way.  Boxes  with  rare 
shapes  and  elaborate  painting  cost  the  most.  A  figural  box 
in  the  form  of  a  parrot  at  p  a  blue-and-white  bowl  of  fruit, 
made  in  Birmingham  circa  1765,  so'd  for  $21,000  last  June 
at  Sotheby's  in  London.  The  seller  had  bought  it  from  the 
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Chicago-based  dealer  Taylor  B.  Williams  Antiques  fi 
$16,000  in  1997.  Nadoolman  has  one  like  it. 

At  the  same  sale  a  box  depicting  a  tabby  kitten  curled  cl 
a  pale  blue  cushion  sold  for  $9,600,  double  its  high  est 
mate.  Generally,  figural  boxes,  which  are  the  hardest  to  fin 
go  for  $2,000  or  more. 

There  are  also  egg-shaped  boxes  that  conceal  nutme 

graters  (women  used  the  nutmeg  to  i 
The  love  guise  bad  meat  at  wayside  inns),  anl 

charms  that        boxes  made  to  look  like  pocket  watch! 
wooed  and         (Welsh  miners  flashed  them  after  churc  | 
won  Deborah      to  imitate  the  real  thing). 
Nadoolman.  A  simple  antique   English  enamj 

box — commonly  called  a  Battersea  bo{ 
from  the  London  neighborhood  that  housed  the  firl 
factory  that  made  them — starts  at  around  $500.  RomaiJ 
tic  mottoes,  such  as  "If  you  love  me,  don't  deceive  me.t 
are  the  most  popular.  Patriots  can  find  rare  specimen 
made  for  the  American  market  with  sayings  like  "M| 
country  is  dear,  but  liberty  is  dearer." 

The  Battersea  revival  got  under  way  in  1970  whenj 
London  antiques  dealer,  Susan  Benjamin,  commissione 
reproductions  to  sell  in  her  shop,  Halcyon  Days,  f 
modern  imitations  filled  mail-order  catalogs  and  gi.i 
stores,  the  antique  pieces  became  more  desirable. 

One  of  Nadoolman's  favorite  boxes  shows  a  browl 
cow  licking  her  udder,  with  a  painting  of  the  same  co1 
grazing  in  a  pasture  on  its  reverse  side.  But  she  stij 
|  prizes,  above  all,  the  box  her  husband  gave  her  on  the| 
I  first  anniversary.  It  depicts  a  country  vicar  marrying 
>  young  couple.  Inside,  Landis  tucked  an  emerald.  Moij 
1  romantic  than  snuff. 

Where  to  find  English  enamels 


Taylor  B.  Williams  Antiques 
has  an  excellent  Web  site 
(www.enamels.com)  that 
showcases  items  for  sale  and 
lists  antique  fairs  where  the 
firm  exhibits.  Upcoming:  the 
Winnetka  Antiques  Show  in 
Winnetka,  111.  (Mar.  5-7)  and 
the  23rd  Street  Armory 
Antiques  Show  in  Philadel- 
phia (Apr.  9-11). 

Susan  Benjamin's  shop, 
Halcyon  Days,  sells  modern 
and  antique  English  enamels 


at  14  Brook  St.  in  London.  A 
mail-order  catalog  is  available 
(1-800-445-8058  in  the  U.S. 
or  44-171-629-8811). 

On  view  at  the  Victoria  & 
Albert  Museum  in  London  is 
an  outstanding  collection  of 
enamels  bequeathed  by  Lady 
Charlotte  Schreiber  in  1884. 
Or  pick  up  Benjamin's  Eng- 
lish Enamel  Boxes  (Orbis, 
London,  1978,  reprinted 
by  Little,  Brown  &  Co., 
U.K.,  1993).  -A.E. 


Forbes  ■  February  22,  199 


rbes 


r  1 J  iT  u  ■ 

ie 


Receive  Value  Line 
for  only  $^§:$55 

I  introductory  subscnpuon  to  The  Value  Line  Investment  Surse>  brings  you  the 
0-page  Investors  Reference  Library  —  Value  Line's  most  recent  Ratings  and  Reports 
1700  stocks  and  the  practical  guide  How  to  Invest  in  Common  Stocks  You  will  also 
ive  analyses  of  about  1 30  stocks  each  week  for  10  weeks  for'SSSSSS.  Available  only 
e  every  ihree  y ears  to  any  household  SPECIAL  BONIS-/.*.  LASSER'S  YOUR 
O  Ut  Ta X 1999  This  indispensable  guide  covers  all  new  tax  law  changes  as  well  as 
planning  and  money-saving  strategies.  Hundreds  of  examples  and  icons  highlight  key 
nts.  The  free  update  supplement  contains  forms  for  filing  and  you  can  get  practical 
vice  on  the  Internet  or  by  telephone  hotline.  A  $14  95  value  -  yours  free  with  your 
hie  Line  subscnpuon  while  supplies  last.  Your  subscription  may  be  tax-deductible; 

consult  your  tax  advisor  Send  check  or  money  order  along  with  name,  address 
and  zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

Ext  2903  Dept.  616WK22  American  Express,  MasterCard.  Visa  or  Discover 

24  hours  a  day.  7  days  a  week  It  you  are  not  completely  satisfied  return  all  materials 

in  good  condition  within  30  days  Irom  the  start  ot  your  trial  subscription  lor  a  lull 

refund  oi  your  lee  Allow  4  weeks  lor  delivery  Foreign  rales  upon  request 

wvirw.valueline.com 

The  Value  Line  Investment  Survey* 

PO  Box  3988.  New  York 
NY  10008-3988 


earning  Real-Time  Quotes 


#1  on  the  Internet 
Available  Worldwide 


Download  Free 

software  today  at 

www.  dbc .  com/sm 
88S.200.1011  xisoi 


iness  opportunities 


KE  MONEY  AS  A 
JSINESS  FINANCE 
'    CONSULTANT 


kiness  Lojn>  jnd  Equipment 
S :  000  to  $10  million.  No  co- 
Aork  directly  with  National 
mited  earnings  potential  and 

■Jjal  income 

HE  45  minute 

•to  seminar  and 

Mnnation  packet 

LI  1-800-336-3933  _ 


franchising 


ARE  YOU  SITTING  ON  A  00LD  MINE? 


[Franchise  It.  1 

CALL    1  -1O0-371-624* 

Talk  to  us  first  Because  nobody  bas  franchisee! 


more  businesses  tban  Francorp 

The  leader  in  franchise  development 

and  consulting  Worldwide 

Francorp' 


books/authors/publishers 


Forbes 

APITALIST     TOOL 


NEW  AUTHORS 

PUBLISH  YOUR  WORK 

ALL  SUBJECTS  CONSIDERED 

Fiction,  Biography, 

Religious,  Poetry,  Children's. 

AUTHORS  WORLDWIDE  INVITED. 

WHITE  OR  StND  YOUR  MANUSCRIPT  TO 

MINERVA  PRESS 

2  OLD  BROMFTON  ROAD  LONDON  ENGLAND  SW7  3DO 


collectables 


Imagine  President  Lincoln  in  Your  Bedroom! 


Call  today  for  current  auction  catalog: 

1-800-GALLERY 


iifoft  o'  your  home  or  office  via  Mail, 
one,  Fax  or  internet  Join  us,  find  out 
w  easy  it  is  to  get  the  documents  you 
nt  at  the  prices  you  want  to  payl 


:  1-702-364-1000       GALLERY  OF. 

V  Sahara  Av  .  Promenade  Suits    TJICTY^VRV 
jK,  Nevada  89102-5822  ni^iV^IVI 

1  DlRECT 


Bid  Online  at:  www.galleryofhistory.com 

Print  catalog  price  ot  $10  fUSl  refunded  with  your  first  purchase    Telephone  Hours:  Monday-Friday  8  am  to  5  p.m.  P.S.T,    — 


business  opportunities 


OFFSHORE 


♦  (  omnanies  Fax  on  Demand 

♦  BankPinP  (800)551-9105 

♦  Credit  Cards       rot"}!?? 

♦  Privacy  c°*iUxc 

(800)551-2141^«??al[l 

Visa/MC/Amex        www.ucservlces.com 


OFFSHORE  A  NEVADA 

CORPORATIONS 


■  Asset  Protection,  Privacy,  Tax  Free 

■  licensed  Offices:  Las  Vegas  -  Nassau 
1  Flat  Kate  Fees,  Nevada  Corps.  $95 


ORDER  BY  PHONE   FREE  INFO 

1-800-997-2550 

www.legal.onevegas.com 


gemstones 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  I967! 

Member:  Jewelers  Board  of 

Trade  &  Chamber  of  Commerce 

HOUSE  OF  ONYX 

120  N.  Main  St.,  Greenville,  KY  42345 

1-800-844-3100  or  FAX  502-338-9605 


executive  gifts 


ttzsmm 


There  is 
an  answer! 

Send  for  FREE  information 

on  a  NEW,  guaranteed 

seat  and  back  support 

designed  by  a  leading 

back  pain  specialist. 

Write  to: 

TruComfort 

15  Parkway,  #248G 

Katonah  NY  10536 


Call  TOLL  FREE  1-800-392-0363 


It  keeps 

more  than 

memories 

alive 


THE  AMERICAN  HEART 

ASSOCIATION 
MEMORIAL  PRCERAM 

GBBBBRK 

1-800-242-8721 


American  Heart  Association 

This  space  provided  as  a  public  service 


0 


Send  for  a 

FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Government! 

Write  to: 

Free  Business  Catalog 
U.S.  Government  Printing  Office 

Office  of  Marketing— 
SM  Washington,  DC  20401 


FORBES  MARKET  CLASSIFIED 

To  spotlight  your  specialty  pixxiuct  or  service  to  an  affluent  executive  audience: 
Call  Linda  Loren  (212)  260-0620  or  Fax  (212)  260-8183  or 

E-mail:  lloren@forbes.com 


Noughts  on  the  business  of  life 


For  an  eye-opening  eyeful,  every  CEO  should  earmark  one  day— just  once— to  be  spent  personally  signing 
every  check  over  $1,000  that  his  company  will  be  sending  out.  Just  the  headquarters'  checks,  not  salary 
checks.  What  a  myriad  of  questions  you'll  have;  how  much  you'll  learn  that  you  never  knew.  At  Forbes  a  few 
years  ago  I  did  a  day's  check-signing,  but  discovered  that  most  of  the  things  I  questioned  turned  out  to  be 
for  things  I'd  requested.  Needless  to  say,  I  haven't  repeated.      -Malcolm  Forbes  (1981) 


To  be  able  to 
endure  odium 
is  the  first  art 
to  be  learned 
by  those  who 
aspire  to  power. 
Seneca 


When  a  man 
takes  the  road 
to  destruction, 
the  gods  help 
him  along. 
Aeschylus 


We  often  give 
our  enemies 
the  means  for 
our  own 
destruction. 
Aesop 


The  relationship 
of  morality  and 
power  is  a  very 
subde  one.  Because 
ultimately  power 
without  morality 
is  no  longer  power. 
James  Baldwin 


The  highest  proof 
of  virtue  is  to  possess 
boundless  power 
without  abusing  it. 
T.B.  Macaulat 


A  man's  worst 
enemy  can't  wish 
him  what  he  thinks 
up  for  himself. 
Yiddish  proverb 


Power  is  something 
of  which  I  am  con- 
vinced there  is  no 
innocence  this  side 
of  the  womb. 
Nadine  Gordimer 


I  have  always  felt 
that  a  politician  is 
to  be  judged  by  the 
animosities  he  excites 
among  his  opponents. 
Winston  Churchill 


The  first  principle 
of  a  civilized  state 
is  that  power  is 
legitimate  only 
when  it  is  under 
contract. 
Walter  Lippmann 


We  demand  of 
our  political  life 
greater  certainty 
and  greater  perfection 
than  we  demand  of 
our  personal  life. 
Max  Lerner 


Experience  suggests 
that  the  first  rule 
of  politics  is  never 
to  say  never.  The  inge- 
nious human  capacity 
for  maneuver  and 
compromise  may 
make  acceptable 
tomorrow  what 
seems  outrageous 
or  impossible  today. 
William  Shannon 


When  the  President 
does  it,  that  means 
it  is  not  illegal. 
Richard  Nixon 


Experience  has 
already  shown 
that  the  impeach- 
ment the  Constitution 
has  provided  is  not 
even  a  scarecrow. 
Thomas  Jefferson 


Whether  ours  shall 
continue  to  be  a 
government  of  laws 
and  not  of  men  is 
now  for  Congress 
and  ultimately 
the  American  people 
to  decide. 
Archibald  Cox 


No  man  will  ever  brinj: 
out  of  the  Presidency 
the  reputation  which 
carries  him  into  it. 
Thomas  Jefferson 


In  America  any  boy 
may  become  PresidentiJ 
and  I  suppose  it's 
just  one  of  the  risks 
he  takes. 
Adlai  Stevenson 


A  Text .  .  . 

Be  strong  and  of  a 
good  courage,  fear 
not,  nor  be  afraid  of  \ 
them:  for  the  Lord 
thy  God,  he  it  is  that! 
doth  go  with  thee;  hel 
will  not  fail  thee,  norf 
forsake  thee. 
-Deuteronomy  31:6 
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(add  applicable  sales  tax). 
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1-80OS766556. 
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<  Supercomputers  i 

are  back  and 
changing  business,  /-/ 
science,  and  soon    kN# 
even  "you. 
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The  best  way 


software 


is  not  to  buy  it  at  all. 


crnfiworkiag.  lac.  ■ 


ristophtr  R.  MiClcary 
uirmun  and  CEO 
internetworking.  Int. 


Now  there  s  a  better  way  to  get  your  favorite 
iterprise  software.  It's  the  USi  way.  For  a  fixed 
onthly  fee,  you  can  have  the  leading  applica- 
ons  in  business  today  without  investing  in 
:ensing,  hardware  or  implementation. 
Just  let  USi  do  it.  Tell  us  which  application 
>u  want — Human  Resources,  Customer 
elationship  Management,  Financial 
lanagement,  Electronic  Commerce,  Enterprise 
ata  Mart,  or  Web  Site  Management — and 
e  will  implement  and  manage  it  for  you 


/ 


with  a  guaranteed  24x7x365  reliability  and 
comprehensive  system  security. 

The  world's  first  internet  Managed  Application 
Provider?"1  or  iMAP,  USi  has  built  a  global  infra- 
structure that  can  have  your  application  up  and 
running  in  weeks  instead  of  months.  Why  buy 
software  when  you  can  buy  time?  Act  now.  Call 
USi  at  1-800-809-3003  or  e-mail  us  at 
sales@usi.net.  To  browse  our  selection 
of  leading  brand  applications, visit  us 
at  www.usi.net. 


USi 


Today,  50,000  people 
will  sign  up  for 
Cell  phone  service 
(can  your  mother 
be  far  behind?). 


148  million  people 
might  hop  on 

the  Internet. 


900  million 

voicemail 

messages  will  be 
(not  necessarily 
returned). 
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re  time  it 

Is  to  read 

5  million 

lails 

Ibe  sent. 


There's  a  communications 
revolution  going  on. 

And  one  company 

is  right  in  the  center  of  it. 


Lucent  Technologies 

Bell  Labs  Innovations 


600  Mountain  Avenue 

Murray  HiJI,  NJ  07974-0636 

www.Jucent.com 

1-888-4-Lucent 


We  make  the  things  that  make  communications  work.T 
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LIFE  IS  SO  MUCH  EASIER  WHEN  YOU  HAVE  THE  RIGHT  SUPPOR" 


A  CDW  account  manager,  your  Direct  Solutions  Provider, 
can  make  life  a  whole  lot  easier.  Because  he's  an  expert, 
assigned  to  you  personally  and  always  there  to  help. 
Drawing  from  the  top  names  in  every  computing  category, 
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REPORTERS'  NOTEBOOK 


^upercomputing  '98,  the  industry's 
annual  show  held  late  last  year,  was 
a  journalist's  dream.  Unlike  at  any 
conference  I've  ever  attended,  I 
was  able  to  land  numerous  casual 
interviews  with  National  Science 
Foundation  officials  and  directors  of  multi- 
million-dollar supercomputing  centers. 
Why?  Because  supercomputing  has  become 
a  publicity-starved  industry.  Academics 
and  vendors  are  anx 


ious  to  gush  over 
their  latest  projects 
and  show  off  their 
newest,  biggest  boxes. 

Then,  unexpect- 
edly, the  going  got  rough  when  I  returned 
to  the  Bay  Area  and  tried  to  interview  super- 
computer users.  Corporations  didn't  want 
to  talk  about  their  forays  into  supercomput- 
ing. A  former  executive  from  Cray,  that 
industry  stalwart  now  owned  by  Silicon 
Graphics,  told  me:  "Companies  share  just 
enough  to  get  a  reputation,  but  not  enough 
to  give  away  any  competitive  advantage." 

It's  understandable.  If  you  develop  a  way 
to  make  or  sell  your  product  significantly 
cheaper,  why  blab  about  it  for  your  com- 
petition to  hear?  Procter  &  Gamble  refused 
to  talk  to  me  through  official  channels. 

This  tight-lipped  behavior  is  ultimately 
self-defeating.  The  supercomputer  industry 
must  tell  its  success  stories  and  explain  the 
real-world  practicality  of  its  machines  if  it 
is  to  regain  its  lost  glory.  Publicity  will  pro- 
pel government  research  funding,  increase 
software  applications,  and  attract  the  tal- 
ented programmers  and  engineers  currently 
in  limited  supply. 

In  short,  the  industry  needs  a  few  good 
evangelists.  The  question  is,  who  will  rise  to 
this  challenge?  — Scoff  Lajoie 


Supercomputing 
is  /f...Tor  now. 


he  Bomb  kept  me  awake  at  nijj 
with  fear  when  I  was  a  child. 
My  attitude  changed  some 
when  I  visited  Los  Alamos  NatioJ 
Laboratory  last  October.  I  felt  I 
odd  respect.  Why?  Because  1 1 
Alamos  may  be  the  most  significant  20 1 
century  site.  I  spoke  with  brilliant  scientil 
and  had  a  rare  glimpse  of  the  supercol 
puter,  Blue  Mountain,  being  used  to  sirrJ 
late  nuclear  testii  I 
The  visit  dispelt 
my  naive  notion  t!j| 
nuclear  weapons « 
relics  of  the  Cold  Vl 
era.  They  remain  cl 
nation's  first  line  of  national  defense.  Althou 
the  United  States  has  ceased  to  prodiil 
them,  other  nations,  such  as  India  and  Pal 
istan,  have  not.  These  nuclear  powers  all 
ignore  the  world's  pleas  to  ban  "live"  testii  I 
The  scientists  at  Los  Alamos  are  col 
fronted  with  the  daunting  challenge  of  keel 
ing  our  existing  weapons  functional.  Thl 
must  sustain  the  life  of  something  design 
to  extinguish  all  life.  Blue  Mountain  is  psj 
of  that  life-support  system.  For  the  first  tir 
in  history  we  are  relying  completely  on  I 
computer  to  simulate  a  nuclear  explosio 
Machines  crash,  lie,  and  cheat.  But  \ 
cannot  survive  without  them.  Daily  we  su  | 
render  more  and  more  responsibility 
powerful  computers,  including  such  crit  J 
cal  ones  as  Blue  Mountain. 

One  can  only  wonder:  What  would 
Robert  Oppenheimer,  the  father  of  the  atom  I 
bomb,  have  thought  of  today's  virtual  weapoi 
testing?  "Hubris,"  says  a  weapons  design 
at  the  lab.  "But  with  the  technology  availab  I 
today  and  50  years  of  test  history,  it  is  m 
as  great  an  act  of  hubris  as  it  would  hai 
been  in  1945."  —  Carol  Pickerir  | 
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pleased  to  report  that  the  response  to  our 
e  HI"  was  one  of  the  largest  in  Forbes 
P's  history.  Unfortunately,  because  of  space 
traints,  we  cannot  run  all  of  the  comments. 
lis  for  reading,  and  writing.  —  The  eds. 

ind  the  November  30  ASAP  ["Big  Issue 
Fifty- Seven  Minds  on  Time"]  to  be  a 
.t  provocative  journalistic  endeavor.  The 
iors,  in  profound  and  insightful  ways, 
ressed  a  stimulating  topic.  The  artwork 

illustrations  are  superb.  I  particularly 
>yed  Peggy  Noonan's  article  ("There  Is 
Tune,  There  Will  Be  Time"].  In  fact,  I 

one  section  as  a  component  of  my 
•non  last  week.  For  me,  as  a  Sabbatarian, 
t  holds  special  significance.  Thank  you 
>ringing  together  a  group  of  gifted 
pie  to  share  their  ideas  on  the  one  and 
y  aspect  of  life  we  share  equally:  time. 
/VRENCE  G.  DOWNING 
owning@aol.com 

bes  ASAP  may  have  achieved  a  bench- 
rk  of  millennial  dimensions  in  its  "Big 
je."  While  perhaps  not  approaching  the 
xalyptic  visions  of  Saint  John  the  Divine, 
re  is  at  least  something  revelatory  in  each 
servation.  My  favorite  political  speech- 
iter,  Peggy  Noonan,  strikes  the  most 
ing  and  potentially  most  helpful  chord 


I  am  impressed  that  a  business 
lagazine  can  devote  so  much 
pace  and  energy  to  the  coverage 
f  such  an  ethereal  topic." 


arrogance  there  is  hopelessness.  Let  us  not 
be  hopeless.  As  we  receive  this  new  techno- 
logical bounty,  let  us  not  lose  our  humanity. 
It  may  be  that,  in  becoming  more  human, 
therein  lies  our  ultimate  release  from  these 
things  that  would  otherwise  enslave  us. 
JAMES  E.  VAUGHN 
jev@bscn.com 


As  a  longtime  subscriber, 
I  found  this  issue  fascin- 
ating, interesting,  and 
thought-provoking  —  and 
this  from  someone  who 
never  writes  letters  to  the 
editor.  Good  work! 
DAVID  WALSH 
davidwalsh@aol.com 


I  was  fascinated  by  all  the 
essays  on  the  changing  perceptions  and 
uses  of  time  in  your  "Big  Issue  III."  I  have 
one  comment  about  Ralph  Nader's  ("Super- 
sonic Brain  Shredder"]  idea  on  the  "blitz" 
of  time.  He  noted  that  when  busy  Americans 
are  asked  whether  they  comparison  shop  or 
write  formal  complaints  to  companies,  the 
standard  response  was,  "I  just  don't  have 
the  time."  Actually,  they  all  have  the  same 
amount  of  time  —  24  hours  a  day.  Instead 
of  saying,  "I  just  don't  have  the  time,"  say, 

"That  isn't  the 
way  I  choose 
to  spend 
my  time." 
POLLY 

PITKIN  RYAN 
Berkeley, 
California 


ith  her  concern  for  our  present  euphoria 

id  the  prospect  of  an  eventual  letdown.  As 

e  says,  "History  has  handed  us  one  of  the 

•$  isiest  rides  in  all  the  story  of  man."  Like 
or,  I  too  am  now  "uneasy."  Whereas  early 
scoveries  were  easily  understood  by  most 
reryone,  recent  advances  in  computer  and 

I  ological  science  are  less  well  understood  by 
1  save  those  few  favored  with  insights  into 
lese  exotica.  For  example,  even  as  we 

-i  xeive  news  of  impending  good  fortune  in 
latters  of  genetic  engineering,  why  are  we 
>  reluctant  to  acknowledge  the  presence  of 
ay  external  influence  in  our  affairs?  Are  we 
lat  arrogant?  I  suggest  that  we  are  both 
rrogant  and  ignorant  and,  as  some  have 
marked,  where  there  is  both  ignorance  and 


Your  "Big 
Issue  III"  is  an 
exceptional  piece  of  work.  I  got  my  hands  on 
a  copy  a  few  days  ago  and  won't  let  go.  Fasci- 
nating reading,  and  most  impressive  was  the 
use  of  fine  art  —  contemporary  at  that  — 
throughout.  You  guys  are  real  adventurers. 
Hats  off  to  ( Art  Director]  Tony  Lane  for  an 
extraordinary  accomplishment,  and  again 
my  sincere  congratulations  on  this  singular 
achievement.  I  was  so  impressed  with  the 
entire  issue  I  would  like  to  request  permis- 
sion to  use  it  as  the  framework  for  my 
course  on  contemporary  art  next  semester. 
KIM  CHALMERS 
kchalmers@pascal.coker.edu 

Kudos  on  your  "Big  Issue  III."  You  have 
done  an  excellent  job  packaging  an  impres- 


sive collection  of  writers  with  inspired 
artwork  and  graphics  to  create  a  powerful 
overall  impact.  I  am  impressed  that  my 
favorite  business  magazine  can  devote  so 
much  space  and  energy  to  the  coverage  of 
such  an  ethereal  topic.  We  businesspeople 
need  to  have  our  brains  tweaked  more  often 
on  subjects  other  than  the 
standard  fare  of  mergers,  man- 
agement, finance,  etc.  Thank 
you  for  giving  us  such  a  plenti- 
ful feast  of  food  for  thought. 
CHRIS  KATTERJOHN 
ckatterjohn@ibj.com 

I  have  never  been  so  impressed 
with  a  collection  of  stories.  I 
started  reading  and  tried  to 
begin  by  marking  the  "good" 
stories  that  I  wanted  to  share 
with  loved  ones.  Story  after  story  got  the 
mark.  The  variety  of  authors,  opinions,  and 
perspectives  was  fabulous.  I  found  myself 
unable  to  set  it  down;  my  emotions  swelled 
as  I  read  about  the  religious  and  moral 
implications  that  were  so  eloquently  articu- 
lated. Absolutely  a  "great"  work. 
LEGRANDE  BLOUNT 
lbIount@flash.net 

What  a  wonderful  issue!  I  read  it  cover  to 
cover,  twice.  I  read  excerpts  to  my  family,  and 
I've  just  spent  an  hour  or  so  on  Amazon.com 
looking  up  all  the  authors  and  the  books  they 
have  written  to  see  what  I  wanted  to  buy  for 
Christmas.  Thank  you  so  much  for  your  efforts 
to  gather  such  a  diverse  group  of  authors, 
some  of  whom  I  knew  and  had  read,  and 
others  who  were  new  to  me.  A  terrific  job!  I'm 
going  to  save  the  issue  for  a  long,  long  time. 
GALA  MOWAT 
gala@mowat.com 

Congratulations  to  all  involved  with  putting 
together  a  great  issue.  Peggy  Noonan's  essay 
was  especially  well  done  and  thought-provoking. 
VICTOR  MICHNOWICZ 
victorm@asirsd.navy.mil 

Rather  enjoyed  your  "Big  Issue  III"  on  time. 
It  was  a  grand  remake  of  the  old  joke  about 
the  blind  men  describing  the  elephant. 
JIM  O'NEIL 
joneil@ptialaska.net 

Apparently  your  minds  were  not  "on  time" 
when  you  laid  out  the  most  recent  issue  of 
ASAP.  I  wish  I  could  have  back  the  time 
I  wasted  flipping  through  the  magazine 
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over  and  over  just  to  read  the  articles.  Not 
only  is  your  practice  of  noncontiguous 
articles  an  insult  to  your  readers,  it  is  inex- 
cusable. If  your  articles  are  good,  and  they 
are,  readers  will  see  every  page  (and  all 
the  ads)  without  such  out-of-date,  page- 
flipping  nonsense. 

You  often  talk  about  customer-driven 
businesses  —  do  you  have  one  reader  who 
prefers  to  maddeningly  thumb  through  each 
issue  repeatedly  just  to  read  the  articles? 
JERRY  DAWSON 
jerdawson@worldnet.att.net 

I  found  myself  fascinated  by  the  "Big  Issue 
III."  Not  because  of  the  articles  (which  are 
interesting)  but  because  of  the  art  used  as 
illustration.  A  fantastic  job. 
CHARLES  IRSCH 
crpirschc@aol.com 

Owen  Edwards'  "Running  Out"  is  probably 
the  very  best  essay — on  any  subject — I've 
ever  read. 

An  intellectual  I  ain't.  I'm  no  academician, 
nor  am  I  any  kind  of  deep  thinker.  But  I  am 
reasonably  bright  and  was  taken  by  Edwards' 
uncanny  ability  to  interpret  time  so  exactly. 
GEORGE  SCHMITZ 
Lake  Arrowhead,  California 


What  a  marvelous  issue!  It  should  be  a  philos- 
opher's textbook.  It  is  thought-provoking 
and  practical.  Is  it  possible  to  buy  extra 
copies  and,  if  so,  at  what  price? 
ELIZABETH  LANGHORNE 
jlll40@cfw.com 

You  can  buy  extra  copies  of  Forbes  ASAP  by 
calling  800-888-9896.  —The  eds. 

The  issue  on  time  was  superb.  I  opened  the 
magazine  toward  bedtime  thinking  it  would 
help  me  fall  asleep.  All  it  did  was  wake  me 
up  because  I  enjoyed  reading  the  wonderful 
articles  by  the  fantastic  authors,  some  of 
whom  I  have  met  in  my  studies. 

I  am  a  biologist  much  interested  in 
clocks.  I  have  10  that  I  wind  each  day,  more 
or  less,  but  I  am  also  a  teacher  and  author, 
so  you  can  understand  my  appreciation 
of  your  magazine.  I  will  look  forward  to 
more  reading  that  keeps  me  awake! 

Thanks. 
MARGERY  MILNE 
mmilne@alberti.unh.edu 

I  have  just  finished  perusing  this  issue,  prob- 
ably your  best  ever!  However,  I  believe  I 
discovered  a  discrepancy  in  "The  Universal 
Moment."  First  it  states  in  line  three:  "4.6 


billion  years:  Sun  has  provided  light  to 
planets."  I  presume  from  this  that  the  si 
is  at  least  4.6  billion  years  old;  I  am  alsc 
reasonably  sure  that  the  sun  is  a  star. 

Then,  as  we  arrive  at  line  13  we  read 
"10  million  years:  Lifetime  of  a  star 
before  it  explodes  into  a  supernova." 
...Please,  explain. 
GABOR  KOVES 
gaborkoves@aol.com 


HI 


-L    il 


: 


Our  resident  astronomer  says  that  not  ah 
stars  are  the  same.  Our  sun  has  a  much 


longer  life  span  because  of  its  smaller 
size.  —  The  eds. 


Since  receiving  my  first  issue  of  ASAP,  til 
has  changed  for  me.  Seasons  are  gone.  Tl 
year  is  now  divided  by  the  time  between 
your  issues.  Now  all  I  need  is  the  time  to 
read  them  and  Forbes,  too. 
JAY  SALWEN 
jsalwenl@nycap.rr.com 


It  is  just  now  70  years  since  I  graduated 
from  the  U.S.  Navy  flight  school  at  Pens* 
cola — and  45  years  since  I  retired  from 
Marine  Corps  aviation  ranks.  Seems  like 
last  week!  However,  with  the  sun  at  my 
back,  I  note  that  my  shadow,  which  has 
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Black  tie  is  optional  but  a  300-horsepower  V-8  is  standard  in  the  world's  most  powerful  luxury  SUV  There's  room  for  seven  in  three  rows  of  leathe 
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bows  and  shuffles  forward  slowly, 
recent  issue  on  time  is  tremendous, 
great  kudos  to  Kurt  Yonnegut,  Stephen 
nbrose,  William  F.  Buckley  Jr.,  Chuck 
;r,  and  others  who  made  this  issue 
jrtal.  I  shall  preserve  it  until  I  can  no 
read. 

Lace  s.  mazet 

erey,  California 

>PTHE  PAPER  CLIP 

t  column  ["Feature  Creature,"  October 

'licrosoft  Word  is  driving  me  crazy,  too, 

,-ou  left  out  the  most  helpful  bit  of  all. 

•  do  I  turn  off  that  stupid  dancing 

:r  clip? 

,•  HAMANN 

S>spectrumfinservices.com 

uggest  the  following  site  for  help: 
v.zdnet.  comlzdhelplhowtojxelpl 
lippy  dippy_l.html.  — The  eds. 

DONKEY  TALE 

yed  the  story  on  the  birth  of  the 
gn  for  email  ["Legends  —  Ray  Tomlin- 
'  October  5].  Of  course,  to  someone 
is  not  familiar  with  English,  the  @ 
1  isn't  easily  understood  as  meaning 
Once  I  asked  a  Swiss  friend  for  his 


email  address  and  was  momentarily  puz- 
zled when  he  referred  to  "monkey  tail"  as 
in  name  "monkey  tail"  isp.com. 
STEW  WALTON 
stewwalton@aol.com 

ERRATA 

In  our  October  5,  1998,  issue  we  incorrectly 
stated  that  EMC's  Richard  and  Maureen 
Egan  hold  14%  of  outstanding  EMC  shares. 
The  correct  figure  is  1.4%. 

In  our  November  30,  1998,  issue  we 
neglected  to  give  credit  to  the  following 
books,  publications,  and  organizations 
for  the  timescape  sections.  Also,  we 
thank  the  faculties  of  Cornell  University, 
Stanford  University,  and  the  University 
of  California,  Berkeley. 

Gale  Book  of  Averages 

edited  by  Kathleen  Droste 
and  Jennifer  Dye 

Electronics  Engineers'  Handbook 
by  Donald  Christiansen 

Computing  in  Science  & 
Engineering  magazine 

Newton's  Telecom  Dictionary 
by  Harry  Newton 


The  Timetables  of  Technology:  A  Chronology 
of  the  Most  Important  People  and  Events 
in  the  History  of  Technology 
by  Bryan  H.  Bunch  and  Alexander  Hellemans 

The  World  Almanac  and  Book  of  Facts  1998 
edited  by  Robert  Famighetti 

Computer  Industry  Almanac,  eighth  edition 

Oxford  Illustrated  Encyclopedia,  volume  eight 

World  Book  Encyclopedia 

Durations:  The  Encyclopedia  of 
How  Long  Things  Take 
by  Stuart  A.  Sandow 

A  Short  History  of  Planet  Earth:  Mountains, 
Mammals,  Fire  and  Ice 
by  J.  D.  MacDougall 

Intel  Corporation 


Readers  tell  us  what  you  think: 


editor@forbesasap.com 

(6S0)   558-4995 

SS5  Airporl  Blvd,  Slh  Floor 
Burlingame,  CA  94010 

www.forbes.com 


i  to  8,850  pounds  towing  capacity.  For  more  information  call  800  446-8888,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 

(J  should  be. 


Lincoln  Navigator.  What  a  luxury  [ 
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Happy  New  Year. 


If  your  embedded  systems  are  Year  2000  ready  as  this  product  is,  then  your  New  Year  will  be  very 
happy.  And  busy.  If  not,  you  need  Plant  Y2k0ne™  from  TAVA,  the  nation's  leading  independent 
provider  of  manufacturing  information  technology  solutions.  It's  a  proven,  factory  floor  solution  that 
will  help  you  pinpoint  the  problem  areas  in  your  embedded  systems  and  supply  chain.  Then  fix  them. 

Our  CD-ROM-based  methodology  is  already  in  use  by  more  than  100  of  the  Fortune  1000.  To  learn 
more  about  it  or  our  audit,  testing  and  remediation  services,  call  877.828.2832.  Visit  us  at 
www.tavatech.com,  or  contact  one  of  our  14  locations  across  the  U.S. 

^  TAVA 

TECHNOLOGIES 


aPERTISE:Aerospace,Automotive,Chemical/Petrochem^^^^^ 


N  the  midst  OF  the  furious  battle 
between  Amazon.com  and  Barnes 
&'Noble  for  hegemony  in  Web-based 
book  superselling,  another,  tiny  revo- 
lution is  taking  place.  It  is  being  led 
by  the  most  unlikely  people:  soft- 
oken,  often  eccentric  bibliophiles. 
Sellers  of  used,  rare,  and  out-of-print 
oks  are  cashing  in  on  the  Internet.  The 
Terence  is  that  these  baby  Amazons, 
like  their  giant  counterparts,  are  actu- 
y  turning  a  profit.  They  are  doing  so  in 
market  that  could  top  a  billion  dollars  — 
us  proving  that  Metcalfe's  Law  (the  power 
a  network  grows  exponentially  every 
ne  the  size  of  the  network  doubles)  ap- 
les  to  e-commerce  on  all  levels  and  scales. 


Take  Karen 
Weyant.  She  ran 
Scribe's  Perch,  a 
bookstore  selling 
used  and  out-of- 
print  titles  in  New- 
port, Rhode  Island, 
for  12  years.  In 
November  1996  Weyant  permanently 
shut  the  shop's  doors  and  turned  Scribe's 
Perch  (scribesperch.com)  into  a  Web- 
only  vendor.  Since  then,  business  has 
never  been  better.  "A  couple  of  weeks 
ago,  I  had  a  real  banner  day.  I  went  to 
bed,  and  when  I  got  up  in  the  morning, 
I  had  $1,000  in  sales,"  says  Weyant. 

By  moving  the  bookstore  online, 


quiet  revolution  is 
taking  place,  and 
it's  being  led  by  the 

lost  unlikely  people. 


Weyant  is  now  able  to 
sell  books  she  couldn't 
give  away  before. 
"Usually  the  books 
are  mundane,  but 
someone's  dying  to 
have  them,"  says 
Weyant.  The  cyberstore 
generates  twice  as  much  revenue  online  as 
it  ever  did  through  its  storefront. 

Scribe's  Perch  is  only  one  of  the  6,500 
sellers  of  used,  rare,  and  out-of-print 
books  in  North  America.  According  to 
industry  tracker  Susan  Siegel,  about  half 
of  these  stores  are  now  selling  online  — 
moving  an  estimated  12  million  of  the 
90  million  out-of-print  honks  worldwide^ 
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Y2K  HITS:  LIGHTS  GO  OUT! 


BABY  AMAZON 

(compare  that  to  Amazon's 
inventory  of  just  3  million  new 
books).  For  these  stores,  the 
Internet  can  account  for  40% 
to  75%  of  sales  —  even  though 
typically  only  10%  to  20%  of 
the  stores'  inventory  is  online. 

Five  years  ago,  many  of 
these  baby  Amazons  set  up 
their  own  Web  sites  and 
patiently  waited  for  customers. 
Not  much  happened.  The  book- 
sellers quickly  learned  their 
lesson  and  began  to  team  up 
with  specialized  Web  search 
engines  that  act  as  online  clear- 
inghouses. For  a  nominal 
monthly  fee,  $20  to  $40,  book- 
stores can  list  their  inventory 
and  draw  more  traffic. 

One  such  site  is  Advanced 
Book  Exchange  (abebooks.com). 
When  Keith  Waters  and  Rick 
Pura  started  ABE  three  years 
ago,  they  recruited  five  book- 
sellers from  Victoria,  British 
Columbia,  and  posted  an  initial 
inventory  of  5,000  books.  Today 
the  company  employs  a  staff 
of  35,  and  its  book  inventory, 


which  comes  from  4,500  sell- 
ers, includes  12  million  titles. 

It's  not  just  avid  readers 
perusing  these  virtual  clearing- 
houses. Because  Amazon.com 
and  Barnes  &  Noble  offer  used- 
book  searches  on  their  Web 
sites,  they  also  submit  their 
customers'  requests  to  clearing- 
houses such  as  ABE.  If  a  match 
is  found,  the  individual  store 
sends  the  book  to  Amazon.com 
or  Barnes  &  Noble, 
where  it  is  repack- 
aged and  mailed 
out  to  the  cus- 


I  W6f1t  lO  Karen  Weyant 

bed,  and  when  I  got 
up  in  the  morning,  I 
had  $1,000  in  sales." 

tomer,  often  at  a  50%  to  100% 
markup,  plus  shipping  costs. 
For  this  service,  the  clear- 
inghouses earn  brand  credibil- 
ity, broader  exposure,  and  the 
books  sell  faster.  This  adds  up 
quickly.  ABE  has  sold  as  much 


Brokers'  Blackout 

Late  last  year,  San 
Francisco  suffered  a 
massive  power  failure. 
For  about  five  hours, 
much  of  the  city  was 
without  lights,  includ- 
ing the  Pacific  Stock 
Exchange  (left).  Human 
error  was  the  cause  of 
the  blackout.  But  Y2K 
experts  like  Edward 
Yardeni  believe  this 
might  be  a  prelude.  Y2K 
could  knock  out  our 
electricity  grid:  "This  is 
my  main  concern,"  he 
says.  "Without  the  juice 
we  won't  be  able  to  fix 
all  the  other  systems." 


as  $11,000  worth  of  merchan- 
dise through  the  Barnes  & 
Noble  Web  site  in  a  single 
24-hour  period.  Revenues 
in  1999  could  top  $2  million. 
With  that  kind  of  money 
at  stake,  it's  not  surprising  that 
the  genteel  world  of  used-book 
stores  has  heated  up.  Three  years 
ago  Jay  Miller  of  Berkeley  Book 
Company  (berkeleybooks.com) 
was  operating  a  rare-book 
search  service  for  select 
patrons.  Now  he  buys  large 
volumes  of  books  directly 
from  individuals  and  book- 
sellers around  the  country. 
He  then  stores  them  for 
resale.  Miller's  Berkeley 
Book  is  one  of  the  largest 
Web-only  sellers  of  used 
and  rare  books  in  the 
country.  With  more  than 
100,000  books  already 
cataloged  on  his  site,  and 
300,000  waiting  to  be  listed, 
Miller  ambitiously  hopes  to  get 
a  million  titles  indexed  on  his 
Web  outlet  by  the  year  2000. 
Even  if  he  doesn't  reach  his 
goal,  Miller's  business  plan 
shows  what  the  future  may^. 


Dell's  Sell  The  k 

press  can't  seem 
the  statistic  fast  eno 
Dell  Computer  is : 
$10  million  worth  i 
computers  through ; 
Web  site  every  day. 
the  stat  is  as  mislead 
as  the  Beardstown 
Ladies'  stock  profits  I 
figure  includes  transl 
tions  in  which  custol 
have  simply  browsed 
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Dell's  Web  site  to  ft 
what  they  wanted  b 
calling  the  company 
800  number.  In  fact, 
more  than  two-third' 
of  Dell's  Web  sales 
involve  human  sales 
representatives.  So 
much  for  the  accural 
of  the  financial  presi 
A  New  Way  to  Sho 
Last  December,  an 
anonymous  New  Yor 
fund  manager,  using 
alias  "Auric  Goldfing 
posted  an  online  con 
in  the  newsgroup  Sili 
Investor.  He  offered ; 
$5,000  reward  to  any 
who  predicts  when  a 
why  the  Internet  sup> 
stars,  such  as  Yahoo, 
fall.  No  doubt,  short 
ers  everywhere  were 
at  their  keyboards. 
Mail-less  Even  if  bn 
kers  at  Morgan  Stank 
Dean  Witter  wanted  t 
participate  in  the  con 
(above),  they  couldn' 
Per  company  policy, 
brokers  don't  have  er 
accounts.  That  could 
change  this  year.  Let') 
hope  so. 

—  Rodes  Fishb 
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Fairfax  County  is  home  to  more  than 
2,000  leading  information  technology  companies. 


In  a  world  where  technology  changes  overnight,  there's  one  place  where  the  conditions  for  change  never  change 
a  bit.  Where  companies  like  Cable  &  Wireless,  Oracle,  Nextel,  Concert  and  Network  Solutions  can  count  on  access 
to  three  major  airports.  Where  the  schools  are  among  the  nation's  best.  Where  the  world's  largest  customer  for 
information  technology,  the  federal  government,  is  right  next  door.  Want  to  change  the  face  of  information  technology? 
Then  change  your  business  address.  Call  703-790-0600  or  visit  our  Web  site.  And  join  us  in  Fairfax  County. 


FAIRFAX  COUNTY,  VIRGINIA.  HOME  OF  THE  1998  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY. 


www.FairfaxCountyEDA.org 
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hold  for  sellers  of  used 
books  —  volume.  Gone  is  the 
quaint  shop  on  Main  Street. 
Miller's  operation  is  a  19,000- 
square-foot  warehouse  next 
to  the  freeway.  Gone  are  the 
attentive  booksellers  waiting 
behind  the  walnut-paneled 
counter — Miller's        : ,   ~£TT^~ 
staff  deals  only 
with  Web 
customers  and 
the  occasional 
phone  order. 
Yet  the  beauty 
of  volume  is,  well, 
volume.  Berkeley 
Book,  in  all  of  its 
stripped-down 
glory,  is  among  the 
most  productive 
online  sellers  of  rare  and  out- 
of-print  books  in  the  world  — 
15  full-time  employees  scram- 
bling to  process  as  many  as  S00 


Magnum  Opus  Alibris, 
based  in  Sparks,  Nevada,  is 
becoming  a  portal  for  used 
and  rare  books. 


orders  in  a  single  day.  Gross 
revenues  are  close  to  $1.25 
million  a  year. 

But  even  Miller's  vision  isn't 
grand  enough  for  some.  Alibris, 
an  online  search  engine/ware- 
house, is  building  a  gigantic 
Web  book  portal  where  patrons 
can  search  for  unusual  or  out- 
of-print  books  (alibris.com). 
~,a-ir"g     By  consolidating 
j^^^i     books  from  its  850 
I    bookseller  members 
into  a  large  ware- 
house in  Sparks, 
Nevada,  Alibris 
is  using  the 
Amazon.com 
model  to  conquer 
the  used,  rare,  and 
out-of-print  book 
market.  It  also  han- 
dles other  worri- 
some details  for  bookstores, 
such  as  shipping,  billing,  and 
data  entry. 
Alibris'  growth  has  been 


stunning.  During  the  first 
six-week  period  after  it 
opened  in  mid-November, 
sales  grew  2,400%,  from  20 
books  to  500  books  per  day. 
Its  goal  for  the  .end  of  1999 
is  6,000  orders  a  day.  That 
could  give  Alibris  revenues 
of  more  than  $80  million 
and  industry  leadership  in 
the  year  2000. 

Similar  paradigm  shifts  are 
taking  place  wherever  search 
technology  and  connectivity 
join,  from  real  estate  listings 
to  job  postings  to  online  auc- 
tions. If  the  Internet  can  trans- 
form the  way  that  thousands 
of  quaint  little  booksellers 
across  the  country  do  business, 
it  can  penetrate  any  market, 
at  any  time.  As  networking 
guru  Bob  Metcalfe  says,  the 
Internet,  the  most  efficient 
market  ever  to  emerge,  is  about 
to  become  even  better. 
— Rndps  Fishhurne 


WffiWSJARTUP  FAILED 


Meet  Ed  Harris.  He  learned  the  hard  way  that 
50-50  partnerships  fail  more  often  than  they  suc- 
ceed. Here's  his  story  in  his  own  words: 

In  November  1996, 1  approached  an  acquain 
tance  I'd  known  for  about  six  months  with  an 
idea  for  a  startup.  After  several 
meetings  and  some  due  diligence, 
we  agreed  on  a  50-50  owner  rela- 
tionship. We  filed  as  a  California 
corporation  in  February  1997  and 
started  bringing  in  revenue.  In  fact, 
we  took  the  company  from  $  1 ,000 
to  about  $56,000  per  month  in  less 
than  a  year,  bootstrapping  it  all  the 
way.  We  had  everything  going  for  us. 

My  partner  and  I  had  built  not 
only  a  company  but  a  relationship. 
In  all  aspects  of  business  and  per- 
sonal interaction,  ours  was  a  relationship  built 
on  mutual  trust  and  understanding.  (My  partner 
was  acting  CEO  and  CFO.)  But  looking  back  now, 
I  didr.'    mestion  the  financial  status  of  the  com- 
pany eno  lgh.  We  didn't  have  a  system  of  checks 
and  balan;  es  in  place. 

In  December  1997,  we  began  to  value  the  com- 
pany to  issue  stock  to  our  employees.  My  partner 


devised  a  scheme  that  valued  his  own  worth  at 
almost  a  2: 1  ratio  to  my  worth.  He  was  trying 
to  make  the  50-50  partnership  a  70-30  partner- 
ship. After  trying  to  negotiate  and  realizing  that 
he  would  not  budge  from  his  position,  I  sought 
legal  counsel.  By  early 
February  1998, 1  filed 
for  dissolution  of  the 
corporation. 

What's  my  advice 
if  you're  thinking  of 
starting  a  company 
with  a  partner?  As 
with  any  relationship, 
marriage  or  business, 
trust  is  everything. 
Look  deep  into  a 
person's  soul,  get 
to  know  him  or  her  well,  and  examine  qualities 
you  like  and  dislike  before  you  enter  into  a  long- 
term  relationship. 

Also,  it  never  hurts  to  have  an  attorney  on 
your  side.  Do  it  right  the  first  time,  and  you  won't 
have  to  do  it  again.  —  Ed  Harris  is  now  CEO  of 
Solid  Integration  in  San  Jose,  California.  If  you  have 
a  startup  failure  story  email  e.ricp&forhesasap.com. 


PARTING  OF  WAYS  Ed  Harris  (left),  riding  in 
the  back  of  a  limo  with  his  ex-partner.  Harris's 
advice  before  entering  a  50-50  partnership: 
Look  deep  into  a  person's  soul,  and  then  go  out 
and  hire  a  good  attorney. 


Corporatioi 
That  Don't 

Corporate  Web  site 
bring  the  world's  I 
companies  right  ii 
living  room,  but  tha 
doesn't  put  them ; 
beck  and  call.  As  a  I 
emailed  6  of  the  I 
Forbes  500  compar 
with  a  typical  custol 
question.  Our  email! 
repeatedly  ignored.] 
only  6?  Because  4  ol| 
top  10 
don't  offer 
customer 


The! 


1.1 

no 
2.1 


no 

3.1 
no 

4.1 
no  el 


support 
email 
addresses 
at  all. 
Philip 
Morris 
doesn't 
even  have 
a  Web  site. 

No 

email?  No  Web  site? 
Surely,  we  thought,  tl 
technology  industry 
by  example,  lead  the:  ,1 
antediluvian  giants  ii  ■ 
the  light. 

Hardly.  Although 
of  the  top  10  technok  j 
companies  in  the  For  I 
500  had  Web  sites  wit .( 
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email  links  (Intel  was 
sole  troglodyte),  only 
5  responded  to  our  qi  i 
tions  within  five  work  j 
days.  And  of  all  the  cc  l 
panies  we  contacted,  tr  I 
fastest  to  respond  was 
a  tech  company  at  all: ' 
sent  a  personalized  ar 
within  10  minutes. 

Why  are  these  cor| 
rations  so  retrograde? 
Bureaucratic  inertia:) 
of  those  telephone  cu; 
tomer  service  operato 
with  20-year  pins  (anc 
their  bosses)  make  sui 
emailed  question  ever 
answered.      —Suzie, 


';.: 


I J I  //^     Some  time  back,  a  major  telecommunications  provider  was  confronted  with  a  serious  problem. 
jkj7^  They  desperately  needed  the  flexibility  of  a  SONET  but  couldn't  afford  the  wait  its  installation 

-fib>    typically  requires.  Being  familiar  with  the  quality  and  reliability  of  GTE  products,  they  turned 

■our  Wholesale  Markets  organization  for  help. 

j  Quickly  assembling  a  team  comprised  of  both  GTE  and  client  employees,  we  laid  out  a  three-step 
Inn  for  meeting  the  customer's  needs.  In  short  order,  we  assessed  their  network  requirements,  identified 
•».*  markets  in  which  services  would  be  needed,  and  began  developing  the  appropriate  products.  Using 

i  implified  approach  to  reconfiguring  SONET  tariffs,  we  were  able  to  give  the  customer  a  flexible, 
Nmpetitively  priced,  state-of-the-art  network  that  met  their  needs  to  a  T  What's  more,  we  set  a  GTE 

eed  record  in  the  process.  Does  a  telecommunications  problem  have  you  grounded?  GTE  can  deliver 
Mnovative  solutions  that  provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful. 

ind  we  can  do  it  in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet 
www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  do  whatever  it  takes 

1  help  your  ideas  take  flight. 


QB 


PEOPLE 
MOVING 
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WITH  A  RECRUITER  FOR  HIGH  TECH  RECRUITER! 


In   search   of 


For  high  tech  recruiter  Patrick  Sylvester,  the  ideal  employee 
is  as  aggressive,  impatient,  and  thick-skinned  as  an  NFL  football 
player.  So  it  wasn't  surprising  that  one  of  his  most  promising 
proteges,  Brad  Costello,  signed  on  as  a  punter  for  the  Cincinnati 
Bengals  last  season.  Sylvester,  33,  is  a  partner  in  Management 
Recruiters  International  of  Cherry  Hill,  Pennsylvania,  which 
recruits  high  tech  personnel  for  Forbes  500  companies. 

"Almost  all  of  my  most  successful  recruiters,"  he  says,  "are 
firstborn  children,  most  are  athletic,  and  all  of  them  overcame 
a  significant  obstacle  in  their  past.  My  top  earner,  for  example, 
fled  the  political  situation  in  the  Philippines  with  her  family  when 
she  was  10  years  old;  she  went  on  to  college  on  scholarship. 

"I  look  for  somebody  who  has  been  competitive,  who  has  a 
sense  of  urgency.  Athletes  push  themselves; 
the  good  ones  always  want  to  improve. 


IT'S  NOT  IQ,  STUPID 

Practical  intelligence, 
not  IQ,  may  be  the  real 
reason  behind  high 
tech  success. 

In  the  world  of  gigabytes  and  hard 
drives,  a  high  IQ  is  coveted  like 
a  prize  thoroughbred.  But  a  new 
psychological  study  throws  a 
wrench  into  the  longstanding 
assumption  that  an  employee's 
high  IQ  translates  into  company 
success.  Psychologist  Regina 
Colonia-Willner  studied  200  high- 
level  bank  managers  in  Sao  Paulo, 
Brazil.  Her  goal  was  to  understand 
why  some  managers  in  their  60s 
and  70s  are  highly  successful  de- 
spite the  cognitive  losses  brought 
on  by  the  aging  process.  Colonia- 
Willner  discovered  that  older  man- 
agers were  able  to  compensate  for 
any  loss  of  intellect  by  cashing  in  on 
their  large  reserves  of  practical  intel- 
ligence—  i.e.,  the  ability  to  organize 
knowledge  and  use  it  to  solve  real- 
life  problems.  Such  practical  intelli- 
gence, she  says,  is  critical 
in  a  marketplace  where  only  the 
innovative  and  adaptive  survive. 

—  Linda  Berlin 


firstborns 


<& 


1  5SP 

I  mh    - 1 i No 

M  <'  *  *  /oil 


"I  was  attracted  to  Brad  Costello  because  he  overcame  a 
college  injury  and  became  a  first-team,  all-American  punter; 
Recruiting  is  like  punting  in  that  there's  not  much  room  for 
error.  Plus,  it's  highly  competitive — you  have  maybe  two 
openings  for  punters  a  year.  Brad  was  up  to  the  challenge 
of  recruiting  because  he's  learned  to  take  the  heat. 

"As  a  recruiter,  you're  asking  someone  to  pack  up  their 
desk,  take  the  plaques  off  the  wall,  walk  into  their  boss's 
office,  shake  hands,  and  leave.  You  might  ask  them  to  do 
that  several  times  during  their  career.  They  need  to  trust 
you.  That's  why  I  find  that  the  most  successful  recruiters  are 
women  —  they  understand  psychology.  They  innately  see 
things  in  people  that  men  don't  see.  They  develop  trust. 

"In  high  tech  these  dt 
there's  a  shortage  of  talen 
so  candidates  can  write 
their  own  tickets.  They 
might  be  getting  10  calls 
a  week  from  recruiters. 
They  can  pick  and  choos 
In  most  other  markets  yc 
may  have  90  days  to  mov 
talent;  in  high  tech  you'vi 
got  30.  You  can't  drag  you 
feet  —  you've  got  to  move 
the  candidate  fast,  move 
company  fast,  match  the 
profile  and  the  culture;  y<\ 
can't  bog  down." 
— Chinri  Santii 


Tiger  Fighter  Last  year,  Patrick  Sylvester  hired  the  perfect 
person:  competitive,  tough,  and  tested  under  pressure.  Too  bad 
the  Cincinnati  Bengals  were  also  interested.  Right:  Christie  Hoyt, 
nnp  of  Sylvester's  top  recruiters. 


EVERYTHING  rut  the  bee 

Your  wedding  band  may  have  once  lived  in  a  compute 

Metech  International,  a  subsidiary  of  Swedish  conglomerate  Trelleborg  AB,  perfor 
modern  alchemy,  turning  cast-off  computer  hardware  into  gold.  Last  year,  Metech  reo 
ered  120,000  ounces  of  gold  (worth  about  $35  million)  from  11,000  tons  of  scrap  metal 
much  of  it  hardware  it  buys  from  computer  manufacturers.  Metech  pours  this  salvaj 
gold  into  24-karat  bars  and  sells  them  on  the  open  market.  The  gold  may  then  show 
in  another  circuit  board  (where  it's  used  as  a  conductor 
in  microprocessors)  or  even  in  your  gold  wedding  band. 

Metech  also  extracts  other  precious  metals  (silver,  plat- 
inum, and  palladium)  from  outdated  computers  and  elec- 
tronic components.  In  addition,  the  30-year-old  company 
helps  nonprofit  community  groups  refurbish,  reuse,  and 
even  resell  workable  old  computers  and  parts.  And  it  recy- 
cles paper  and  cardboard  packaging,  plus  plastic  from  com- 
pact discs. 

Nothing  is  wasted,  says  national  sales  manager  John 
Zekanoski,  not  even  some  programmer's  tennis  shoes  that 
popped  up  once  in  the  waste  stream.    — John  T.  Maybury 
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Namfd  one  of  the 


world's  Jflost  admired 


computer  Companies 
by  FORTUNE   magazine. 


[ 


EMC 

The  Enterprise  Storage  Company 


\ur  customers  include  over  90  of  the  FORTUNE'  100  companies,  and  to  date  we've  captured  nearly  50%  of  the  mainframe 

\orage  market.  How?  By  helping  people  consolidate  information  and  making  it  available  to  all,  regardless  of  the  computers 

use.  And  it's  by  providing  strategic  advantages  to  the  world's  leading  companies  that  we've  reached  the  top  ranks  of 

ir  own  industry.  To  put  The  EMC  Effect"  to  work  for  you,  reach  us  at  www.EMC.com/admired  or  1 -800-424-EMC2,  ext.  706. 


STARTUP 
I  earning  to  he  a  high  tech  CEO  AYF    AYF    P  APT  A I 


20,000  leagues  under  the  sea. 


Doug  Littlejohns  learned  everything  about  becoming  a 
high  tech  executive  while  20,000  leagues  under  the  sea,  sleep- 
ing next  to  a  nuclear  reactor.  Littlejohns,  who  commanded 
diesel  and  nuclear  subs  in  the  British  Royal  Navy,  is  now  CEO 
of  Red  Storm  Entertainment,  a  computer  games  producer. 


In  the  past  two  years,  he  has  led  the  North  Carolina  startup 
through  particularly  dangerous  waters.  Well  over  half  of  all 
software  gaming  companies  go  under  in  their  first  year.  The 
odds  are  only  slightly  better  for  Red  Storm,  lucky  enough  to 
leverage  the  name  of  one  of  America's  best-selling  authors, 
Tom  Clancy  (The  Hunt  for  Red  October,  Clear  and  Present 
Danger),  who  founded  the  company  as  a  vehicle  to  spin  off 
software  games  and  other  merchandise  from  his  novels. 

Littlejohns,  52,  is  used  to  such  pressure.  He  has  been 
at  war  (the  Falklands)  and  knows  how  to  handle  himself  in 
the  worst  situations  —  say,  when  he's  submerged  and  taking 
on  water.  "That  happened  twice  in  my  submarine  career,"  he 
says.  "It  tends  to  tighten  up  the  muscles  a  bit." 


In  his  30  years  in  the  navy,  Littlejohns  rose  from  cadet  to  | 
commodore.  He  joined  the  submarine  fleet  because  of  its 
more  relaxed  atmosphere,  and  became  the  first  officer  of  his 
rank  to  earn  an  M.B.A.  while  serving — a  sign  of  "an  entrepr 
neurial  streak  that  was  trying  to  get  out,"  says  his  wife,  Debs.: 
Submarine  life,  says  Littlejohns,  is  nearly 
identical  to  that  at  Red  Storm:  A  smart,  free- 
spirited  group  works  closely  together  to  achiev 
a  goal.  The  pressure  can  be  intense,  the  hours 
long.  Humor  turns  out  to  be  a  lifesaver.  Little- 
johns, who  is  called  "the  Commodore"  by  the 
company's  young  game  producers,  is  famous  fc| 
such  dry,  witty  sayings  as:  "Stop  playing  games 
and  work." 

After  the  Cold  War  came  to  an  end,  Litde- 
johns  left  the  navy  in  1994.  "I  didn't  want  to  tr) 
and  get  to  the  top  of  a  greasy  pole  in  an  organrl 
zation  that  was  getting  smaller,"  he  says.  Insteac 
he  went  to  work  as  a  director  of  a  convention 
center  in  London.  Two  years  later  Clancy  tappel 
him  to  be  CEO  of  his  new  company. 

"Doug  is  a  leader,  not  a  manager.  He  was  rm] 
only  real  choice,"  says  Clancy,  who  had  met  Littlejohns  1 1 
years  earlier  at  a  cocktail  party.  Clancy  had  just  published  hill 
submarine  thriller,  The  Hunt  for  Red  October,  and  since  Littl.f 
Johns  was  a  submarine  commander,  they  had  plenty  to  talk 
about.  "We  became  firm  friends,"  says  Littlejohns,  who  even 
advised  Clancy  on  one  of  his  novels.  Over  the  years,  they  kefj 
in  touch  and  remained  close  friends. 

"I  never  worried  about  commanding  a  submarine  that's 
worth  $550  million,"  says  Littlejohns.  "I  never  worried  about| 
whether  a  sailor  could  pay  his  mortgage  if  I  screwed  up.  I 
knew  the  navy  would  feed  and  clothe  him.  Now  I  have  the 
financial  and  emotional  lives  of  68  employees  to  think  about. 
weighs  more  on  my  mind  than  ever  before."    — Eric  W.  Pfriff\ 


THE  $184 
QUESTION 

The  Press  and 
the  Y2K  Problem 

Just  in  case  Americans 
suddenly  suffer  Year  2000 
panic  and  dash  to  their 
bank  machines,  the  U.S. 
Treasury  Department  is 
printing  an  extra  $50 
billion  in  cash  this  year. 


Based  on  current  census 
numbers,  this  sum  breaks 
down  to  $  1 84  for  each 
man,  woman,  and  child 
in  the  United  States.  We 
asked  journalists  who 
cover  Y2K, "Will  you  or 
won't  you  withdraw?" 


John  Markoff, 

technology 

writer  for  the 

New  York 

rimes:  "I'll  ^^^ 

take  the  $184  ahead  of 


o 


time,  but  I'm  betting  that 
my  cash  machine  will 
live  through  Y2K.  I'm 
whistling  past  the  grave- 
yard. The  thing  that  irri- 
tates me  is  that  I'm  going 
to  be  working  at  mid- 
night [December  31, 
1999].  I'm  on  call  to  see 
if  everything  works." 

Walt  Mossberg,  technol- 
ogy columnist  for  the 
Wall  Street  Journal: 
"I'm  going  to  follow  the 


example  of  Bill 
Gates;  if  he 
|  ^fl    leaves  his 
,    \^r       money  in,  I'm 
going  to  leave  my  money 
in.  $184  wouldn't  be 
enough  to  buy  fish  and 
canned  goods  for  a  sur- 
vival camp." 

Adrian  Woodridge,  West 
Coast  bureau  chief  for 
the  Economist  magazine: 
"I  will  take  out  a  few  hun- 
dred dollars  in  anticipa- 


E 


j: 


tion  of  a  short-term 
problem.  One  thing 
that  worries  me,  though, 
is  that  all  across  Asia 
countries  have  been 
scaling  back  on 
their  prepara- 
tion because  of 
a  lack  of  funds 
and  because  all  of  their 
resources  are  diverted  to 
more  immediate  prob- 
lems. They  haven't  had 
time  to  think  about  it." 

—  Rodes  Fishburne 


!| 
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ViewStation 

J  What  you  use  it  for  is  your  business 


Limited  time  offer! 

Trade  in  your  old  videoconferencing  system, 

eliminate  your  costly  service  contract. 

And,  receive  a  state  of  the  art  system, 

ViewStation  MP,  at  a  substantial  discount. 

Call  today  for  details  and  a 
participating  reseller  nearest  you. 

Offer  expires  3/31/99. 
le  restrictions  apply. 


Polycom®  ViewStation™  videoconferencing... 
Powerful  Communication. 

Need  to  close  that  deal  before  your  competition  does?  Like  to  make 
a  remote  branch  office  feel  less  remote?  Or  perhaps  you'd  simply 
like  to  up  those  status  meetings  with  your  favorite  customers  to  every 
week.  Of  course,  nothing  is  as  effective  as  face  time.  Providing  you 
have  the  time  to  travel.  But  when  you  can't  leave  the  office,  there's 
ViewStation  by  Polycom.  Videoconferencing  with  ViewStation  takes 
you  across  the  world  and  back,  all  before  lunch. 

With  ViewStation,  the  world's  #1  selling*  group  videoconferencing 
system,  your  point  is  always  easily  delivered,  loud  and  clear. 
Priced  at  less  than  $6000  and  packed  with  more  performance  and 
features  than  other  systems  selling  at  prices  significantly  higher, 
ViewStation  is  your  hands-down  choice  to  make  what  you  say  mean 
more.  Discover  for  yourself  just  how  far  ViewStation  can  take  you, 
without  you  ever  having  to  leave  the  office. 

Call  today  to  arrange  for  your  personal, 

free  ViewStation  demonstration. 

1-800-262-1212  or  vsrww.polycom.com 

Easy,  hassle-free  four-way  videoconferencing  is  now  a  reality! 

Ask  about  ViewStation™  MP,  the  newest  addition  to 

our  ViewStation  family  of  products. 


POLYCOM 

hdvanced  Teleconferencing  Solutions 


"""POLYCOM 


•Based  on  unils  shipped  lor  3  month  period  ending  6/30/98   Source  7/27/98  TekSpan  Polycom®  ond 

me  Polycom  logo  design  are  registered  trademarks  and  ViewStation™  is  a  trademark  of  Polycom,  Inc 

©1998  Polycom,  Inc  All  rights  reserved. 
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IN  WHAT  AND  Wl 


GORDON     BELL 

Former  vice  president  of  research  and  development  for  Digi- 
tal Equipment... known  as  the  father  of  the  minicomputer... for 
the  past  15  years  advised  or  invested  in  nearly  60  startups  with 
a  batting  average,  he  says,  of  about  .550. 
WHAT:  Invested  $50,000  in  IQ.commerce,  a  Saratoga,  California- 
based  maker  of  Internet  software  that  helps 
companies  target  customers.  Potential  cus- 
tomers are  portal  sites,  computer  manufac- 
turers, and  online  merchants. 
WHY:  "The  reason  I  invest  is  the  psychic 
reward  in  seeing  a  company  and  product  cat- 
egory grow  into  existence,"  says  Bell.  "So  I  usu- 
ally only  invest  if  there's  something  unique." 
He  sees  IQ's  coupon  system  as  a  possible  future 
for  digital  money.  "In  essence,  I  only  like  hard  projects  that  push 
the  limit  and  that  others  would  not  easily  fund." 

KEVIN     KIMBERLIN 

Chairman  of  New  York  investment  firm  Spencer  Trask  &  Com- 
pany... founding  angel  behind  Ciena,  the  largest  IPO  in  tech- 
nology history. 

WHAT:  Invested  $2  million  in  Lisle,  Illinois-based  Mercantec, 
maker  of  an  easy-to-install  software  that  enables  companies  to 
become  online  retailers. 


WHY:  Kimberlin  likes  the  CEO,  Andy  Parker,  formerly  of  il 
glass,  calling  him  a  "dynamic,  experienced  online  businj 
man."  He  also'  likes  Mercantec's  strategy,  which  targets  or 
retailers  and  Internet  service  providers  that  host  storefnl 
type  Web  sites.  "This  is  the  most  inexpensive 
of  putting  anybody  in  online  business.  You  ca 
up  and  running  a  business  this  afternoon,"  ;| 
Kimberlin.  "It's  the  ultimate  American  drear 
allows  everyone  to  be  in  business  for  themselv| 

JULIE     CON  STANTI  N 

Worked  for  five  years  at  Phoenix  Growth  Capital,  a  ventil 
leasing  firm  in  San  Rafael,  California... she  and  her  husbJ 
made  a  mint  when  they  sold  their  telecommunications  start| 
PFI,  to  Brooks  Fiber  (later  sold  to  WorldCom). 
WHAT:  Invested  $100,000  in  Tripwire  Security  System! 
Portland,  Oregon-based  startup.  The  company  distribvj 
free  intrusion  detection  software  to  businesses 
and  is  now  attempting  to  make  money  by  con- 
verting its  loyal  customer  base  to  a  loyal,  pay- 
ing customer  base. 

WHY:  The  software  is  very  popular  with 
a  number  of  America's  largest  corporations  and  with 
government  sector.  — Michelle  ]ef\ 

Know  of  any  interesting  angels?  Email  them  to  ericp@forbesasap.e\ 


SHOW    ME    THE    MON 

Where  does  Yahoo  earn  its  money? 


Touted  as  one  of  the  few  Internet 
companies  making  money,  Yahoo  seems 
to  defy  gravity.  But  in  fact,  some  of  that 
buoyancy  may  be  hot  air:  Most  of  Yahoo's 
celebrated  earnings  have  not  come  from 
selling  goods  and  services. 

In  the  third  quarter  of  1998,  Yahoo 
reported  earnings  of  $16.6  million  (15 
cents  per  share),  of  which  an  astounding 
$5.2  million  —  or  31%  —  came  from  the 
interest  generated  from  the  company's 
cash  holdings  of  $430  million.  For  fiscal 
years  1997  and  1998,  Yahoo's  interest 
income  accounted  for  nearly  40%  of  the 
bottom  line.  Analysts  project  that  inter- 

:  make  up  about  a  third  of  this 
risi  r's  earnings  as  well. 

seems  like  a  lot,  it  should. 
Comj  his  with  other  portals  such 


YAHOO!  Lots  of  Interest  Income 


as  Excite,  which  regularly  reports  an 
interest  loss. 

Yahoo's  high  inter- 
est income  is  also 
unusual  compared 
to  other  technology 
companies.  Micro- 
soft's interest  income 
represents  only  about 
15.5%  of  its  earnings, 
Cisco's  just  12.5%. 

Where  else  does 
Yahoo  generate  earn- 
ings? Banner  ads.  Seventy-four  percent 
of  its  1998  third-quarter  revenues  ($53.6 
million)  came  from  banner  ads.  Of  this, 
a  little  less  than  10%  was  barter  ads, 
which  translates  into  no  cash  profits  for 
the  company.  Another  8%  of  banner  ads 
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was  bought  by  Softbank.  And  SoftbanlJ 
paid  $240  million  for  a  30%  stake  in 
Yahoo  (one  reason  the  company  has  s<| 
much  cash).  So,  in  some  sense,  Yahoo 
selling  ads  to  itself. 

Yahoo's  third  major  cas  I 
source,  accounting  for  269(1 
of  its  third-quarter  rev- 
enues, came  from  commer| 
partnerships  —  for  example 
its  deal  with  E-Trade  to 
direct  traffic  to  the  online 
broker's  Web  site.  But  such  | 
commerce  partnerships 
typically  include  substantia  I 
banner  ad  campaigns. 
None  of  this  is  to  suggest  that  Yaho 
profits  are  tainted. ..only  that  folks  wh(| 
invest  in  a  company  solely  on  the 
strength  of  its  reputation  should  take 
a  closer  look. 
—  David  Rayma 
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Transitions 


Jusiness  Solutions  for  Energy  Providers 
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Need  to  Win  in 
the  Energy  Market 

ConneXt^  TransaXions""  supports 
the  business  processes  that  energy 
service  providers  rely  on  to  win  in 
the  competitive  energy  marketplace. 

Whether  you  need: 

•  front-office  functions  like  marketing, 
sales  and  customer  service 
•  middle-office  support  for  scheduling 
and  analyzing  usage  or 
back-office  bill  processing  and 
contract  administration 

the  TransaXions  suite  of  integrated, 

Internet-enabled  software  solutions 

provides  you  the  edge.  Run  these 

software  solutions  yourself  or  look 

to  us  for  the  results  you  need  via 

our  TransaXions  service  bureau. 


With  ConneXt  TransaXions,  design 
your  commodity  offer,  deliver  it,  bill 
for  it,  and  provide  the  value-added  services 
your  customers  want.  You  furnish  the  ideas. 
ConneXt  will  supply  the  tools. 

Start  winning  today  by  visiting  our  web  site 
or  giving  us  a  call. 

Marketing  Transitions 

Campaigns  and  Customer  Service 


Billing  Transactions 

Bill  Calculation,  Printing,  and  Mailing 

Meter  Transitions m 


Data  Gathering  and  Warehousing 


Energy  Transitions 


Retail  Commodity  Management 


Customer  Transactions 

Bill  Summary,  Audit,  and  Payment 

©  1998  ConneXt,  Inc.  All  rights  reserved.  ConneXt  is  a  registered  trademark  and 
TransaXions  is  a  trademark  of  ConneXt,  Inc. 


OONNm 

Connecting  Energy  Providers  to  Customers 

1-800-706-1976 
www.connext.com 
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A  Toast  to 


Toasters 


A  new  breed  of  companies 

is  betting  that  computers  will 
become  more  like  appliances. 


By  Geoff  Baum 


What  does  your  kitchen  look  like?  It 
probably  looks  a  lot  like  mine,  filled  with 
appliances  designed  to  perform  specific 
tasks.  The  toaster  toasts  bread;  the  refrig- 
erator keeps  food  cold;  the  can  opener 
opens  cans. 

Could  this  same  appliance  model  work 
in  the  computing  industry?  A  new  breed 
of  companies  with  names  like  Network 
Appliance,  CacheFlow,  and  Whistle 
Communications  thinks  it  can.  Just  like 
the  kitchen  appliance  makers  of  yester- 
year, these  startups  design  machines  to  per- 
form specific  business  tasks  better  than  gen- 
eral-purpose devices.  These  appliances 
don't  have  the  flexibility  of,  say,  a  Sun 
Microsystems  server,  but  if  you're  using 
them  for  dedicated  tasks,  they  can  increase 
systemwide  performance,  reduce  complex- 
ity, and  simplify  maintenance. 

The  appliance  idea  isn't  new.  In  the  mid- 
'80s  Cisco  Systems  developed  a  specialized 
device,  the  router,  that  off-loaded  the  packet- 
routing  burden  from  general-purpose 
servers.  Cisco's  router  improved  networking 
speed,  and  corporate  customers  couldn't 
get  enough  of  it.  Today  the  networking 
giant  is  worth  more  than  $140  billion. 

In  many  ways  Network  Appliance  is  fol- 
lowing in  Cisco's  footsteps.  The  Santa  Clara, 
California-based  firm  received  initial  fund- 
ing from  the  same  legendary  venture  cap- 
italist who  financed  Cisco:  Sequoia  Capital's 
Don  Valentine.  And  the  company  serves 
ja  huge  existing  market  that,  like  packet 
Touting  a  decade  before,  is  being  handled 
dy  by  the  general-purpose  servers 
from  Sun,  Silicon  Graphics,  Hewlett-Packard, 
Compaq,  and  Dell.  NetApp  filers  do  one 
thing:  They  move  data  at  high  speeds  from 
the  network  to  the  individual  hard  drive, 
with  little  or  no  maintenance  required. 
Customers  use  NetApp  products  to  make 
Jarge  amounts  of  data  accessible  over  net- 
works. To  do  this,  the  firm  designed  an 
'operating  syst<  m,  custom  filing  software, 
nd  cu;  hardware  that  cuts  ou 


the  unnecessary  complexity  of  competing 
general-purpose  devices. 

The  company's  financial  performance 
has  been  impressive.  In  the  second  quarter 
of  fiscal  year  1999,  revenues  grew  71%  from 
the  previous  year  to  more  than  $65  mil- 
ion.  Profits  also  grew  by  71%  during 
the  same  period,  reaching  $8.4  mil- 
lion. Large  corporations  such 
as  Boeing,  3Com,  and  Nations- 
Bank are  customers.  Merrill 
Lynch's  Steven  Milunovich  rates  the 
company  "a  buy"  and  calls  it  "the  next 
major  computer  company" 

Privately  held  CacheFlow  has  a  similar 
strategy.  That  should  not  come  as  a 
surprise  since  the  Sunnyvale,  California- 
based  company  was  started  by 
Michael  Malcolm,  one  of  Net- 
work Appliance's  original 
founders.  CacheFlow's 
machines  are  designed 
specifically  to  speed 
the  download  of  Web 
pages  to  users.  Like 
Network  Appliance's 
filer,  the  operating 
system    developed 
by  Malcolm  and  his 
team  uses  special- 
ized software  that 
avoids  many  fea- 
tures  found   in 
general-purpose 
machines.  CacheFlow 
has  several  large  customers,  including 
Pacific  Bell,  Hughes  Network  Systems, 
and  Adaptec. 

Other  appliance  vendors  are  focusing 
on  the  much-neglected  small-business 
market.  Whistle  Communications,  a  ven- 
ture-backed startup  based  in  Foster  City, 
California,  makes  a  specialized,  easy-to- 
maintain  server,  the  Interjet,  that  provides 
small  businesses  with  security,  routing  and 
email  capabilities,  secure  remote  access, 
and  a  Web  server,  all  in  one  shoe-box-sized 


machine.  The  Interjet  can't  be  used 
general-purpose  computing,  but  that's  r 
what  most  small  businesses  need.  TH| 
have  PCs  for  that.  Small  companies  n 
a  machine  that  can  give  them  email  ca] 
bilities  and  a  Web  presence  without  reqi 
ing  an  army  of  IS  workers  to  maintain 
site.  Other  startups  like  Encanto  Netwo: 
and  Cobalt  Networks  are  competing 
Whisde's  space,  and  the  company  also  r 
to  outmaneuver  bigger  players  with  mi 
marketing  dollars  (Intel  recendy  announ 
its  entry  into  the  small-business  appli; 
market).  But  Dataquest  analyst  James  Stat 
is  impressed  with  the  company's  eai 
progress.  Says  Staten, " Whisde  has  the  b 
business  model,  ease  of  use,  and  was  t 
first  company  to  get  its  machi 
on  the  market." 
i     ;/  The  appliance  rrn 

^\^/\^  ket  is  only  now  getti 
started,  and  as  compi 
ing  gets  more  compi 
and  data  demands  i 
crease  exponenti 
expect  to  see  new  e 
tries  in  the  field,  ea 
focusing  on  its  ov 
specific  slice 
computing.  L< 
last  year  Si 
and  Oracle  a 
nounced  a  joi 
project  to  deveh 
a  specially  desigm 
heavy-duty  database  device,  lending  adc 
tional  validity  to  the  appliance  concej 
How  large  is  the  overall  opportunity  f 
appliance  servers?  Staten  thinks  the  ma 
ket  will  grow  from  $2  billion  in  1998 
more  than  $16  billion  by  2002.  That's  b 
enough  to  make  early  investors  in  Netwo 
Appliance,  CacheFlow,  and  Whistle  vei 
very  rich. 


Geoff  Baum  is  a  cofounder  of  garage.com,  a  high  h 
capital  firm  that  specializes  in  startup  finance.  He  m 
hold  financial  positions  in  companies  listed. 
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From  Europe  and  Asia  to 
the  US,  leading  industry  publications 
have  honored  CTX  products  with 
top  awards  for  performance  and 
value.  And  with  ISO-9002  certified 
manufacturing  plants  and  leading- 
edge  R&D  facilities,  CTX  continues 
to  deliver  precision-crafted  high 
technology  to  the  world. 


CTX  International,  IncS 
Manufacturers  of  quality 
CRT  monitors,  LCD 
displays,  notebooks 
and  desktop  systems. 


800-888-9052 
www.ctxintl.com 


EMC 

The  Entarprise  Storage  Company  To  make  the  acquisition  of  your  largest  competitor  work  successfully,  \ 
amounts  of  diverse  information  must  be  consolidated  without  disrupting  daily  busint 
EMC  Enterprise  Storage"  makes  this  a  reality.  And  with  EMC's  Enterprise  Storage  Network  (E 


Protect,  manage,  and  share 

information  in  a  way 

that  enables  you  to  acquire 

your  largest  competitor. 


THE 

EMC 

EFFECT 


<u  can  enhance  data  access,  boost  network  performance,  and  automate  storage  management.  Just 
ime  of  the  many  reasons  over  90  of  the  FORTUNE**  100  companies  are  our  customers.  To  put 
lie  EMC  Effect"  to  work  for  you,  reach  us  at  www.EMC.com/target  or  1-800-424-EMC2,  ext.  700. 
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Global  Growth  For  Iowa-Base 
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ALLIANT  ENERGY 


An  ultramodern  research  cai 
fuels  the  global  plant  gen 
engine  of  Pioneer  Hi-) 
International,  Inc.  Here,  ir 
heart  of  Iowa,  more  than 
Ph.D.s  advance  the  cutting- 
research  of  the  world's  lea 
integrator  of  seed  gei 
technologies. 

Iowa  provides  the  pe:< 
environment  for  this  technol 
intensive  enterprise.  "Io' 
quality  of  life,  world-class  ec 
tional  system  and  state  sup 
for  biotech  and  value-ac 
agriculture  all  contribute  to 
success  around  the  globe," 
CEO  Charles  Johnson.  To  1 
how  your  business  can  profit  1 
Iowa's  location  advantages, 
1-800-245-IOWA  or  e-r 
SmartState@ided.  state,  ia 

iowA 

THE  SMART  STATE  FOR  BUSINE: 

www.smart.state.ia.us 
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'Why  would  a  smart  student  enroll  in  an  online  college? 

By  David  h.  How  about  convenience, 

Freedman      high-quality  information, 

and  low  cost? 


The  Professor  Is  In  Baker  College  teacher  Jill-Marie  Bauer  can  run  her  online  English  composition  class  from  her  living  room,  while 
keeping  an  eye  on  her  three  children.  Her  students  could  be  anywhere  as  well.  Below:  Bauer  on  campus  with  two  of  her  online  students. 


I 


t's  easy  to  miss  the  main  campus  of 
Baker  College,  embedded  as  it  is  in  a 
fast-food  and  gas-station-crammed 
commercial  strip,  right  alongside  a 
vast  discount  car-parts  emporium. 
Part  of  the  problem  is  that  the  col- 
lege's signage  fits  in  a  little  too  well.  No 
weathered  bronze  plaque  mounted  on 
stone  pillars  for  Baker;  it  gets  by  with  an 
internally  illuminated,  ground-mounted 
marquee  displaying  the  sort  of  simple- 
but-slick  logo  that  PepsiCo  would  use  if 
it  added  a  chain  of  universities  to  its  port- 
folio. The  campus  comprises  squat,  fea- 
tureless brick  buildings  and  a  neat  row  of 
shacklike  structures. 


Okay,  so  nobody  would  mistake  Baker 
for  Princeton.  Baker's  students  don't  care. 
In  fact,  a  growing  percentage  of  them 
have  never  actually 
seen  the  campus. 
That's  because  Baker 
is  busily  transform- 
ing itself,  at  least  in 
part,  into  an  entity 
that  old  fogies  who 
graduated  from 
college  way  back  in, 
say,  1995,  wouldn't 
recognize.  Baker  is  going  virtual. 

To  be  sure,  no  one's  going  to  swap  a 
shot  at  Harvard  for  a  15-inch  classroom 


anytime  soon.  But  Baker,  along  with  a 
growing  cadre  of  other  schools  that  run 
themselves  more  like  corporations  than 
ivory-towered  insti- 
tutions, is  eyeing  an 
expanding  new  mar- 
ket: people  who  want 
the  same  thing  from 
college  that  Ama- 
zon.com customers 
want  from  buying 
books  —  convenience, 
speed,  high-quality 
information,  and  low  cost. 

Can  online  schools  possibly  provide 
anything  to  equal  a  conventional  college 
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education?  That  actually  may  be  the 
wrong  question.  Instead,  ask:  Can  they 
provide  something  better? 

The  concept  of  "distance  learning"  — 
that  is,  of  taking  courses  administered  by 
schools  and  teachers  who  aren't  physically 
near  the  student  —  is  as  old  as  corre- 
spondence courses.  But  the  Uni- 
versity of  Phoenix  added  a  cru- 
cial new  twist  in  1989  when  it 
began  offering  MBAs  via  the 
Internet.  The  University  of 
Phoenix  is  a  private,  for-profit 
corporation  that  operates  some 
52  "campuses"  —  often  no  more 
than  5  to  10  classrooms  — 
throughout  the  United  States. 
Today,  Phoenix  remains  one  of 
the  most  successful  purveyors  of 
Internet-based  degrees,  with 
some  5,200  online  students. 

But  other  for-profit  corpora- 
tions are  now  getting  into  the 
business,  including  Sylvan  Learn- 
ing Systems  and  San  Francisco- 
based  startup  DigitalThink.  So 
too  are  a  range  of  established 
public  and  private  colleges  and 
universities.  For  example,  more 
than  1 00  public  and  private  insti- 
tutions in  California  offer  at  least 
some  courses  online.  Among 
top-notch  institutions,  Duke  Uni- 
versity and  —  not  surprisingly, 
given  its  Silicon  Valley  ties  — 
Stanford  University  are  leading 
the  virtual-education  charge. 

Yet,  for  all  this  flurry  of  activity,  there's 
a  sense  that  the  market  is  inherently  lim- 
ited. In  the  case  of  the  University  of 
Phoenix,  the  online  students  are  older  (in 
fact,  they  must  be  at  least  23  to  even 
enroll)  and  typically  work  full-time  — 
about  60%  of  Phoenix's  students  have 
their  $25,000  MBA  costs  fully  or  partly 
reimbursed  by  their  employers.  Thus,  the 
program  largely  attracts  people  who 
wouldn't  be  conventional  college  candi- 
dates anyway. 

And  the  traditional  universities  that 
offer  online  courses  seem  to  do  so  half- 
heartedly—  more  to  get  their  feet  wet 


than  to  change  the  way  they  teach. 
Although  Duke  is  a  leader  in  the  online 
education  field,  it  charges  about  70% 
more  for  its  online  MBA  than  for  the  same 
degree  earned  the  old  way,  hardly  the  cor- 
nerstone of  an  aggressive  expansion  plan. 
"A  lot  of  schools  have  been  trying  to  get 


Classroom  of  the  Future?  Besides  offering  online 
courses,  Baker  also  allows  students  at  different  campuses 
to  sit  in  on  interactive  videoconference  classes. 


online  programs  through  their  faculty 
councils  for  three  years,  and  all  they  ever 
do  is  get  ready  to  get  ready,"  says  Robert 
W.  Tucker,  head  of  Phoenix-based 
research  assessment  firm  InterEd.  "Then 
they  end  up  trying  to  shoehorn  a  tradi- 
tional classroom  into  a  virtual  one." 

Baker  College  is  different.  The  main 
campus  is  on  the  dreary  outskirts  of  Flint, 
Michigan,  a  tired  automobile  manufac- 
turing town  that  has  seen  the  number  of 
jobs  offered  by  General  Motors  alone 
dwindle  from  some  77,000  in  1978  to 
fewer  than  33,000  today.  But  Baker  is 
nothing  if  not  optimistic.  The  broad  road 


leading  onto  campus  is  proclaimed! 
Opportunity  Avenue.  As  if  to  live  up  to  | 
that  implied  promise,  parts  of  the 
campus  are  clogged  with  construction  i 
equipment,  concrete  foundations,  and  , 
staked-out  plots. 

Edward  Kurtz  has  been  Baker's  CEO 
since  1968,  when  he  was  26  and 
the  school  was  six  rooms  over  a 
paint  store  in  downtown  Flint. 
Back  then,  teachers  regularly  let 
students  run  downstairs  and  feed 
the  parking  meters.  In  those 
days,  Baker  was  dedicated  to 
training  secretaries  for  the  auto 
industry.  But  Kurtz  was  quick  to 
broaden  the  school's  mission, 
and  the  college  was  soon  adding 
more  courses  and  programs, 
recruiting  students  through  high 
schools,  constructing  new  facil- 
ities, and  converting  Baker  to 
nonprofit  status  to  boost  credi- 
bility and  make  its  students 
eligible  for  state  and  federal  aid. 
Now  some  5,000  students  attend 
the  Flint  campus,  and  another 
11,000  students  attend  Baker's 
other  nine  campuses  around 
the  state. 

Though  some  28%  of  Baker's 
students  graduate  with  bachelor's 
degrees,  Kurtz,  a  hearty  Burl  Ives 
type  who  is  now  55,  has  kept 
Baker  focused  on  careers,  espe- 
cially in  health  care,  technical 
fields,  and  business  management. 
"We're  less  concerned  with  making  you  a 
well-rounded  individual  than  we  are  with 
making  sure  you  get  a  good  job  and  do 
well  at  it,"  he  says.  That  pragmatism  is 
reflected  in  Baker's  financials:  Over  the 
past  five  years,  the  school's  revenues  and 
net  assets  have  increased  at  an  average  of 
about  15%  a  year,  to  $55  million  and  $70 
million.  Such  growth  is  impressive  given 
that  it  has  been  achieved  despite  a  com- 
plete absence  of  state  or  federal  fund- 
ing—  even  any  fund-raising.  To  control 
costs,  Baker  relies  heavily  on  part-time 
instructors  still  employed  in  the  field  in 
which  they  teach.  Kurtz  holds  adminis- 


Traditional  universities  seem  to  be  offering  online  courses  half- 
heartedly. Duke  charges  more  for  its  online  MBA  than  for  the  same 
degree  earned  the  old  way,  hardly  an  aggressive  expansion  plan. 
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trative  expenses  down  by,  among  other 
things,  stuffing  his  and  his  minimal  staff's 
offices  into  a  tiny  former  print  shop. 

But  a  tour  of  the  Flint  campus,  drab 
as  the  buildings  may  be  on  the  outside, 
shows  little  sign  of  penny-pinching.  The 
broad,  handsomely  carpeted  and  wood- 
trimmed  hallways,  pristine  classrooms  — 
some  equipped  with 
rows  of  state-of-the-art 
computers  —  and  well- 
appointed  library,  gym, 
and  student  center,  com- 
pare favorably  in  many 
ways  with  the  facilities  of 
the  Midwestern  school  I 
attended.  The  difference 
is  that  at  my  alma  mater, 
tuition  is  now  $23,000  a 
year.  At  Baker  it  is  less 
than  $5,300,  and  enter- 
ing freshmen  get  half 
off  if  they  earned  a  3.5 
grade  point  average  in 
high  school. 

Kurtz  also  has  recog- 
nized, however,  that  no 
matter  how  inviting  and 
well  equipped  a  class- 
room is,  a  growing  num- 
ber of  students  would  just  as  soon  skip 
the  physical  niceties  and  take  college  as  a 
pure  transfer  of  information.  "The  key  to 
the  success  of  the  college  of  the  future 
isn't  product,"  says  Kurtz.  "It's  delivery." 
And  that's  why  Baker's  13th  and  fastest- 
growing  campus,  founded  in  1994  and 
now  claiming  more  than  2,400  students, 
is  in  cyberspace. 

No  Time  to  Waste 

Kevin  Leffler  is  stooped  over,  totter- 
ing slowly  across  the  classroom.  "You're 
not  going  to  mess  with  my  benefits,"  he 
shrieks,  in  a  quavering,  high-pitched 
voice,  waving  an  imaginary  cane.  The 
class  laughs  at  Leffler's  imitation  of  a 
senior  citizen  heading  to  the  voting 
booth.  Then  Leffler  stands  up  straight  — 
he  looks  like  a  leaner  Chevy  Chase,  hand- 
some in  a  slightly  goofy  way — and 
addresses  the  class  in  his  natural  voice, 


which  is  deep,  resonant,  and  friendly. 
"When  do  you  vote?"  he  asks. 

"When  I  have  time,"  calls  out  a  student. 

"If  it's  sunny,"  says  another. 

"Is  it  free?"  yells  a  third. 

The  class  is  Human  Resource  Man- 
agement, and  Leffler  has  made  his  point: 
The  young  will  be  burdened  by  a  dys- 


Best  of  Both  Worlds 

Even  online  students 
sometimes  hang  out  at 
Baker's  student  union. 
Right:  Baker  faculty  member 
Bart  Daig  responds  to 
a  student's  question. 


functional  Social  Security  system  as  long 
as  the  elderly  continue  to  vote  more  dili- 
gently than  younger  citizens.  In  this  fash- 
ion, Leffler  has  kept  his  students  more  or 
less  riveted  for  nearly  an  hour,  guiding 
them  through  heated,  comical,  and  some- 
times even  touching  discussions  of  vari- 
ous types  of  discrimination. 

Could  an  online  course  possibly  com- 
pete with  this?  Actually,  the  question  isn't 
hard  to  tackle  since  Baker  happens  to 
offer  the  same  course  online.  Baker's 
online  courses  are  similar  to  the  format 
pioneered  by  the  University  of  Phoenix. 
Essentially,  the  instructor  and  about  a 
dozen  students  use  groupware  and  an 
Internet  connection  to  swap  email  notes 
that  are  broadcast  to  the  entire  class,  with 
the  option  of  sending  private  notes.  I  am 
"present"  for  the  first  day  of  the  class, 
which  means  that  I  receive  instructor  Bart 
Daig's  syllabus  and  welcome  message.  His 


note  includes  a  folksy  little  bio  in  which] 
we  learn,  among  other  things,  that  Daigl 
j*rew  up  in  the  nearby  town  of  FentonJ 
lifts  weights  and  hunts,  and  has  a  beau- 
tiful wife  who  treats  their  dog  like  a  child.i 
Daig  also  tacks  on  an  assignment:  to  turn] 
in  a  biography  within  two  days  to  share 
with  the  class.  His  message  is  sent  out  at 
6:16  a.m. 

The  first  response  comes  in  at  7:03l 
a.m.,  and  the  rest  drift  in  throughout! 
the  day:  from  a  20-year-old  second! 
assistant  manager  at  McDonald's  who! 
lives  with  his  mother,  an  insurance! 
supervisor  who  likes  to  fish,  a  recent] 
high  school  gradu- 
ate looking  forward! 
to  leaving  the  stateJ 
Most  of  the  respon- 
dents also  take  thej 
time  to  offer  bits  ot 
congratulations  and] 
encouragement  to! 
others.  Daig  makes! 
a  point  of  saying! 
something  upbeat 
to  everyone.  It  is  as] 
if  I've  signed  on  to! 
a  support  group! 
chat  room. 
But  there  isn't  much  time  to  waste. 
Like  most  online  courses,  this  one  will] 
squeeze  into  six  weeks  the  same  mater-] 
ial  covered  in  a  10-week  "on  ground"  (or! 
on-campus)  course.  That  evening  Daig] 
sends  out  the  first  "lecture"  —  an  infor- 
mal, untextbook-like  spiel  that  touches! 
on  some  of  the  problems  that  face  today's] 
human  resource  managers,  including] 
employee  turnover  and  workers  dealing] 
with  overseas  assignments  —  along  with] 
discussion  questions.  Soon  students  arej 
responding  to  the  questions,  often  illus-l 
trated  with  experiences  from  their  own  I 
jobs.  One  student,  for  example,  notes  thai  I 
absenteeism  dropped  dramatically  at  heil 
employer  when  the  company  offered  a 
$75  bonus  for  perfect  weekly  attendance. 
Another  opines  that  large  child-supporl 
debts  force  some  workers  into  excessive  | 
overtime  and  demoralization.  Both  per- 
sonal and  classwork- related  comments  —  I 


No  matter  how  inviting  and  well  equipped  a  classroom  is,  a  rapidlj| 
growing  number  of  students  would  just  as  soon  skip  the  physica 
niceties  and  take  college  as  a  pure  transfer  of  information 
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usually  in  separate  notes  —  fly  back  and 
forth.  The  last  note  of  the  day  comes  in 
shortly  before  midnight,  and  things  are 
rolling  again  by  6:30  the  next  morning. 

As  I  follow  the  course  for  the  next 
few  days,  I  am  struck  by  how  interactive, 
emotionally  charged,  and  generally 
insightful  the  discussions  are.  When 
he  isn't  dishing  out  assign- 
ments, discussion  questions, 
and  lectures,  Daig  is  mostly 
a  bit  player,  stepping  in  with 
a  provocative  comment  here 
("What  could  companies  do 
about  this?")  or  an  academic 
reminder  there  ("Grammar 
is  important  with  assign- 
ments"). All  the  students  par- 
ticipate. They  have  to;  their 
grades  are  largely  based  on 
their  contributions  to  the  dis- 
cussions, and  any  day  they 
don't  provide  a  substantive  comment  — 
including  weekends  —  is  counted  as 
an  "absence,"  though  two  absences  a  week 
are  acceptable.  The  fact  is,  though,  none 
of  the  students  sends  email  as  if  he  or  she 
were  merely  going  through  the  motions 
of  logging  on. 

This  emphasis  on  participation  in  dis- 
cussion is  the  biggest  difference  between 
online  and  on-ground  classes,  says  Jill- 
Marie  Bauer,  who  teaches  writing  for 
Baker  in  both  environments.  "On-ground 
it's  easy  for  a  student  to  sit  in  the  back- 
ground all  week,  then  cram  the  work  into 
a  weekend  and  still  do  all  right,"  she  says. 
On  the  other  hand,  says  Bauer  "if  you 
don't  participate  online,  you  almost  don't 
exist."  She  has  found  that  1  or  2  students 
out  of  a  typical  online  class  of  15  will 
prove  unable  or  unwilling  to  keep  up  with 
the  email  discussions  and  drop  out. 

So  which  version  do  students  get  more 
out  of,  online  or  on-ground?  Baker  often 
gives  the  same  tests  to  its  online  and  on- 
ground  students,  and  based  on  anecdotal 
information,  the  online  students  tend  to 
do  a  little  better — though  that  may  have 
more  to  do  with  the  fact  that  online  stu- 
dents are  typically  older  and  thus  more 
motivated  and  disciplined.  To  find  out 


more,  I  hang  out  at  the  student  center 
early  one  evening. 

Cramming  at  a  table  before  his  night 
class  in  accounting  is  Peter  Pellow,  an  ath- 
letic-looking, 25-year-old  with  scraggly 
bangs.  He  just  finished  a  bachelor's  degree 
in  accounting  in  December.  Pellow  tried 
one  online  course  —  history — and  didn't 


Fastest-Growing  Campus  Baker  uses 
the  Internet  not  only  as  a  campus  but  also 
to  attract  students  to  its  10  traditional 
campuses,  all  of  which  are  growing — 
though  not  as  quickly  as  online  enrollment. 

much  care  for  the  experience.  "There  was 
way  less  interaction  between  the  students 
and  the  professor,"  he  says.  "There's  not 
as  much  chance  to  learn  from  the  other 
students,  either." 

I  find  some  dedicated  onliners  in  the 
center  as  well.  Kristy  Bushon,  21,  will 
graduate  in  the  spring  with  a  bachelor's 
degree  in  business  administration,  hav- 
ing taken  the  majority  of  her  classes 
online  —  more  than  20  courses  in  the  past 
two  years.  "I  participate  much  more  in 
online  discussions  than  I  do  in  regular 


classes,"  she  says.  "It's  great  for  people  who 
are  shy.  People  don't  know  who  you  are, 
50  you  can  really  let  them  know  what's  on 
your  mind." 

Across  the  campus  in  one  of  Baker's 
dorms,  22-year-old  Jennifer  Ignash  proudly 
shows  off  her  brand-new,  333-megahertz 
Gateway  PC,  which  she  purchased  for 
$1,300,  to  take  online  courses 
in  history,  art,  and  architec- 
ture. As  far  as  Ignash  is  con- 
cerned, learning  online  and 
living  in  a  dorm  is  the  best  of 
both  worlds.  "I  get  to  study 
here  in  my  home  on  my  own 
time,"  she  says,  "but  if  I  need 
something,  people  are  right 
next  door."  After  graduating 
this  summer  with  a  bachelor's 
degree  in  business  administra- 
tion, she  hopes  to  work  at  a 
Disneyworld  hotel  while  earn- 
ing a  Baker  MBA  online. 

It's  just  this  sort  of  mixing  and  match- 
ing of  the  traditional  college  experience  . 
with  the  online  one  that  makes  Baker  1 
stand  out,  at  least  in  Michigan.  But  Baker's 
marketing  vice  president,  Michael  Boedy, 
concedes  that  to  maintain  the  online  cam- 
pus's growth  rate  of  more  than  60%  a 
year,  the  school  will  have  to  focus  increas- 
ingly on  a  national  market  of  students 
who  experience  Baker  only  online. 
Already,  20%  of  Baker's  online  students 
live  outside  Michigan.  That  percentage  is 
likely  to  grow  as  Baker  steps  up  its  adver- 
tising—  the  school  is  now  spending  about 
1 1%  of  its  gross  revenues  on  marketing. 
It  may  be  hard  to  imagine  Baker  becom- 
ing a  leading  national  institution.  But 
Baker  could  become  a  role  model  for 
other  smaller,  innovative  schools,  per- 
haps allowing  them  to  encroach  on  the 
market  share  of  the  better-known,  tradi- 
tional colleges  and  universities,  ultimately 
forcing  these  venerable  institutions  to 
establish  their  presence  online  in  a 
serious  way. 

This  suggests  an  interesting  question 
for  a  gambling  pool:  What  percentage  of 
Harvard's  class  of  2018  won't  know  what 
ivy  looks  like?  ■ 


To  maintain  its  growth  rate  of  more  than  60%  a  year,  Baker  will- 
have  to  focus  on  students  who  experience  the  school  purely  online. | 
Already,  20%  of  the  online  students  live  outside  Michigan. 
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Iron  Age,  1945-Today  P.43  The  complete. 

concise  history  of  the  supercomputer. 


National  Laboratory,  birthplace  of  the  atomic  bomb 
and  home  to  the  world's  most  powerful  computer. 


Remember  mainframe  computers?  For  30 
years  they  dominated  technological  life  —  and 
society's  imagination.  From  Desk  Set  to  2001: 
A  Space  Odyssey,  the  giant  computer  served  as 
a  metaphor  for  all  that  was  empowering  —  and 
forbidding  —  in  the  digital  revolution.  Main- 
frames, or  what  we  now  call  supercomputers, 
symbolized  the  triumph  of  science  and  statis- 
tics, the  conquest  of  space,  the  search  for  a 

single,  universal  solution  to  every  question. 

Then  they  were  gone,  killed  off  by  two  unkempt  kids  (Jobs 

and  Wozniak)  in  a  Silicon  Valley  garage.  The  Apple  II  appeared 

in  1977... and  the  personal  computer  stole  the  world's  imagina- 
tion. The  ultimate  indignity 

came  in  1981,  when  IBM 

announced  the  PC.  Now 

even  the  quintessential  Big 

Iron  company  had  shackled 

its  future  to  the  desktop 

brats.  Personal  computers 

represented  freedom,  the 

common  man,  democracy. 

No  more  fealty  to  MIS  phar-      Blue  Mountain  P.50  A  journey  to  Los  Alamos 

isees  and  the  mainframe  idol 

they  worshiped.  No  more 

begging  the  accounting  department  for  your  printout.  And  no 

more  $10  million  line  items  in  the  budget  just  because  the 

chief  technologist  said,  "Trust  me,  it's  important." 

PCs  also  stole  the  heart  of  technology  for  another  reason: 

their  connection  to  Moore's  Law.  They  were,  after  all,  little 
more  than  a  microprocessor  in  a  box. 
And  that  meant,  even  as  mainframes 
were  still  handmade  from  giant  spider- 
webs  of  wire  with  tiny  magnetic  rings  at 
their  junctions,  PCs  were,  at  their  heart, 
silicon.  And  that  placed  them  on  a  power 
curve  of  development  unlike  anything 
the  world  had  ever  known.  Every  couple 
of  years  a  new,  more  powerful  personal 
computer  generation  appeared  —  and  it 
wasn't  hard  to  project  this  exponential 

curve  of  microprocessing  and  watch  it  one  day  overtake,  then 

surpass,  the  lazy  incline  of  antediluvian  Big  Iron  development. 

Fortune  seemed  to  smile 

on  personal  computing 

and  turn  her  head  from 

Big  Iron.  The  death 

knell  for  mainframe 

computing  tolled,  or  so 

it  appeared,  in  the 

mid-1980s.  IBM,  always 

the  gold  standard  for 

computing,  shockingly 

found  itself  in  deep 

financial  distress  —  ^.^  para|le,  SupercompUters  P  60  How 

being  pulled  under  by  supercomputers  work  (it's  as  easy  as  painting  a  fence) 

its  mainframe  ►  48  and  where  they  are  heading. 

February    22,    1999      FORBES  ASAP     41 


Lusting  After  Rusty  Iron  P  56  Collectingold 
mainframes  is  a  lesson  in  eccentricity. 
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design  was  the  first  to 
use  ferrite-core  mem- 
ory—  which  became  the 


of  the  70 1 ,  the  compre- 
hensively upgraded  704 
added  the  missing 


world  standard  until 
it  was  supplanted  by 
transistors. 

650 

1954  US 
IBM 

This  computer  was  neither 
small  (it  was  the  size  of  a 
medium-size  room)  nor 
inexpensive  ($3,250  a 
month),  but  it  filled 
such  a  crying  need  for 


[BUMm*  processing  system 


American  business  that 
Watsoii  Jr.  ended  up  call- 
ing it  "the  Model  T"of 
computer;,  —  rugged, 
simple,  and  serviceable 
by  the  standards  of  the 
day.  More  than  2,000  were 
finally  rented,  pouring 
profits  into  IBM's  coffers, 
while  the  far  more  glam- 
orous 700  series  drew 
the  paparazzi. 

704 

1954  October  US 
IBM 

To  the  manifest  virtues 


piece  —  speed.  It  was 
anywhere  from  2  to  20 
times  faster  than  its 
older  sibling.  A  powerful 
machine,  the  704  was 
also  the  first  widely  mar- 
keted computer  with 
magnetic  core  memory, 
and  it  was  the  very  first 
to  employ  floating-point 
arithmetic  and  software 
that  approached  the 
concept  of  an  operating 
system.  The  704  made 
IBM  the  proud  provider 
of  a  world-class  scientific 
computer,  and  more 
important,  made  it  clear 
who  was  the  leader  in 
the  rapidly  expanding 
industry. 


Pegasus 

1956  UK 
Ferranti 

Easily  20  years  ahead  of 
its  time,  Pegasus  —  also 
known  as  the  Ferranti 
Packaged  Computer  — 
decreased  mainframe 
construction  costs  by 


using  off-the-shelf  com- 
ponents assembled  into 
small,  easily  built,  and 
easily  replaced  modules. 
This  modular  construc- 
tion became  fundamental 
to  the  entire  mainframe 


industry  and  carried 
forward  into  the  ubiqui- 
tous micros  of  today. 

305  RAMAC 

1956  US 
IBM 

Built  as  a  fast-access 
business  computer  and 
optimized  for  high- 
volume  record  handling, 
the  RAMAC  made  its 
name  from  its  most  out- 
rageous component  — 
the  Random  Access 
Method  of  Accounting 
and  Control.  Otherwise 


known  as  a  hard  disk,  it 
was  invented  at  IBM  San 
Jose  between  1953  and 
1956.  A  five-megabyte 
disk  the  size  of  a  large 
refrigerator  may  have 
seemed  a  tentative  start, 
but  today,  almost  50 
years  later,  your  compu- 
ter still  has  a  hard  disk. 
(For  good  measure,  IBM 
San  Jose  invented  the 
floppy  disk  in  1971.) 

LARC 

1956  US 
Sperry-Rand 
Arguably  the  earliest 
attempt  at  a  supercom- 
puter, LARC— the 


Livermore  Atomic  Energy 
Research  Computer  — 
was  also  the  last  and 
largest  number  grinder 
to  use  decimal  architec- 
ture. Built  by  Sperry- 
Rand,  LARC  pushed  the 
envelope  with  sheer  size 
rather  than  with  techni- 
cal innovation;  it  was 
considered  an  investment 
in  learning  by  its  con- 
structors, who  knew  that 
commercial  customers 


for  such  a  huge  machine 
would  be  scarce. 

SAGE 

1958  July  US 
IBM 

One  of  the  phenomenal 
artifacts  of  the  Cold  War, 
the  Semi-Automatic 
Ground  Environment 
was  nothing  less  than 
a  network  of  linked 
mainframes  to  track 
hostile  aircraft  in  real 
time  and  direct  the  re- 
taliation against  them. 
A  Pentagon-sized  bud- 
get paid  for  54  com- 
puters —  27  hot  systems 
and  27  backups  —  in  27 
huge  but  unobtrusive 
command  centers  scat- 
tered throughout  North 
America. 

As  was  often  true, 
IBM  ended  up  with  a 
better  deal  than  the 
Department  of  Defense. 
The  knowledge  that 
IBM  gained  about  core 
memory,  real-time  con- 
trol, networking,  redun- 
dancy, uptime,  and 
exotic  interfaces  (like 
light  pens)  was  nearly 
priceless.  SAGE  itself,  a 
long-term  project  hob- 
bled by  short-term 
vision,  was  rendered  ob- 
solete by  ballistic  mis- 
siles before  it  was  fully 
deployed  in  1963. 

TX-2 

1958  US 
MIT 

This  roomful  of  tran- 
sistors at  Lincoln  Labs, 
notable  for  its  power, 
was  less  remarkable 
for  what  it  was  than  for 
what  it  did:  run  Sketch- 


pad, Ivan  Sutherland's 
pioneering  interactive 
computer  graphics 
program.  "You  can't 
buy  a  system  today  that 
does  all  the  things 


that  Sketchpad  could," 
Alan  Kay  said  of  it."Fora 
small  number  of  people ... 
[it]  was  like  seeing  a 
glimpse  of  heaven." 

ERMA 

1959  US 
CE/Stanford 
Research  Institute 
Manual  preparation  of 
bank  statements  used 
to  be  one  of  the  most 
labor-intensive  desk 
jobs  in  American  com- 
merce. In  the  mid- 
'50s  Bank  of  America 
considered  their  options: 


They  could  automate,  or 
by  1960  they  could  try 
to  hire  about  a  third  of 
California's  high  school 
graduates. 

Choosing  the  former 
got  them  the  Electronic 
Recording  Method  of 


Accounting— ERri  „|| 
an  innovative  syste'  ' 
designed  by  SRI  ar    , 
mainframes  by  Ge  ' 
Electric.  And  ever «  :,: 
those  odd,  bloc 
bers  have  adorned 
bottom  edge  of  yo 
cancelled  checks.  •  ' 
fa 
7090(709TX) 
1959  November  U 
IBM 

OneoflBM'sbig^ 
and  most  calculat. 
risks,  the  709  Trarl 


1959  IBM  7090  ; 


experimental  repJ 
sented  a  clean  brel 
with  vacuum  tubJ 
favor  of  solid-stall 
As  commercial  sc| 
mainframes,  the  '.| 
and  later  the  7094 
came  artifacts  of  I 
can  culture,  thanin 
their  indelible  as;| 
tion  with  the  spa>J 
gram  at  Cape  Cail 

7030  (STRETCr 
1961  April  US 
IBM 

With  a  name  than 
makes  IBM  lifers 
this  computer  wa  j 
a  stretch  —  a  sup  I 
puter  with  too  m  I 
"super"  concepts  | 
than  promised,  H 
more  expensive  I  j 
estimated,  and  ei 
rassingly  past  de 
the  7030  sold  a  t< 
eight  copies  and 
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ly  Kip  Crosby 


ESI  AC,  ILL  I  AC,  RAM  AC— the  names  sound 
archaic  and  monumental,  like  a  dynastic  line 
pharaohs.  In  their  day,  these  (literally)  giant  computers  represented 
e  zenith  of  postwar  technology,  design,  and  manufacturing — machines 
extraordinary  that  their  power  was  unimaginable.  Now,  a  half  century 
ter.  dwarfed — functionally  if  not  physically  — by  what  followed,  they 
em  as  quaint  as  spinning  wheels.  Yet,  having  left  these  computers 
■hind,  we  at  last  have  gained  perspective  on  their  true  contributions, 
eir  odd  beauty,  and  their  place  as  the  greatest  icons  of  their  age. 


ENIAC 

1945  US 

Moore  School,  University 

of  Pennsylvania 

The  first  practical  elec- 
:  tronic  digital  computer 
Jin  the  United  States, 
BN1  \i  —  the  Electronic 
Numerical  Integrator 
and  Computer  —  was 
built  to  compute  gun- 
nery tables  in  World  War 
II.  Decimal  architecture 
and  a  need  for  tedious 
rewiring  when  program- 
ming imposed  severe 
limits,  but  this  computer 
remains  widely  respected 
as  a  pioneer.  If  nothing 
else,  it  proved  that  calcu- 
lating systems  with 
miles  of  wiring  and 
18,000  vacuum  tubes 
could  be  reliable. 

Mark  I 

1948  June  UK 
Manchester  University 

The  next  step  was  to 
build  a  computer  whose 
programs,  as  well  as 
data,  could  be  stored  in 
memory  while  they 
were  executed.  The 
honor  of  building  the 
first  "stored  program" 


computer  fell  to  Man- 
chester University  in 
England,  where  a  small 
prototype  was  success- 
fully tested  in  the  sum- 
mer of  1948. 


EDSAC 

1949  May  UK 
Cambridge  University 

EDSAC  — the  Electronic 
Delay  Storage  Automatic 
Calculator  —  was  the 
first  practical  full-scale 
stored-program  com- 
puter. It  owed  much  to 


the  design  work  done 
at  the  Moore  School 
but  went  beyond  ENIAC 
in  important  ways.  The 
EDSAC  used  sound 
waves  in  tubes  of  mer- 
cury—  mercury  delay 
lines  —  as  stbrage  for 
bits  of  data  that  were 
waiting  to  be  processed. 

Pilot  ACE 

1950  May  UK 
National  Physical 

Laboratory 

The  earliest  computer 
to  run  at  1MHz  — 
one  million  cycles  per 
second  —  the  Pilot  ACE 
held  the  world  speed 
record  for  computing  in 
its  day.  It  followed  the 
general  pattern  of  other 
contemporary  computers 


like  EDSAC,  but  clever 
design  kept  its  tube 
count  low,  increasing 
speed.  In  1954  this  com- 
puter was  equipped  with 
one  of  the  world's  first 
drum  memories. 

EDVAC 

1951  US 

Moore  School.  University 
o)  Pennsylvania 
ENIAC's  more  efficient 
successor  was  the  first 
stored-program  com- 
puter built  in  the  United 
States.  Superior  design 
cut  the  tube  count  to 
just  more  than  3,500 
(from  ENIAC's  18,000) 
and  resulted  in  a  com- 


puter that  could  easily 
solve  a  wide  range  of 
complex  problems. 

UNIVAC  I 

1951  March  US 

Remington  Kami 
Two  senior  engineers 
from  the  Moore  School 
broke  with  the  Univer- 
sity of  Pennsylvania  and 
formed  a  company  for 


commercial  production 
of  computers.  The  result, 
UNIVAC  I,  fired  the 


public  imagination  by 
guessing  the  outcome  of 
the  1952  presidential 
election  more  accurately 
than  the  pollsters.  Over- 
night and  for  years 
afterward, "UNIVAC" 
became  a  popular  syn- 
onym for  "computer." 

LEO 

1951  August  UK 
/.  Lyons  &Company 
England's  famous  J.  Lyons 
&c  Company  had  such 
problems  maintaining 
inventory  for  its  chain 
of  1 50  tea  shops  that  it 
automated  its  business 


by  building  its  own 
computers.  The  result, 
LEO  —  the  Lyons  Elec- 
tronic Office  —  became 
the  first  computer  built 
outside  the  United  States 
for  commercial  use. 

ILLIAC  I 

1952  September  US 
University  oj  Illinois 
Profiting  from  and  im- 
proving on  the  design  of 
the  EDVAC,  the  Univer- 
sity of  Illinois  did  more 


than  just  build  its  own 
computer.  In  one  stroke 
it  pushed  itself  to  the 
forefront  of  American 
academic  and  military 
computing  developme 
a  position  it  worked 
hard  to  maintain  foi 
decades.  All  four  IL 
computers  were  bri 
liantly  conceivedva 
beautifully  built. 


701  (Defense 
Calculator) 

1952  December  US 
IBM 

Thomas  J.  Watson  Sr., 
who  thought  he  would 
be  in  the  punch  card 
business  forever,  didn't 
want  to  build  this  box; 
Watson  Jr.,  with  help 
from  an  eager  Air  Force 
convinced  him  to  do  it 
anyway.  The  result  wasn\ 
the  fastest  computer  in 
town,  but  superb  IBM 
setup  and  service  carrie 
the  day;  1 9  copies  were 
snapped  up  by  universi- 
ties, aircraft  factories, 
and  the  military,  even  < 
the  staggering  rental  of 
$15,000  a  month. 

Whirlwind 

1953  June  US 
MIT 

Starting  out  as  an  anr ' 
pilot  trainer  in  1945 
this  computer  too" 
amazing  number, 
structive  and  ex| 
detours  before  it 
fruition  as  a  fast. 
tent,general-pu 
digital  compute 
years  later.  It  ma 
list  because  its  firB 


©  1998  NEC  USA.  Inc. 


"It's  an  unsettling  thought, 
but  if  every  other  technology  company  in  the 

world  mysteriously  disappeared, 
we  could  probably  get  by  on  NEC  alone." 


! 


—  THE  RED  HERRING 


lat's  because  NEC's  expertise  spans  the  computer,  communications,  imaging  and  semiconductor  technologies 
hat  together  make  up  the  world  of  multimedia.  Our  ATM  systems  integrate  voice,  video  and  data  so  you  can 
pllaborate  on  just  about  any  kind  of  project  with  colleagues  just  about  anywhere.  Our  graphics  accelerators  give 
buntless  interactive  games  their  turbocharged  thrills.  Our  full-color,  hand-held 
pmputers  let  you  slip  your  office  into  your  briefcase.  Our  new,  flat  panel  monitors 
Ire  delivering  superior  image  quality  from  almost  any  angle.  And  our  virtual  micro- 
popes  are  creating  a  whole  new  way  to  study  the  motions  of  molecules.  Discover 
lie  world  of  multimedia.  Because  it's  your  world.  And  NEC  can  help  you  run  it. 
7WW.nec.COm   1.800.338.9549 


just  imagine 

NEC  MULTIMEDIA 

NEC 


.pose 
r  eight 
kes  thi 


©  1998  NEC  USA,  Inc. 


"It's  an  unsettling  thought, 
but  if  every  other  technology  company  in  the 

world  mysteriously  disappeared, 
we  could  probably  get  by  on  NEC  alone." 


—  THE  RED  HERRING 


hat's  because  NEC's  expertise  spans  the  computer,  communications,  imaging  and  semiconductor  technologies 
lat  together  make  up  the  world  of  multimedia.  Our  ATM  systems  integrate  voice,  video  and  data  so  you  can 
ollaborate  on  just  about  any  kind  of  project  with  colleagues  just  about  anywhere.  Our  graphics  accelerators  give 
ountless  interactive  games  their  turbocharged  thrills.  Our  full-color,  hand-held 
omputers  let  you  slip  your  office  into  your  briefcase.  Our  new,  flat  panel  monitors 
re  delivering  superior  image  quality  from  almost  any  angle.  And  our  virtual  micro- 
copes  are  creating  a  whole  new  way  to  study  the  motions  of  molecules.  Discover 
ie  world  of  multimedia.  Because  it's  your  world.  And  NEC  can  help  you  run  it. 
VWW.neC.COm   1.800.338.9549 


just  imagine 

NEC  MULTIMEDIA 


I      I      I      I      I      I      I      I      I      I      I      I      I 


•i      r      '      '    '  i      '    '  '      r" 


i — r — r 1 — r i        i — 1        r,-,,i        r 


UPERCOMPUTING 


stem/360  Model  85 

|  «9  December  US 

•vl 


1969  IBM  System/360  85 


lie  of  the  greatest  ad- 
jutages of  System/360 

IBM,  beyond  revenue, 
"  s  the  profusion  of 
hdelsand  types  that 
I  avided  test  beds  for  a 
I  noply  of  wild  ideas, 
[fell,  wild  by  IBM's 
|:ndards.) 

Big  Blue  took  the  fast 
|;he  memory  concept 
[neasured  step  further 
j  installing  separate 
|:hes  for  instructions 
|d  data  in  the  Model 
.  If  your  desktop 
[mputer  today  is  any- 
Ing  newer  than  a 
16  (we  would  hope!), 
lias  both  these  caches, 
ptich  make  a  giant 
[Terence  in  perfor- 
lince.  One  more 
Itting-edge  big  win 


an 
in- . 
[tensive] 
reaches 
con  "e* 
pose 

r  eight   >m  one  of  America's 
kes  this  JSt  "conservative" 
Tipanies. 


ILLIAC  IV 

1975  November  US 
University  of  Illinois 
The  era  of  massive  par- 
allelism was  ushered  in 
by  the  last  and  greatest 
of  the  ILLIAC  series. 
With  64  processors  and 
a  control  system  that 
could  carry  intermedi- 
ate results  of  a  calcula- 
tion from  one  processor 
to  the  next,  ILLIAC  IV 
could  perform  300 
million  operations  a 
second  —  and  was 
equipped  with  main 
memory  and  disk  space 
that  comfortably  accom- 
modated the  most  gar- 
gantuan real-world 
problems.  Like  many 
other  computers  in  this 
timeline,  ILLIAC  IV 
influenced  an  entire 
generation  of  hardware. 

KL-10 

1975  US 

Digital  Equipment 
Corporation  (DEC) 
Although  an  austere 
computer  historian 


almost  to  a  fault.  You 
could  ask  it  to  chew 
on  something  as  excit- 
ing as  artificial  intelli- 
gence, as  colorful  as 
movie  graphics,  or  as 
dull  and  exacting  as 
network  time  service; 
it  remained  a  great  com- 
puter that  suffered 
patiently  while  genera- 
tions of  programmers 
learned  its  tricks  and 
taught  it  more. 

Cray  1 

1976  US 
Cray  Research 
How  do  you  make  an 
incredibly  fast  compu- 
ter? Shape  it  like  a  post- 


modern phone  booth, 
surround  it  with  a  love- 
seat,  and  cool  it  with 
stinky  pink  fluid.  Yes, 


might  claim  that  all  of 
DEC's  Programmed 
Data  Processor  machines 
were  minicomputers, 
certainly  the  broad- 
shouldered  KL- 1 0  set  a 
firm  foot  on  mainframe 
turf — and  carried  the 
faintly  raffish  air  of  the 
whole  series  with  it. 
Like  all  PHP- 10s, 
the  KL-10  was  versatile 
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folks,  it's. ..the  Cray  1! 
And  while  no  computer 
that  Seymour  Cray  de- 
signed was  ever  ordi- 
nary, somehow  this  one 
takes  the  cake  for  visual 
interest. 

It  sucked  power  the 
way  a  jet  engine  sucks 
air;  certainly  it  was 
arduous  to  program. 
Still,  down  to  the 
migraine-inducing 
wiring  mat  and  the  tons 
of  solid-copper  circuit 
modules,  this  was  the 
world's  fastest  com- 
puter... for  years.  Speed 
was  its  only  priority, 
excuse,  or  love.  Today, 
on  the  collector's  mar- 
ket, even  a  small  piece 
of  one  changes  hands 
for  S 1 00  or  more,  such  is 
the  reverence  accorded 
this  strange  and  awe- 
inspiring  machine. 
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Connection  Machine 

1985  June  US 
Thinking  Machines 
Vaguely  off  to  one  side 
of  all  other  computer 
development,  the  Con- 
nection Machine  was  a 
logical  outcome  of  a 
single  obsession:  the 
imperative  to  make  the 
path  from  processor  to 


Si 

I  1985  Connection  Machine^B 


memory  as  short  as 
possible.  And  if  Sey- 
mour Cray  had  a  bad 
case  of  this,  Danny  Hillis 
had  it  worse. 

These  vast,  eerie- 
looking  cubes  covered 
with  blinking  lights  each 
had  as  many  as  64,000 
processors,  and  in  later 
versions,  as  few  as  4,096. 
Each  processor  was 
tightly  coupled  to  its 
own  memory.  The 
"hypercube"  array  archi- 
tecture determined  how 
many  processors  and 
which  ones  would  be  put 
into  play  to  suit  the  data 
being  manipulated. 
Sound  complicated?  It 
was,  and  at  times  these 
boxes  worked  better 
in  principle  than  in 
practice;  but  their  peak 
speeds  under  ideal  con- 
ditions were  frightening. 
Even  today,  a  Connection 
Machine  stands  as  a  rad- 
ical proof  for  parallelism. 

Computing  Surface 

l985JuneUK 
Meiko 

The  first  Computing 
Surface  was  based  on 
the  transputer,  a  micro- 
processor specifically 
designed  to  be  linked  to 
other  microprocessors. 
Using  a  mesh  of  trans- 
puters, each  with  its  own 
on-chip  memory,  it's 
possible  to  have  a  com- 
puter—  really  a  tightly 
coupled  network  of 


computers  —  execute 
multiple  instructions  on 
several  data  items  at  the 
same  time.  Peak  speeds 
would  seem  to  be  con- 
fined only  by  the  speed 
of  light  (darn!)  and  — 
as  usual  —  by  the  need 
for  dauntingly  complex 
programming.  If  the 
hardware  don't  get  you, 
the  software  will... 

Paragon 

1991  US 
Intel 

Intel's  supercomputers 
take  the  concept  of  the 
processor  mesh  and 
make  it  cheap  and  sexy 
by  using  off-the-shelf 
Intel  microprocessors  — 
the  long-lived  I860. 
Paragon  architecture  is 
organized  into  nodes, 
each  node  containing 
two  processors,  one  de- 
voted to  data  crunching 
and  one  reserved  for  in- 
terprocessor  communi- 
cations; one  Paragon 
can  contain  up  to  2,048 
nodes,  but  you  won't 
need  that  many!  A  top- 
of-the-line  Paragon  has 
1 28  gigabytes  of  main 
memory,  more  than  a 
terabyte  of  disk  space, 
and  is  capable  of  300 
gigaflops  (billion  float- 
ing-point operations) 
per  second;  but  if  any- 
body has  ever  ordered 


one  to  the  maximum 
specification,  they  don't 
boast  about  what  they 
use  it  for. 

RS/6000  SP 
1993  US 
IBM 

Yes,  IBM  still  builds 
supercomputers,  but 
we've  come  a  long  way 
since  the  hush-hush 
days  of  STRETCH, 


and  the  SP  is  positively 
splashy.  One  of  them, 
using  the  stage  name 
Deep  Blue,  was  the  chess- 
playing  computer  that 
outfoxed  flesh-and-blood 
world  champion  Garry 
Kasparov.  Another  did 
a  well-publicized  great 
job  at  the  1998  Winter 
Olympics  in  Nagano. 
Each  node  of  the  newest 
SP,  released  last  April, 
contains  up  to  eight 
PowerPC  604e  proces- 
sors at  up  to  332MHz 


!  1993  IBM  RS/6000  SP 


i        i       i        i        i       t ' 


i        i        i        l 


clock  rate,  up  to  4  giga- 
bytes of  RAM,  and  other 
jaw-dropping  buzz- 
numbers.  Deep  Blue 
had  32  of  these  nodes; 
the  SP  now  being  built 
for  the  San  Diego  Super- 
computer Center  will 
have  more  than  1,000 
nodes,  each  powered 
by  an  improved 
processor. 

At  that  point,  main- 
frame computing  will 
be  on  the  trail  of  the 
long-sought  teraflop  — 
the  execution  of  one 
trillion  floating-point 
operations  per  second. 
Hold  tight!  And  the  next 
time  you  hear  someone 
pontificating  about  the 
death  of  the  main- 
frame...laugh.     ■ 
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■almost  S40  mil- 
receipts 
ne,  heads  rolled: 
r,  monitoring 
trickle-back  of 
i  technology, 

realize  that 
;H  might  have 

eak —  even  it 
ssing. 


omputer  inno- 
roceeded  apace 
is,  celebrated 
erward  for  its 
n of  paged 
and  for  the 


memory;  and  an  oper- 
ating system  that  was 
probably  unsurpassed 
for  a  decade.  For  all  this, 


customers  paid  the  price 
of  programming  in 
ALGOL  (a  language 


•  akingly  advanced 
■ng  system  stored 
lister  of  ferrite 

•  deftly  called 

9  irbrush."  Though 
1 1  this  computer's 
I  ements  were 

latelv  technical, 
influenced  the 

•  of  dozens  of 
Is  to  come. 
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ch  was  pioneered 
design  of  this 
iter:  multiprocess- 
e  ability  to  devote 
1  processors  to  a 
task;  multipro- 
ning,  the  ability  to 
veral  programs  at 
ne  time;  virtual 


IBM  sneered  at)  and 
a  stiff  penalty  in  raw 
speed,  but  the  sheer 


J    elegance  of  these  ma- 
chines made  Burroughs 
users  unswervingly  loyal. 


SABRE 

1964  US 
IBM 

As  commercial  aviation 
became  a  consumer 
phenomenon,  airlines 
began  drowning  in  the 
manual  paperwork 
needed  to  manage  reser- 
vations. They  cried  out 
for  a  real-time  main- 
frame network,  and  only 
IBM  —  having  built 
SAGE  —  had  the  exper- 
tise to  supply  one.  Amer- 
ican Airlines  forked  over 
the  price  of  half  a  dozen 
Boeing  707s  but  had 
little  cause  to  regret  its 
exposure  as  a  pioneer. 

System/360 

1964  April  US 
IBM 

Lionized  by  the  public  for 
its  well-touted  achieve- 
ments, IBM  was  none- 
theless in  deep  trouble 
and  knew  it.  The  com- 
pany had  grown  so  large 
that  its  strategic  internal 
communications  were 
beginning  to  fail.  Multi- 
ple incompatible  lines 
of  computers  cost  a 
fortune  to  support  and 
became  less  attractive  to 
prospective  customers. 
It  was  time  for  IBM  to 
put  muscle  behind  its 
existing  strategy  orput 
itself  on  a  comprehen- 
sively new  course. 

Between  1961  and 
1964,  the  company  man- 
ifested its  new  course  by 
committing  $5  billion 
dollars  to  the  produc- 


tion and  promotion  of 
System/360  — the  first 
line  of  mainframes, 
from  smallest  to  largest, 
with  near-complete 
internal  compatibility. 
IBM's  riskiest  move 
ever,  sometimes  called 
the  "greatest  single 


product  introduction 
in  American  history," 
tripled  the  number  of 
IBM  computers  in 
use  —  and  more  than 
doubled  the  company's 
revenues  —  in  the  next 
five  years. 


a  computer's  ability  to 
respond,  immediately 
and  interactively,  to  sev- 
eral users  at  once  by 
doling  out  packets  of 
processor  cycles.  We 
take  this  for  granted 
today,  but  when  it  was 
invented  a  generation 
ago,  it  was  a  major  deal 
requiring  unprece- 
dented engineering. 

Bell  Labs  and  several 
other  universities,  in- 
cluding MIT,  took  up 
time-sharing  initiatives, 
writing  their  own  oper- 
ating systems  for  com- 
puters built  by  General 
Electric  and  Honeywell. 
This  did  not  sit  well  with 
IBM,  which  recognized 
in  the  System/360  a  plat- 
form easily  powerful 
enough  for  time-sharing, 


6600 

1964  August  US 
Control  Data 
Corporation  (CDC) 
CDC,  the  antithesis  of 
IBM  in  both  size  and 
attitude,  produced  this 
quirky  supercomputer 
designed  by  the  formi- 
dable Seymour  Cray. 
With  350,000  transis- 
tors, its  teething  troubles 
were  the  stuff  of  legend, 
and  it  was  never  easy  to 
program;  but  in  its  time 
it  was  the  world's  fastest 
computer,  and  not  shy 
about  it.  If  today  you  sit 
at  the  operator's  console, 
with  its  two  round 
screens,  and  glance  over 
at  the  CPU  as  big  and 
solid  as  a  bank  vault,  you 
can  still  feel  the  ghost  of 
its  greatness. 

System/360  Model  67 

1965  August  US 
IBM 

By  1 965  the  wave  of  the 
future  was  time-sharing, 


if  the  needed  adaptation 
could  be  done. 

An  IBM-style  crash 
program  produced  a 
time-sharing  machine, 
the  360/67,  and  a  matching 
operating  system,  TSS/360. 
As  was  usual  with  IBM, 
the  hardware  and  soft- 
ware were  not  quite  the 
swiftest  available,  but  the 
whole  concept  of  time- 
sharing was  validated  by 
IBM's  attention. 

940 

1967  US 

Scientific  Data  Systems 
(SDS) 

SDS  in  El  Segundo,  Cali- 
fornia, built  computing's 
Corvettes  —  lovingly 
crafted  mainframes, 
rugged  as  battleships 
and  fiercely  quick.  Its 
top  of  the  line,  the  940, 
included  some  of  the 
most  adept  first-gener- 
ation time-sharing 
hardware.  Designed, 
modified,  and  applied 


by  great  computing 
mavericks  such  as  Butler 
Lampson,the940 


earned  a  place  in  com- 
puting history  out  of  all 
proportion  to  the  num- 
ber produced. 

SDS's  reward  was 
to  be  swallowed  whole 
by  Xerox,  which  discov- 
ered —  soon  and  direly  — 
that  an  office-equipment 
sales  force  was  poorly 
equipped  to  sell  com- 
puters best  appreciated 
by  geniuses. 

7600 

1969  January  US 
CDC 

Cray  did  it  again  with 
one  of  the  most  uncom- 
promising computers 
ever  built  —  the  colum- 
nar, V-shaped,  and  com- 
pletely modular  CDC 
7600.  This  daunting 


device  was  so  tricky 
internally  that  although 
its  clock  rate  was  only 
about  four  times  that  of 
the  6600  (and  a  mod- 
est —  by  today's  stan- 
dards—36M  Hz)  the 
7600  was  up  to  30  times 
faster  in  computation. 

Lawrence  Livermore 
National  Laboratory 
took  delivery  of  7600 
serial  number  1  in  1969; 
it  was  the  fastest  com- 
puter in  the  world  for 
seven  years  and  was 
then  dethroned  by  — 
guess  what  —  a  Cray  1 . 
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Big 
Iron: 

Back 
in  a 

Big 
Way 


■4  41   business  and  reduced 

to  clinging  to  its  PC  lifeline. 

Meanwhile,  a  new  genera- 
tion of  computer  companies 

appeared  —  Sun  Microsys- 
tems, Silicon  Graphics,  a 

revivified  Hewlett-Packard  — 

offering  a  new  kind  of  com- 
puter: a  kind  of  super-PC 

called  a  workstation.  Work 

stations  were  designed 

expressly  as  mainframe 

killers.  They  did  their  job 

well.  Now  that  the  world 

had  compact,  fast  computers 

that  handled  graphics  with 

unprecedented  ease  —  all 

for  less  than  $100,000  — 

why  spend  millions  on  some 

behemoth  that  sucked  as 

much  power  out  of  the  local 

grid  as  a  small  town  and 

took  a  small  army  to  run? 

Even  better,  you  could  link 

the  special  versions  of  these 

new  computers,  called 

servers,  with  hundreds  of 

PCs  into  immense,  even 

global,  client/server  networks.  With  these  networks,  for  the 
first  time,  the  microproces- 
sor solution  was  better  than 
the  mainframe  solution. 

Faced  with  such  a  supe- 
rior opponent,  mainframe 
computing  retreated  to  uni- 
versity campuses,  intelligence 
agencies,  and  research  cen- 
ters, where  it  was  relegated 
to  the  one  task  it  could  still 
do  best:  crunching  billions 
of  numbers  over  long  inter- 
vals of  time  —  for  example, 
applying  simulation  analysis 

to  weather  patterns,  performing  code  encryption,  solving 

Fermat's  last  theorem,  computing  pi  to  more  than  a  billion 

places,  etc. 

But  even  as  Big  Iron  was 

beating  a  hasty  retreat  from 

the  corporate  world,  a  burst 

of  innovation  was  transform- 
ing this  veteran  technology. 

Cocky  new  startups,  such  as 

Thinking  Machines,  began 

experimenting  with  a  new 

kind  of  "superc   inputer"  that  featured  a  radical  new 

design:  massively  parallel  processing  (MPP).  In  massively 

parallel  processing,  a  problem  was  split  up  into  dozens, 
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Si'e  Matters,  Again  P.66  Corporations  are 
rediscovering  the  power  of  supercomputers. 


Techmate  P.71  Chess  champion  Garry 
Kasparov  on  losing  to  Deep  Blue. 


The  Eternal  Now  P.72  Super- 
computers will  never  be  more  than 
what  they  are...  inanimate  objects. 


even  hundreds,  of  subproblems  that  were  in  turn  parcele 
out  to  individual  processors,  solved,  then  brought  back 
together  in  a  solution.  What  was  obvious  about  MPP  was 
that  it  was  an  incredibly  efficient  way  to  solve  a  sizable 
portion  of  the  problems  being  addressed  by  big  comput- 
ers. What  wasn't  so  obvious  at  first,  but  ultimately  prove* 
earthshaking,  was  that  each  of  these  processors  could 
become  microprocessors  —  say,  300  Pentium  chips  strun 
together.  And  that  meant  supercomputing  could  at  long 
last  hitch  a  ride  on  Moore's  Law.  From  now  on,  even  as 
PCs  got  more  powerful,  supercomputers  (nobody  called 
them  mainframes  anymore)  could  get  much  more  powe: 
ful  as  well  and  thus  perpetually  maintain  their  advantag 
over  the  PC. 

Suddenly,  the  same  folks  — 
Intel,  Microsoft,  HP,  Silicon 
Graphics,  Sun,  and  others  —  whc| 
helped  bury  the  mainframe  were 
now  building  a  new  generation  c 
Big  Iron.  This  time,  though,  they 
weren't  constructing  giant  boxes 
but  merely  offering  components- 
and  the  software  and  networking] 
glue  to  stick  them  together. 
The  modern  supercomputer  i 
not  some  leviathan  in  a  warehouse  like  the  ENIAC,  or  ev<| 
an  elegant  piece  of  modernist  sculpture  like  a  Cray,  but 
more  like  a  roomful  of  rows  and  rows  of  earnest  workers 
sitting  in  anonymous  dishwasher-sized  boxes,  hurriedly 
sending  messages  back  and  forth  to  a  room  filled  with  a 
similar  army  of  disk  drives.  The  new  supercomputers  areijl 
pretty  or  awe  inspiring,  but  they  are  powerful  —  and 
maybe  even  cost  efficient.  Those  attributes  haven't  been 
lost  on  the  corporations  that  drove  mainframes  from  tht 
doors  a  decade  ago.  It  seems  that  in  the  intervening  year 
companies  have 
come  to  miss  their 
Big  Iron,  to  lust  after 
the  power  only  they 
can  provide. 

Burned  once, 
these  companies  and 
their  descendants  are 
now  delicately  tiptoe- 
ing around  super- 
computing —  their 
staffs  are  attending 
supercomputing  conferences,  renting  processing  time 
on  university  machines,  kicking  a  few  tires.  Some  of  the 
companies  already  have  made  the  plunge;  many  will  soc 
follow.  Bi^  Iron  is  not  only  back  but  perhaps  triumphan 
And  with  the  return  of  supercomputing  come  all  the  on 
logical  questions  that  we  asked  the  first  time  around  — 
only  now  with  more  validity...  and  greater  desperation. 
Are  supercomputers  approaching  consciousness?  And  if 
they  are,  are  we  building  brilliant  slaves,  or  our  own 
future  masters?  — Michael  S.  Malo 


Piece  of  Mind  P.  78  In  the  future,  computers  wi 
encompass  and  surpass  the  human  brain. 
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ig  Super  Problems  Chris  Barrett  I  upper  right),  head  of  the 
KSIMS  project,  is  helping  city  planners  manage  their  metropolitan 

Delphi  project  director  Andy  White  (tower  top)  uses  a  l-teraflop 
•  to  predict  the  spread  of  wildfires.  And  weapons  designer 

i  Mercer-Smith  (lower  bottom)  simulates  explosions  on  Blue 
itain  to  rind  defects  in  nuclear  bombs. 
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"I'm  here  to  save  the  world,"  whispers  45-year-old  Dr.  Jas 
Mercer-Smith.  The  sharply  dressed  man  with  piercing  hazel 
eyes  declares  these  words  with  such  terrifying  conviction  that 
a  chill  runs  up  my  back.  Mercer-Smith  is  a  15-year  veteran 
weapons  designer  at  Los  Alamos  National  Laboratory  in  New 
Mexico.  He  isn't  the  only  scientist  who  speaks  of  messianic  mis- 
sions. Here,  science  is  the  religion,  and  nearly  everything  involves 
playing  God. 

This  is,  after  all,  the  birthplace  of  both  the  atomic  bomb  and 
the  supercomputer.  And  these  days  the  two  are  becoming  one. 
It  used  to  be  that  the  lab  tested  bombs  by  going  out  to  the 
Nevada  Test  Site  and  detonating  them  —  at  $30  million  a  pop.  If 
defects  were  discovered,  new  bombs  were  designed  to  replenish 
the  stockpile.  But  now,  because  of  the  Comprehensive  Test  Ban 
Treaty,  which  prohibits  nuclear  weapons  testing,  the  United  States 
is  forced  to  test  its  weapons  only  with  computer  simulations. 

This  daunting  task  falls  to  Los  Alamos'  physicists  and  their 
supercomputers  —  to  people  like  Dr.  Mercer-Smith  and  to 
machines  like  Blue  Mountain,  the  fastest  computer  in  the  world 
and,  at  $121.5  million,  one  of  the  most  expensive. 

I  am  lucky  enough  to  be  the  first  reporter  to  see  Blue  Moun- 
tain fully  assembled.  After  showing  my  credentials  to  a  guard 
and  passing  through  a  full-body  turnstile,  I  am  standing  in  an 
anonymous,  classified,  tan  building,  located  in  an  area  of  the  lab 
called  Technical  Area  A. 

A  massive  hum  emanates  from  behind  large  metal  doors,  and 
as  I  push  through  them,  Blue  Mountain's  loud,  swarming  buzz 
fills  my  ears.  The  huge  room,  1 1,000  square  feet  in  all,  smells 
clean.  It's  not  an  antiseptic  clean  but  the  white,  electrical  clean 
of  ozone  and  insulation. 

I'm  immediately  confronted  by  a  wall  of  48  refrigerator-high 
blue  boxes:  the  128-processor  SGI /Cray  Origin2000  servers  that 
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Staring  into  the  heart 
of  Blue  Mountain... 


A  colossus  of  switches  and  routers 


Water,  Air,  and  Silicon  Blue  Mountain  has  20  megawatts  of  power,  40,000  gallons 
of  water,  249  miles  of  cables,  and  four  750-ton  chillers  at  its  disposal,  making  it  one 
of  the  world's  fastest  computers. 


All  the  servers  packed  together  i 
an  11.000-square-foot  room.. 


are  the  backbone  of  the  computer.  Believe  it  or  not,  the  "blue" 
in  Blue  Mountain  does  not  refer  to  these  blue  SGI/Cray  servers. 
It  is  a  technical  term  for  shared  memory.  In  a  shared  memory 
multiprocessing  machine,  chips  access  the  same  reserve  of  mem- 
ory—  as  opposed  to  distributed-memory  machines  where  each 
chip  has  its  own  memory.  Thanks  to  this  shared  processing,  Blue 
Mountain  has  a  peak  speed  of  3.1  teraflops,  or  3.1  trillion  cal- 
culations per  second.  The  long-term  goal  is  a  100-terafiop 
machine  by  2004.  "This  is  industrial-strength  computing,"  says 
Mercer-Smith. 

I  edge  through  this  maze  of  Lego-looking  blocks  to  the  belly 
of  the  beast.  The  backs  of  the  servers  are  naked  cavities  expos- 
ing not  a  mess  of  wires  but  banks  of  vertically  inserted  CPU 
trays.  The  hum  gets  louder.  It's  like  a  bizarre  carnival  attraction. 

A  rush  of  air,  alternating  warm  and  cool,  blows  past  me.  Blue 
Mountain,  like  a  PC,  is  air  cooled.  It  runs  between  70  and  85 
degrees  —  a  supercomputer  of  the  past,  the  Cray  2,  baked  so  hot 
it  had  to  be  immersed  in  fluorocarbon  liquid  to  prevent  its 
processors  from  melting.  But  not  Blue  Mountain.  Surrounding 
the  room  are  16  industrial-sized  air  conditioners  —  frigid  to  the 
touch.  Air  blowing  from  vents  keeps  all  these  processors  run- 
ning at  a  constant  temperature.  On  a  recessed  floor  beneath 
the  machine  snake  227  miles  of  orange,  spaghetti-like  fiber-optic 
cable.  Twenty-two  miles  of  interconnecting  cables  link  the  servers' 
processors  and  switches. 

The  computer  is  so  immense  that  its  power,  cooling,  and  stor- 
age systems  are  on  separate  floors.  On  the  bottom  floor,  two  10- 
megawatt  power  stations  provide  the  juice.  One  of  these  is 
enough  to  supply  power  to  a  town  roughly  the  size  of  Los  Alamos 
(population  9,000).  The  computer  requires  only  2.6  megawatts 
of  electricity,  but  10  megawatts  are  always  online. 

Keeping  48  servers  cool  demands  four  750-ton  industrial 


chillers;  together  they  could  cool  the  entire  Empire  State  Bu 
ing.  Outside,  four  chilling  towers  —  steam  whisking  off — rerr 
heat  from  the  supercomputer's  air-conditioning  system  and 
sipate  it  into  the  air. 

The  second  floor  of  this  building  is  partially  under  c 
struction  to  make  room  for  96  SGI  disk  storage  cabinets  wit) 
terabytes  of  storage,  making  it  one  of  the  largest  "disk  far 
ever  created.  These  disks  will  handle  Blue  Mountain's  1.5  I 
lion  bytes  of  local  memory — 940  times  more  memory  than  « 
average  16-megabyte  PC. 

STANDING   IN   THE   MUSHROOM   CLOUD 

The  awesome  power  of  the  world's  fastest  computer  will  enle 
physicists  to  get  inside  their  problems.  Literally.  Scientist'^ 
connected  to  Blue  Mountain  via  desktop  machines,  which 
use  to  input  complex  algorithms  and  weapons  data.  Curre 
they  can  only  visualize  the  data  on  computer  monitors.  Bi 
the  middle  of  this  year,  using  floor-to-ceiling-sized  screens,  tr 
be  able  to  step  inside  this  information.  They  will,  virtually,  s 
in  the  center  of  a  mushroom  cloud.  With  three-dimensional  t 
nology,  scientists  will  have  the  capacity  to  simulate  a  b> 
test  whose  results  they  can  then  verify  with  50  years  of  data  a 
mulated  during  weapons  tests  conducted  before  the  ban. 

It  is  not  an  exact  science,  however.  Little  is  known  about 
happens  when  the  nuclear  component,  plutonium,  ages.  Wea 
designers  here  have  a  saying,  "Computers  always  lie."  The 
question  is:  By  how  much?  With  the  test  ban  treaty,  that  c 
tion  now  carries  a  greater  sense  of  urgency  than  ever  befo  j 

And  much  of  the  responsibility  falls  to  Blue  Mountain,  w  lh 
is  the  key  to  providing  the  Los  Alamos  team  with  a  99.9%  a  |r- 
ance  that  the  country's  nuclear  stockpile  is  in  working  ordlA 
culmination  of  a  50-year  shift  from  test-based  to  computatii  *1- 
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Multiple  power  stations  keep  the 
supercomputer  humming... 


Cooling  towers  whtsk  away  heat 
generated  by  Blue  Mountain... 


*  ased  stockpile  stewardship,  Blue  Mountain  is  part  of  the  Accel- 
-ated  Strategic  Computing  Initiative  (ASCI),  a  partnership  among 
:  iiree  labs:  Los  Alamos;  Lawrence  Livermore  National  Laboratory 
1  Livermore,  California;  and  Sandia  National  Laboratories  in 
ivermore  and  Albuquerque.  All  the  labs  are  a  strange  hybrid  of 
niversity,  corporate,  and  government  entities,  operated  by  the 
Fniversity  of  California  and  Lockheed  Martin  for  the  Depart- 
ment of  Energy. 

As  it  turns  out,  Blue  Mountain  is  just  the  latest  installment 
1  Los  Alamos'  historic  computer  arsenal.  An  embryonic  form  of 
le  computer  was  developed  at  Los  Alamos  in  1944  to  run 
eapons  experiments  for  the  Manhattan  Project,  the  top-secret 
overnment  plan  to  develop  the  first  atomic  bomb.  Wives  of 
hysicists  toiled  for  days  typing  nuclear  implosion  simulations 
ito  desktop  calculators  and  punch-card  accounting  machines, 
bday,  it  would  take  one  of  those  scientists'  wives  3  million  years 
)  do  what  Blue  Mountain  can  accomplish  in  one  second. 

As  the  need  for  an  atomic  bomb  became  more  apparent,  sci- 

ntists  turned  for  help  to  the  University  of  Pennsylvania  and 

-J  NIAC,  the  first  large-scale  electronic  computer.  In  July  1945, 

X  ased  on  ENIAC's  calculations,  the  world's  first  atomic  test,  called 

*  rinity,  occurred  in  southern  New  Mexico.  In  the  decades  that 

allowed,  Los  Alamos  scientists  continued  their  work  on  super- 

omputers,  and  Los  Alamos  became  the  incubator  and  repository 

%  Jr  many  major  computing  feats,  including:  MANIAC,  the  Cray 

,and  Thinking  Machines's  CM-5...and  now  Blue  Mountain. 

BEYOND  THE   BOMB 

'hey're  not  just  modeling  bombs  at  Los  Alamos.  About  three- 

uarters  of  the  lab's  7,000  employees  are  working  on  nonnuclear 

rojects.  However,  a  handful  of  these  projects  follow  the  same 

i  hread  Blue  Mountain  is  undertaking:  simulating  or  predicting 


extremely  complex  problems,  ranging  from  mapping  the  human 
genome  to  drug  development  to  helping  city  governments  man- 
age growth. 

Take  Andy  White's  project.  He's  the  director  of  Los  Alamos' 
Delphi  project,  and  he  believes  there  is  a  connection  between 
wildfires  and  terrorism.  He's  not  crazy.  It  seems  that  the  same 
flow  and  turbulence  dynamics  models  used  to  predict  the  wind 
and  gases  in  a  wildfire  can  be  applied  to  the  spread  of  an  air- 
borne biological  toxin.  The  same  atomic-scale  rendering  of  a 
metal  may  be  used  to  map  the  spread  of  an  epidemic  in  the 
earth's  population.  "We're  building  common  application  tools 
for  wildfire  and  influenza  that  will  allow  us,  over  the  next  five 
years,  to  really  predict  the  future,"  says  White.  "We're  trying  to 
provide  information  and  assessments  to  policy  and  decision 
makers."  His  team  is  searching  for  that  link  using  another  super- 
computer, the  1-teraflop  SGI  computer  called  Nirvana  Blue. 

The  lab's  project  on  automobile  traffic,  TRANSIMS  (Transpor- 
tation Analysis  and  Simulation  System),  has  a  similar  connec- 
tion. Chris  Barrett  has  been  working  on  the  project  for  five  years. 
It  has  helped  cities  such  as  Dallas  and  Portland,  Oregon, 
manage  traffic  congestion  and  pollution.  The  goal  of  TRANSIMS 
is  to  enable  city  planners  to  make  better-informed  decisions 
about  their  development  and  transportation  systems.  "Transport 
is  not  just  a  physical  problem  of  reducing  traffic,"  says  Barrett. 
"It  affects  business  opportunities  in  the  transport  system:  the 
construction  of  a  city,  the  ability  of  a  city  to  float  a  municipal 
bond,  the  ability  to  attract  companies,  and  the  ability  of  devel- 
opers to  make  money." 

TRANSIMS  has  another  application  as  well.  Transporta- 
tion grids,  Barrett  points  out,  are  similar  to  networks  being 
developed  for  the  Internet.  "Internet-based  systems  of  this 
kind,"  he  says,  "are  being  built  now  by  companies  such  as 
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Healtheon.  They're  dealing  with  large-scale  distributed  cal- 
culations that  are  simulation-like  in  character." 

It  is  not  just  cities  and  government  agencies  that  are  benefit- 
ing. Corporate  America  is  outsourcing  some  of  its  trickiest  prob- 
lems to  Los  Alamos.  Most  U.S.  companies  are  not  hotbeds  of 
supercomputing  prowess  and  can't  handle  this  work  in-house. 
So  many  depend  on  supercomputing  power  just  as  much  as  the 
national  laboratories  do. 

More  than  40  corporations  have  partnered 
with  the  Virtual  Laboratory  Testbed,  a  facility 
founded  in  1992  that  allows  U.S. -owned  cor- 
porations to  apply  the  lab's  high-performance 
computers  to  real-world  business  challenges. 
Oil  giant  Chevron,  for  example,  has  used  Los 
Alamos'  resources  to  help  improve  its  oil  ex- 
ploration and  extraction  technologies.  And  the 
giants  of  the  pharmaceutical  world  have 
shaved  time  and  money  off  their  drug  dis- 
covery processes. 

General  Motors  has  designed  better  motors 
and  safer  cars  by  performing  crash  and  engine 
simulations.  And  Gillette  has  collaborated  with  Los  Alamos  to 
develop  shaving  products.  "Industry  will  go  through  enormous 
efforts  to  create  a  high-quality  product  at  a  lower  cost,"  says 
Richard  Kendall,  director  of  the  Virtual  Laboratory  Testbed. 


Richard  Kendall  di 
Virtual  Labo 


WEAPONS  AND   WITCHES 

For  all  of, Blue  Mountain's  power,  its  time  at  the  top  w 
be  short.  Researchers  who  use  supercomputers  are  engaged 
their  own  arms  race.  Even  though  they're  partners  in  Bli 
Mountain,  scientists  at  Lawrence  Livermore  are  trying  to  bt 
their  colleagues  at  Los  Alamos.  An  IBM-made  computer  call< 
Blue  Pacific  will  soon  replace  Blue  Mountain  at  the  front  oft 
pack.  When  Blue  Pacific's  installation  at  f 
California  lab  is  complete,  its  peak  speed  w 
be  3.9  terafiops. 

But  at  press  time,  Blue  Mountain  is  st 
king  of  the  hill.  As  it  sits  in  the  high,  co 
desert  of  New  Mexico,  it  has  no  knowled 
of  its  power.  It  is  just  a  machine  crunchi: 
staggering  amounts  of  data,  never  thinki 
about  the  consequences  of  its  work;  tho 
are  beyond  its  calculation.  But,  thankful 
I  know  that  such  consequences  are  n 
beyond  the  understanding  of  Dr.  Jas  Merct 
Smith  and  many  others.  "We've  created  t 
most  horrible  weapons  imaginable,  and  t 
result  is  unprecedented  peace,"  he  says.  "Weapons  designe 
play  the  societal  role  of  witches  in  fairy  tales  —  we  sea 
people  into  behaving.  That's  not  a  pleasant  role,  but  i 
very  important." 


zctor  of  Los  Alamos' 
itory  Testbed. 


The  top  25  supercomputing  sites 
ranked  by  theoretical  peak  speed 
as  of  November  5.  1998.  In  order: 
location,  computer,  purpose,  speed, 
number  of  processors,  manufacturer. 

ILos  Alamos  National 
Laboratory 
(Los  Alamos,  U.S.)  ASCI 
Blue  Mountain,  energy 
research,  nuclear  weapons 
modeling,  3.07  Tflops, 
6,144,  SGI 

2  Sam  ha  National 
Laboratories 
(Albuquerque,  U.S.)  ASCI 
Red,  research,  1.83  Tflops, 
9,152,  Intel 

3  Government  (U.S.) 
T3E1 200,  classified, 
1.30  Tflops,  1,084,  SGI 

4  IBM 
(Poughkeepsie,  U.S.) 
SP  Silver,  energy  research, 
1.29  Tflops,  1,952,  IBM 

5  Government  (U.S.) 
T3E900,  classified, 
1.19  Tflops,  1,324,  SGI 

61  WRENl  !    I  [VI  RMORJ 
National  Lab 
(Livermore,  U.S.) 
ASCI  Blue  Pacific  CTR 
SP  Silver,  energy  research, 
nuclear  weapons  modeling, 
892Gflops  1,344,  IBM 


7  The  Meteorological 
Office 
(Bracknell,  U.K.) 
T3E900,  weather  research, 
788  Gflops,  876,  SGI 


11 


Naval  Oceano- 
graphic  Office 
(Bay  Saint  Louis,  U.S.) 
T3E900,  weather  research, 
630  Gflops,  700,  SGI 


15 


The  Max  Planck 
'  Society  (Garching, 
Germany)  T3E,  materials 
science,  plasma  research, 
487  Gflops,  812,  SGI 


8  Manchester  -4  f%  NERSC/Lawrence  «f  £"  University 

Materials  Science  I  Am  Berkeley  nat'l  lab  I  O  of  Stuttgart 

Centre  (Manchester,  U.K.)  (Berkeley,  U.S.)  T3E900,  3D  (Germany)  T3E900, 

T3E1200,  academic,  scientific  visualization,  623  fluid  dynamics,  chemistry, 

734  Gflops,  612,  SGI  Gflops,  692,  SGI  486  Gflops,  540,  SGI 

The  Top  25 

Supercomputing 

Sites 


9nasa/goddard 
Space  Flighi  Center 
(Greenbelt,  U.S.) 
T3E,  weather  research, 
650  Gflops,  1,084,  SGI 

•Hj  f\  Sll  h  ON 

lv(.i; 

(Chippewa  Tails.  I    V 
T3E 1200,  vendor 
development,  648  Gflops, 
540,  SGI 


«4  *y  Center  for 

IO  COMPUTATIONAl 
S  (Tsukuba,  Japan) 
CP-PACS/2048, 
academic,  614  Gflops, 
2,048,  Hitachi 

«f  A  Deutscher 

■  *§  YVl  I  I  ERDIENS1 
■  'bach,  Germain) 
T3E1200,  weather  research, 
358  Gflops,  484,  SGI 


«4"f  Pittsburgh 

I  m  Si  pi  r<  omputing 
Center  (U.S.) 
T3E900,  protein  folding, 
black  hole  simulations, 
486  Gflops,  540,  SGI 

■4  Q  Lawrence  Liver- 

IO  Mom-  Nam  Lab 
{Livermore,  U.S.) 
W  1  Blue  Pacific  TR  SP 
Silver,  energy  research. 


nuclear  weapons  modeling 
446  Gflops,  672,  IBM 

«f  QIBM 

I  y  (Poughkeepsie,  U.S.) 
SP  PC604,  vendor  develop 
ment,  330  Gflops,  512,  IBN 

OH  Forschungszentr™ 

mm\3  fUELICH 

(Juelich,  Germany) 
T3E,  physics  research, 
324  Gflops,  540,  SGI 

#>^  Silicon  Graphics 
A.  I  (Eagan,  U.S.) 
T3E,  vendor  development, 
324  Gflops,  540,  SGI 

OO  Government  (U.S.) 
Mm  Am  T3E1200,  classified, 
322  Gflops,  268,  SGI 

^O  U.S.  Army  HPC 
^O  Research  Cfntfr 
(Minneapolis,  U.S.) 
T3E1200,  parachute  model 
ing,  weapons  blast  analysis 
322  Gflops,  268,  SGI 

O  A  University  of 
Am**  Edinburgh  (U.K.) 
T3E900,  academic,  313 
Gflops,  348,  SGI 

O  I™  University 
dm  9  of  Tokyo 
(Tokyo,  Japan) 
SR2201/1024,  academic, 
307  Gflops,  1,024,  Hitachi 
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NEXT  YEAR,  70%  OF  YOUR  PEERS  WILL 

SCALE  BACK  BECAUSE  THEY  CAN'T  FIND 

ENOUGH  TRAINED  PEOPLE. 


TRY  EXPLAINING  THAT  TO  YOUR 
SHAREHOLDERS. 

According  to  the  latest  Coopers  &  Lybrand  study,  the  fastest-growing  companies 
may  cancel  growth  plans  and  delay  expansions  in  a  scramble  to  find  trained  staff. 
Yet  all  the  guaranteed  training  you  need  can  be  a  single  phone  call  away 

As  the  world's  largest  network  of  authorized  training  centers,  with  more  than  200 
locations  around  the  globe,  New  Horizons  Computer  Learning  Centers®  offer  more 
1  classes  than  anyone  else.  Our  professional  instructors 
are  rated  by  every  student,  every  day.  And  our  help 
desk  is  available  for  desktop  support  24  hours,  365  days  a  year. 

To  see  how  our  guaranteed  training  can  keep  your  sharehold- 
ers happy  call  1  800  PC-LEARN  or  visit  www.newhorizons.com 
for  your  free  guide,  choices  for  the  real  world. 


I 


©  1998  New  Horizons  Computer  Learning  Centers.  All  trademarks  are  the  property  of  their  respective  owners. 


New  Horizons' 

Computer  Learning  Centers 
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LUSTING 
AFTER 


■"tography    by    Robbie    McClaran 


FOR  MOST  MAINFRAME 
COLLECTORS,  THE  MORE 
OBSOLETE  THE  BETTER 
BY    KIP    CROSBY 

In  October  1995,  a  large,  colorfully  painted 
moving  van  pulled  into  a  corporate  parking  lot 
near  San  Jose,  California.  The  members  of  an  in- 
formal group  of  supercomputer  collectors  milled 
about  waiting  for  the  cargo  doors  to  open. 

Inside  the  trailer  was  a  mainframe  — an  SDS 
930  on  permanent  loan  from  a  government  agency. 
This  computer  was  significant  to  the  collectors 
because  of  its  captivating  design,  elegant  con- 
struction, pristine  condition,  and  most  of  all 
because  — as  far  as  we  knew— it  was  the  last  one 
left  of  the  168  that  had  ever  been  built.  Its  14  racks 
and  console  weighed  roughly  5'A  tons,  so  we  were 
grateful  for  the  professional  moving  crew.  In  a  per- 
fect world,  it  might  always  be  thus.  But  in  the 
world  at  hand,  collecting  mainframes  is  an  ardu- 
ous job... generally  done  with  rented  trucks,  bor- 
rowed labor,  and  scrounged  space.  Under  duress, 
a  large  garage  will  serve  — if  you  don't  mind  dis- 
possessing cars. 

I'm  not  talking  about  collecting  little  compu- 
ters. Certainly,  collecting  desktops  and  minitowers 
can  lead  to  problems  if  done  enthusiastically,  but 
you  can  start  almost  by  accident:  Merely  buy  a 
succession  of  personal  computers  and  never 
throw  them  away.  By  comparison,  collecting 
mainframes  is  done  with  utmost  deliberation,  a 

Supercomputer  Connoisseur  Paul  Pierce  has  been  collecting 
hardware  since  the  1970s.  He  owns  75  tons  of  equipment,  which 
create  either  9  or  10  systems,  depending  on  how  they  are  divided 
up.  He  works  for  Intel  Research  in  Hillsboro,  Oregon. 
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maniacal  sense  of  purpose,  a  ten- 
dency toward  insomnia,  and  a  real 
love  of  second-rate  fast  food.  Then  all  you  need  is  a  warehouse 
borrowed  from  an  indulgent  relative  and  a  map  marked  with 
locations  of  cheap  gas  stations. 

Mainframes  are  seductive  partly  because  collecting  them  tests 
the  bounds  of  possibility.  For  example,  even  though  an  entire 
mainframe  probably  weighs  several  tons,  it's  usually  modular. 
So  you  can  lift  any  one  of  the  modules  with  two... maybe 
three. ..okay,  four  people.  If  it  turns  out  you  need  a  crane,  don't 
forget  to  reserve  it  several  days  in 
advance  because  they  can  be  hard  to 
get  on  short  notice.  Also,  be  sure  your 
crane  operator  knows  how  to  lift  stuff 
without  tilting  it;  hardware  of  this  order 
does  not  survive  being  dropped. 

Once  you  settle  the  question  of  lift- 
ing and  shifting  the  bits,  then  you'll 
need  to  turn  your  attention  to  storage 
space.  Look  for  a  facility  with  a  leak- 
free  roof,  a  ground-level  main  floor, 
adequate  climate  control,  and  good 
security.  Then  shake  yourself  hard,  stop 
dreaming,  and  take  what  you  can  get: 
a  single  intermodal  container  in  a  park- 
ing lot  somewhere  that  will  actually  huld  an  entire  good-sized 
mainframe  if  jammed  together  tightly.  If  the  roof  leaks,  you  can 
cover  each  module  with  a  really  big  plastic  trash  bag.  Forget 
about  standard  storage  lockers — few  of  them  are  big  enough  — 
and,  in  computer-collecting  hot  spots  like  Silicon  Valley,  you  will 
pay  nearly  the  per-square-foot  rental  rate  of  a  livable  apartment. 

Eventually  you  may  think  about  powering  up  the  beast.  Keep 
thinking!  Remember,  you've  got  this  animal  because  someone 
in  government  or  private  industry  was  tired  of  paying  for  its  air- 
conditioning.  Also  remember  that,  during  its  useful  life,  it  lived 
in  a  very  large  insulated  room  with  a  massively  reinforced  false 
floor,  and  you  do  not  have  one  of  those.  (You  do?  Please  call 
me  —  collect.)  If  you're  still  determined  to  go  ahead  and  fire 
up  the  behemoth,  figure  out  its  cooling  requirements  first  — 
they're  somewhere,  hopefully,  in  one  of  the  56  manuals  you  got, 
and  not  in  one  of  the  1 1  you  didn't.  Then  determine  its  choice 
of  power,  which  is  obviously  not  household  current  —  220  if 
you're  lucky,  440  if  you're  not,  and  in  extreme  cases,  something 


Paying  Tribute  Wuhan  Myhrvold,  chief  technology  officer  for 
Microsoft,  stores  his  collection  of  supercomputers  in  a  warehouse. 


even  weirder.  Cable  it  together,  assuming  you  inherited  all 
proper  cables,  and  power  it  up  slowly  with  a  nice  big  Variac  g| 
erator.  Don't  try  this  on  a  rainy  day.  If  something  is  brof 
and  you  can  proceed  far  enough  to  figure  out  what  it  is,  imij 
diately  turn  to  the  Web  or  USENET  in  search  of  one  of  those 
or  three  surviving  people  on  Earth  who  ever  built,  installed| 
administered  one  of  these  silly  machines... 

You  get  the  picture.  On  the  scale  of  museum-grade  nuisanj 
mainframes  rank  somewhere  in  the  middle.  They're  defini 
harder  to  collect  than  cars  because  they  don't  move  under  til 
own  power.  Also,  a  classic  car  parkecj 
your  driveway  is  perfectly  standard, 
a  mainframe  parked  in  your  drivewal 
grounds  for  divorce.  On  the  other  ha| 
mainframes  are  easier  to  collect  than  i 
tage  airplanes  since  they  can  be  mol 
a  small  piece  at  a  time,  don't  drink  pnl 
fuel,  and  don't  need  to  be  stored  nl 
runways.  You  can  also  operate  a  rml 
frame  without  a  pilot's  license. 

Okay,  so  why  do  it?  Some  pec 
want  the  first  —  or  last  —  compii 
they  helped  design.  Some  want  the  i 
they  spent  10  years  managing,  day 
day  out.  Some  pay  tribute  to  the  gerj 
of  core  memory,  the  hard  disk,  multiprocessing,  or  some  other 
concept  that  sprang  from  white-hot  overtime  in  a  nearly  i\ 
gotten  lab.  And  a  few  hardy  souls  in  cold  climates,  I  swear,  wl 
exotic  ways  to  heat  their  houses. 

Still,  the  urge  to  save  mainframes  ultimately  has  its  rootd 
the  juggernaut  of  historical  tendency.  Mainframe  to  miniij 
deskside  to  desktop,  to  laptop  to  notebook,  to  handheld  to  go 
At  the  moment  the  computer  becomes  universal,  it  will  ne*| 
disappear.  Then  the  few  mainframes  saved  from  scrappers 
stand  as  massive  and  self-sufficient  as  sculpture,  evoking  dl 
of  craft  and  engineering,  glowing  filament  and  arctic  air,  circti 
that  can  be  traced  and  deciphered.  Like  the  great  iron  bridi 
and  the  piston-engined  warbirds,  they  will  have  survived  beyc] 
their  time  yet  be  instantly  knowable.  And  then  they  will  sa)| 
the  PalmPilots  in  our  pockets,  "From  me  you  came." 

Kip  Crosby  is  the  coauthor  of  The  Windows  98  Bible  and  has  bet\ 
card-carrying  member  of  the  Computer  History  Association  oj  (iilifoil 
since  1993.  Crosby  also  wrote  the  Iron  Age  timeline  in  this  issue  (p.  43). 


SHRINKAGE 

nputing  business  has  not  been  kind. 
Below  we've  listed  the  companies  that  have  come 
and  mostly  gone.  The  death  date  indicates  the 
year  the  company  went  bankrupt,  was  acquired, 
or  closed  its  supercomputing  division. 


COMPANY 

BIRTH 

DIMH 

Remington  Rand 

1950 

1955 

Sperry-Rand 

1955 

19Sfc 

Control  Data 

1957 

Digital  Equipment 

1957 

Burroughs 

1961 

1986 

Honeywell 

1969 

Floating  Point  Systems 

1970 

Cray  Research 

1972 

1996 

BBN  Advanced  Computers 

1972 

1991 

Denelcor 

1974 

1985 

Fujitsu 

1977 

- 

CHoPP  Computer 

1981 

1994 

Silicon  Graphics 

1982 

• 

Convex  Computer 

1982 

1994 

Alliant  Computer  Systems 

1982 

1992 

Hitachi 

1982 

• 

NEC 

1983 

• 

Thinking  Machines 

1983 

1994 

nCube 

1983 

• 

ETA  Systems 

1983 

1989 

Intel 

1984 

1996 

Multiflow  Computer 

1984 

1990  : 

Cydrome 

1984 

1988 

Parsytec 

1985 

• 

Meiko 

1985 

1997 

Evans  &  Sutherland 

1986 

1990 

Unisys 

1986 

1997  J 

Kendall  Square  Research 

1986 

1995 

Tera  Computer 

1986 

Supercomputer  Systems 

1988 

1993  1 

MasPar  Computer 

1988 

1996 

Cray  Computer 

1989 

1995 

HAL  Computer  Systems 

1990 

1993  I 

IBM 

1993 

Source:  AHred  Brenner,  institute  lor  Defense  Analysts 
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SYQUEST 


OPTIMIZING  SUPPLY  CHAINS 


GREHT  PERFORMANCES  DON'T  JUST  HflPPEH. 

It  takes  genius  to  create  a  masterpiece  in  music 
-and  in  business. 

Orchestrating  all  the  players  across  the  supply  chain  with  strategic, 
tactical  and  operational  software,  SynQuest  is  optimizing  supply 
chain  performance.  Which  translates  into  lower  costs  and  greater 
profitability  for  our  customers. 

What  do  we  consider  a  great  performance? 


Delivering  office  furniture  products  in  two  days  while  the 
competition  takes  five  weeks.  Slashing  $72  million  out  of  a 
European  consumer  goods  supply  chain.  Driving  market  share 
up  for  a  sporting  goods  manufacturer  from  50  to  62  percent 
without  additional  capital  investment. 


At  SynQuest,  we  optimize  performance  for  our  customers 
around  the  world. 

TOGETAEA.  ME  CAN  MRHE 

THE  NEXT  GREAT  PERFORMANCE  YOURS. 

Call  us  for  your  free  copy  of  Performance  Optimized, 

a  guide  to  the  Financial  Optimization  of  complex  supply  chains. 

800.844.3228  (Europe  +31.0.183.610.610) 
www.synquest.com 
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Where 
They're 
Going 


BY  DANNY  HILLIS 

There  once  was  a  time  when  super- 
computers were  made  of  different  stuff 
than  ordinary  machines.  The  original 
Cray  1  was  handcrafted  from  exotic  chips 
mounted  on  copper-plated,  liquid-cooled 
circuit  boards.  The  Cray  2  looked  even 
stranger.  It  bubbled  in  a  bath  of  fluoro- 
carbon  fluid  — cooled  by  artificial  blood. 
Parallel  computing  changed  all  that. 
Now  the  fastest  machines  in  the  world 
are  made  of  the  same  components  as  PCs 
and  workstations.  Supercomputers  just 
use  more  of  them.  The  truth  is,  given  the 
current  trends  in  technology,  the  dis- 
tinction between  supercomputers  and 
other  computers  is  beginning  to  blur. 

For  the  near  term,  at  least,  it  is  pretty 
clear  that  this  trend  will  continue.  But 
what  technologies  on  the  horizon  have  the 
potential  to  upset  the  applecart  and  set  off 
the  next  revolution  in  supercomputing? 
At  least  three:  optical  computers,  bio- 
computers,  and  quantum  computers. 
They  are  all  long  shots,  but  because  they 
are  potentially  revolutionary,  they  are 
worth  investigating. 

Optical  computing  is  probably  the  least 
radical  of  the  three  new  technologies.  It 
has  been  in  use  in  limited  form  for  decades, 
mostly  in  military  signal  processing. 

In  optical  computing,  a  light  would  carry 
information  as  well  as,  if  not  better  than,  elec- 
tricity. For  one  thing,  light  beams  are  superior  to 
electricity  for  sending  information  from  one  ►  62 
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Work 

BY  DANNY  HILLIS 

When  I  first  visited  the  MIT  Artificial 
Intelligence  Laboratory  as  a  freshman  in 
1974,  the  field  of  artifical  intelligence  was 
in  a  state  of  explosive  growth.  The  first 
programs  that  could  follow  simple 
instructions  written  in  plain  English  were 
being  developed,  and  a  computer  that 
understood  human  speech  seemed  just 
around  the  corner.  Computers  were  even 
passing  calculus  exams  and  solving  sim- 
ple analogy  problems  taken  from  IQ  tests. 
Could  general-purpose  machine  intelli- 
gence be  far  off? 

But  by  the  time  I  joined  the  laboratory 
as  a  graduate  student  a  few  years  later, 
creating  true  artificial  intelligence  was 
looking  more  difficult.  The  simple  demon- 
strations had  turned  out  to  be  just  that. 
Lots  of  new  principles  and  powerful 
methods  had  been  invented,  but  applying 
them  to  larger,  more  complicated  problems 
didn't  seem  to  work. 

Part  of  the  problem  lay  with  the  speed 
limitations  of  computers.  The  speed  of  a 
computer  is  generally  governed  by  the 
amount  of  time  it  takes  to  move  data  in 
and  out  of  memory.  In  the  late  1970s,  that 
process  was  still  measured  in  microsec- 
onds. So  it  was  frustrating,  for  example, 
to  try  to  get  a  machine  to  recognize  ►  62 


Tinkertoy  Computer,  above,  was  built  by  Danny  Hillis 
and  friends  in  1978  to  play  tic-tac-toe.  The  machine  was  con- 
structed using  tens  of  thousands  of  pieces  and  operated  on  "and" 
and  "or" functions.  It  now  resides  in  the  Computer  Museum  in  Boston. 


February    22.    1999      FORBES  ASAP     fr\ 


WHERE  THEY'RE  GOING 


•4  60  place  to 
another,  which 

is  why  telephone  companies  use  fiber-optic  cable  to  communi- 
cate over  long  distances.  The  reason  that  light  is  so  useful  for 
communication  is  that,  unlike  electricity,  it  does  not  interact 
much  with  its  surroundings.  Two  beams  of  light  can  cross  each 
other  without  anyone  or  anything  even  noticing. 

Unfortunately,  it  is  this  very  independence  that  makes  it 
difficult  to  make  an  all-optical  computer,  since  computing 
requires  interaction.  True  optical  computing  will  necessitate  the 
development  of  the  optical  equivalent  of  a  transistor,  so  that  one 
light  beam  can  be  used  to  switch  another.  Such 
devices  exist,  but  making  one  with  the  right  per- 
formance characteristics  will  require  a  breakthrough 
in  the  field  of  materials  science. 

Large-scale  biocomputing  is  further  from  being 
realized  than  optical  computing,  but  the  potential 
is  greater.  Imagine  a  supercomputer  the  size  of  a 
grapefruit  that  is  capable  of  real-time  image 
processing,  speech  recognition,  and  logical  infer- 
ence. Such  computers  exist:  They  are  called  human 
brains.  With  steady  progress  in  biotechnology,  we 
are  beginning  to  understand  and  manipulate  the 
genetic  machinery  that  manufactures  brains. 

If  progress  continues  at  the  current  rate,  it  is 
conceivable  that  in  a  decade  or  two  supercomput- 
ers will  be  grown  in  vats.  This  may  sound  like  sci- 
ence fiction,  but  there  already  are  experiments 
leading  in  this  direction.  For  example,  "biochips" 
have  been  produced  that  feature  neurons  grown 
in  patterns  atop  a  sheet  of  silicon. 

In  other  laboratories,  researchers  have  encoded 
strands  of  DNA  with  data  that  can  perform  com- 
putations right  inside  a  flask.  These  biocomputing 
experiments  are  still  far  from  having  a  practical 
application,  but  that's  what  we  said  about  the 
integrated  circuit  in  1958. 

Quantum  mechanics  is  the  third  technology  with  the 
potential  to  create  a  revolution  in  supercomputing.  This  is 
even  more  nascent  than  optical  or  biological  computing  but 
is  potentially  even  more  revolutionary.  Because  quantum 
computers  take  advantage  of  the  counterintuitive  rules  of 
quantum  mechanics,  they  are  potentially  much  faster  than 
their  electronic  counterparts.  In  fact,  they  may  be  infinitely 
faster.  Literally. 

Coming  up  with  the  technology  that  will  supersede  electronic 
computers  is  not  going  to  be  easy.  After  all,  parallel  computers 
using  standard  microprocessor  technology  have  been  improving 
by  an  order  ol  magnitude  every  few  years.  So  any  technology 
that  aims  to  replace  this  will  have  to  be  pretty  hot. 

But  progress  in  the  field  of  computing  has  been  rapid 
and  full  of  surprises.  I  am  writing  this  article  on  a  $1,500 
portable  laptop  that  is  about  throe  times  taster  than  the  $10 
million  Cray  1  supercomputer  I  first  saw  in  1974.  Predicting 
the  future  is  always  dangerous,  but  the  predictions  that 
look  most  foolish  in  retrosp  t  are  the  ones  that  claim,  "It 
can't  be  done."  ■ 
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"If  progress 
continues  at 
the  current 

rate,  it  is 
conceivable 

that  in  a 

decade  or 
two  super- 
computers 
will  be 

grown  in 
vats." 

-Dsnny  Hillis 


■*  61   a  pile  of  obj 
when  recognizing 
a  single  object  required  hours  of  computing  time. 

The  computers  of  that  era  were  slow  because  they  v, 
sequential  —  they  could  do  only  one  thing  at  a  time.  A  comp1 
must  look  at  a  picture  pixel  by  pixel.  By  contrast,  a  living  bi 
can  perceive  an  entire  picture  instantly  and,  at  the  same  time, 
simultaneously  match  what  it  sees  to  every  image  it  knows.  For 
reason,  a  humari  being  is  much  faster  than  a  computer  at  reel 
nizing  objects,  even  though  the  neurons  in  the  human  vi: 
system  are  much  slower  than  the  transistors  in  a  computer.  1 
difference  in  design  inspired  me,  as  it  did  m 
others,  to  look  for  ways  of  designing  massively  p 
allel  computers  —  computers  containing  mult 
processors  that  could  perform  millions  of  ope 
tions  concurrently,  just  like  the  brain. 

The  crux  of  the  problem  facing  us  was  how 
work  would  be  divided  among  the  processors 
first  it  seemed  that  the  best  way  to  divide 
computation  was  to  give  each  processor  a  diffei 
part  of  the  program  to  execute.  But  this  strat 
suffered  from  the  same  drawbacks  as  organizir 
large  team  of  people  to  paint  a  fence  by  assign; 
one  person  the  job  of  opening  the  paint,  anot 
the  preparation  of  the  surface,  another  the  api 
cation  of  the  paint,  and  another  the  cleaning  of 
brushes.  Such  a  complex  functional  breakdoi 
would  require  a  high  degree  of  coordination 
after  a  certain  point,  adding  more  people  woul 
speed  up  the  task. 

Another  way  to  use  a  parallel  computer  wi 
be  to  have  each  processor  perform  similar  work, 
on  a  different  section  of  the  data.  This  so-called  d 
parallel  decomposition  of  the  task  would  be  like  j; 
ting  a  fence  painted  by  assigning  each  worker  a  si 
arate  section  of  the  fence.  Not  all  problems  bre; 
as  easily  as  painting  a  fence,  but  where  large  computations  v> 
concerned,  this  method  proved  to  work  surprisingly  well — \ 
it  is  the  way  that  most  parallel  applications  work. 

In  data  parallel  decomposition,  a  search  problem,  like  pi 
ing  chess,  can  be  broken  down  by  having  each  proces 
simultaneously  search  different  lines  of  play.  The  degree  to  wb| 
the  process  can  be  sped  up  is  almost  proportional  to  the  nu 
ber  of  processors — so  the  more  of  them  the  better.  Obviou 
a  little  time  must  be  spent  dividing  the  initial  problem  am( 
the  processors  and  gluing  the  subsequent  answers  togethei 
but  if  the  problem  is  sufficiently  large,  those  matters  beco 
proportionally  very  small,  and  the  computation  can  be  p 
formed  very  efficiently,  even  when  the  work  is  divided  arm 
tens  of  thousands  of  processors. 

A  typical  example  of  the  kind  of  computation  well  sui 
to  a  parallel  computer  is  a  simulation  of  the  atmospht 
which  is  useful  in  predicting  the  weather.  In  such  a  model,  nu 
bers  represent  a  three-dimensional  cube  of  air  in  the  atm< 
phere.  These  numbers  specify  average  temperature,  pressn 
wind  velocity,  and  humidity.  Multiply  this  by  several  million  si 
cubes  and  the  result  is  a  kind  of  three-dimensional   ► 
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It 's  a  laser  printer  that's  faster  than  the 
competition  and  it's  only  about  $299. 

This  no-compromise,  high  quality  printer  delivers  up  to  10  pages 
per  minute.  That's  67%  faster  than  6  ppm  engines.  Other  features 
include  600x600  dpi  resolution,  2MB  standard  memory,  straight 
paper  path  design  to  reduce  jams  and  a  200  sheet  adjustable 
paper  tray. 

HL-1040  -  about  $299* 


It's  the  only  laser  printer  at  the  price, 
with  a  built-in  copier  and  scanner. 

The  MFC-P2000  delivers  speed,  sharpness  and  affordability.  It  prints 
up  to  10  pages  per  minute,  plus  it  features  600x600  dpi  quality  and 
2MB  standard  memory.  The  copier  is  equipped  with  two  reduction 
and  two  enlargement  modes,  photo  mode  and  the  scanner  offers 
600x600  dpi  interpolated  resolution  with  two  award-winning 
software  packages. 
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ter  —  a  picture  that  behaves  according  to  physical  laws. 

However,  even  such  a  high-resolution,  three-dimensional 
image  will  never  be  perfect  over  a  long  period  of  time  —  say, 
several  weeks — because  the  initial  state  of  the  atmosphere  can- 
not be  measured  with  exact  precision.  Like  the  game  of  roulette, 
weather  systems  are  chaotic,  so  a  small  change  in  initial  con- 
ditions will  produce  a  significant  change  in  the  outcome. 
Nevertheless,  for  predicting  the  weather  a  few  days  ahead,  we 
can  be  remarkably  precise. 

That's  the  good  news.  The  only  problems  we  don't  know  how 
to  solve  efficiently  on  a  parallel  computer  are  those  in  which 
the  problem  grows  over  time.  An  example  is  predicting  the 
future  positions  of  the  planets.  (Ironically,  this  is  the  very  prob- 
lem for  which  many  of  our  mathematical  tools  of  computation 
were  originally  invented.) 

The  paths  of  the  planets  are  the  consequence  of  well-defined 
rules  of  momentum  and  gravitational  interactions  between  the 
nine  planets  and  the  sun.  The  only  way  we  know  how  to  cal- 
culate the  positions  of  the  planets  a  million  years  in  the  future 
is  to  calculate  their  positions  at  each  intermediate  time  between 
now  and  then.  This  is  a  problem  that  can  only  be  tackled 
sequentially.  You  cant  ask  one  of  the  processors  to  go  ahead 
and  compute  the  positions  of  the  planets  500,000  years  hence, 
without  computing  their  positions  just  before  then,  and  just 
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before  then,  and  so  on.  If  there  is  a  trick  to  solving  this  pr 
lem  concurrently,  I  am  not  aware  of  it.  On  the  other  han 
far  as  I  know,  no  one  has  proved  that  this  orbit  probler 
inherently  sequential.  It  remains  an  open  question. 

Highly  parallel  computers  are  now  fairly  common,  and  si 
they  are  built  of  the'same  parts  as  personal  computers,  theyi 
likely  to  become  less  expensive  and  more  common  with  ti 
The  most  interesting  parallel  computer  today  is  the  one 
is  emerging  almost  by  accident  from  the  networking  of  seq 
tial  machines  —  the  Internet. 

As  the  information  available  on  the  Internet  becomes  ric 
and  the  interaction  among  the  connected  computers  becoi 
more  complex,  I  expect  that  the  Internet  will  even  begir 
exhibit  emergent  behavior  going  beyond  any  that  has  b 
explicitly  programmed  into  the  system. 

In  fact,  the  Internet  is  already  beginning  to  show  sign: 
such  emergent  behavior,  but  so  far  most  of  it  is  pretty  sim 
(and  irksome):  plagues  of  computer  viruses,  unpredicted 
terns  of  message  routing,  etc.  But  as  computers  on  the  netw 
begin  to  exchange  interacting  programs  instead  of  just  electrc 
mail,  I  suspect  the  Internet  will  start  to  behave  less  like  a  r 
work  and  more  like  a  parallel  computer.  And  when  that  h 
pens,  the  meaning  of  "supercomputer"  will  change  again. 


Danny  Wilis  is  credited  with  having  pioneered  the  concept  of massively  parallel  t\ 
puters.  He  cofounded  Thinking  Machines.  "How  They  Work"  is  an  extract  fronm 
book  The  Pattern  on  the  Stone:  The  Simple  Ideas  That  Make  Computers  WorliB     ■ 
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It  is  a  great  program.  A  vast  program. 
It  is  the  world's  most  venerable  computer 
program,  the  granddaddy  of  all  grand- 
daddies  — 1.5  million  lines  of  Fortran  and 
Cobol  code.  And  it  has  been  Dick  Mac- 
Neal's  life  for  more  than  three  decades. 

This  behemoth  of  a  program  is  called 
NASTRAN.  You  may  never  have  heard  of 
it,  but  if  you've  ever  flown  in  a  plane,  driven 
a  car,  or  even  laced  up  a  pair  of  Nikes, 
you've  tested  Dick  MacNeal's  creation. 

NASTRAN,  a  finite  element  analysis 
software  program,  simulates  how  an  ob- 
ject will  survive  real-world  conditions  like 
heat,  vibration,  stress,  and  electromagnetic 
fields  and  forces.  The  results  are  interpreted 
by  engineers  and  have  been  used  to  im- 
prove the  design  of  innumerable  products, 
from  disk  drives  to  the  space  shuttle. 

NASTRAN  didn't  set  out  to  become 
such  a  massive  program.  Its  origins  were 
comparatively  humble.  In  the  early  1960s, 
NASA,  deciding  it  was  paying  too  much 
money  to  too  many  contractors,  solicited 
bids  for  the  creation  of  a  general  purpose, 
finite-element  code  it  could  use  for  its 
space  program.  MacNeal,  then  a  43-year- 
old  consultant,  sent  in  the  winn.  ig  pro- 


posal. Asking  NASA  for  $1  million,  a  rather 
modest  amount  at  that  time  for  a  govern- 
ment project,  he  put  forth  a  plan  to  devel- 
op the  code,  agreeing  to  have  it  ready 
within  two  years. 

NASA  accepted  the  bid,  but  the  pro- 
ject cost  twice  as  much  as 
anticipated  and  took  four 
years  to  complete.  When 
it  was  finished,  NASTRAN 
was  considered  one  of  the 
most  mathematically  robust 
codes  for  design  analysis  in 
its  field. 

Writing  all  that  code  was 
no  cakewalk  for  the  engi- 
neers. MacNeal  didn't  even  own  a  com- 
puter at  the  time.  Luckily,  NASA  supplied 
the  hardware  —  more  accurately,  they  stip- 
ulated that  all  the  code  be  written  on 
NASA's  computers,  whenever  lab  time  was 
available. "That  turned  out  to  be  a  hell  of 
a  condition,"  MacNeal  recalls. 

Free  lab  time  at  each  of  the  eight  NASA 
computer  labs  around  the  country  was 
usually  only  available  late  at  night.  Mac- 
Neal and  his  team  could  also  get  time  on 
Christmas  and  the  Fourth  of  July. 


MacNeal  found  a  way  to  get  even."Ww 
had  a  policy  that  everyone  traveled  first 
class,"  he  boasts. 

When  the  project  ended  in  1970,  so  toe 
did  the  income  for  MacNeal  and  his  busi- 
ness partner,  Robert  Schwendler.  NASA 
sold  NASTRAN  for  a  mere  $1,500,  which 
included  the  source  code.  The  pair  knew! 
that  to  keep  the  MacNeal-Schwendlei 
Corporation  (MSC 
going,  they  would  hi 
to  develop  a  propri 
etary  version  of  th 
software. 

In  1982,  after  years 
of  contractual  compli- 
cations with  NASA, 
MSC  finally  cleared  its 
software  by  making  a 
$  1 25,000  payment  to  NASA. 

Today,  MSC,  a  700-employee,  publicly 
traded  company  with  1998  revenues 
of  $  1 35  million,  is  still  producing  code. 
NASTRAN  can  perform  trillions  of  float- 
ing-point calculations  and  read  and  write 
terabytes  of  data  in  a  single  analysis. 

At  the  very  heart  of  this  enormous  pro- 
gram are  the  first  lines  of  code  Dick  Mac- 
Neal wrote  some  30  years  ago.  "Nothing 
ever  obsoleted  our  software,"  he  says.  "It's 
amazing."  — David  Raymond 


A  Perfect  Swing  A  new  golf  club  is 
tested  using  computer  modeling. 
The  colored  area  is  where  stress  occurs. 
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•1GA   IS   TURNING   TO   SU 


BY    SCOTT    LAJOI  E 


ATTERS     AGAIN 


Karin,  THE  SOFT-SPOKEN  director  of  the  San  Diego  Super- 
lputer  Center  (SDSC),  is  popular  among  his  peers.  But  as 

|loped  around  the  exhibit  floor  at  the  supercomputing  show 
November  in  Orlando,  Florida,  his  mind  was  not  entirely  on 
colleagues  who  greeted  him.  He  was  hyperfocused  on  one 

[the  many  initiatives  he  had 

■his  plate  back  at  his  lab  in  La 

la,  California. 

And  no  wonder.  One  recent 

»posal  resulted  in  an  innov- 

re  computational  process  that 

[dels  fluid  flow  through  a 

ous  material.  A  second  pro- 

ll,  which  Karin  and  his  team 

working  on  now,  involves 

[deling  molecules  to  better 

lierstand  skin  friction. 

lAcademic  research  projects? 

p-secret  government  work? 
pe.  sDSC's  client  is  Procter  & 

|nble.  and  his  lab's  intricate 
lputations  are  aimed  at  mak- 
la  better  diaper  and  improv- 
Ithe  feel  of  skin  lotions. 

IW'elcome  to  the  new  age  of 
lercomputing.  Once  confined 
Ihe  grand  challenges  of  gov- 

|ment  and  academic  research, 
I  $3  billion  supercomputing 
istry  is  gaining  momentum  in  corporate  R&D.  All  that  corn- 
ling  power  sunk  into  Pampers  research  may  seem  trivial, 
|  consider  this:  The  diaper  industry  alone  accounts  for  nearly 
million  in  domestic  sales,  and  P&G  desperately  wants  to  regain 
Head  in  this  highly  contested  market. 

rVVhen  companies  take  the  leap  into  high-performance 
liputing,  they  never  turn  back,"  asserts  industry  analyst  Debra 
Idfarb  of  International  Data  Corporation  (IDC).  "Once  a  mere 


Vision  Quest  Supercomputers  help  scientists  visualize  amino  acids  (above) 
and  oil  and  water  mixing  (left).  Corporations  use  similar  techniques  to 
solve  molecular  modeling  and  fluid  dynamics  problems  of  their  own. 


tool,  computational  modeling  is  now  becoming  absolutely  essen- 
tial in  some  industries." 

Examples  of  this  shift  are  cropping  up  everywhere.  Motorola 
is  using  machines  at  the  University  of  Illinois  through  the 
National  Computational  Science  Alliance  to  map  the  cell  phone 

system  of  metropolitan  areas 
such  as  Los  Angeles.  The  com- 
pany is  modeling  800  power 
adjustments  per  second  across 
grid  cells  of  merely  50  meters. 
These  computations,  which  used 
to  take  months  to  perform  on 
smaller  workstations,  can  now 
be  crunched  before  the  techni- 
cians break  for  lunch.  At  United 
Airlines,  an  IBM  RS/6000  SP 
computes  better  pricing  struc- 
tures. The  airline  expects  its  $20 
million  investment  in  hardware, 
software,  and  support  to  reap  a 
whopping  $100  million  in  addi- 
tional revenue  next  year,  accord- 
ing to  Ajay  Singh,  United's  gen- 
eral manager  of  R&D. 

At  Exxon,  supercomputers 
have  decreased  oil  exploration 
costs  by  66%.  Engineers  use 
three-dimensional  models  of  oil 
reservoirs  and  surrounding  rock 
structures  to  determine  the  best  places  to  drill.  DaimlerChrysler, 
meanwhile,  conducts  crash  simulation,  structural  analysis,  air- 
flow modeling,  and  other  tests  on  supercomputers  in  its  design 
shops  and  engineering  facilities.  Each  virtual  crash  of  a  new  vehi- 
cle prototype  saves  the  company  as  much  as  $275,000.  At  tiny 
BioNumerik  Pharmaceuticals,  a  6-year-old,  28-employee  outfit 
in  San  Antonio,  Texas,  supercomputers  model  individual  mol- 
ecules in  the  company's  cancer  therapy  drugs.  BioNumerik,  which 
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Gaining  Insight  Supercomputers  model  (below,  left  to  right)  drug 
compounds,  oil  contaminant  flow,  elements  of  nuclear  fusion,  neutron  tracks 
through  a  uranium  sphere,  and  oil  flux.  Tokamak  Gyrofluid  Turbulence 
visualization  (facing  page)  is  part  of  a  collaborative  effort  between 
Los  Alamos  and  Lawrence  Berkeley  National  Laboratories  and  General 
Atomics  to  model  the  activity  in  a  magnetic  fusion  reactor. 

WHO'S 

competes  against  such  behemoths  as  Merck  and  Pfizer,  /WUHAST  'w"  ErE\  senting  higH-performance  computing:  "Being  the  fas 
does  a  minute  amount  of  physical  experimentation,  /  MASSIVE  LY\  and  the  bie8est  doesn't  cut  it  anymore.  People  v\ 
thus  reducing  expenditures  on  drug  development  by  /PARAlLElA  to  know  exactly  what  the  cutting  edge  can  do 
a  factor  of  10.  And  General  Atomics,  a  privately     /PROCESSING^    their  businesses." 

held  research  lab,  is  simulating  the  core  of  a  mag-  / Dk^"'J"ousing  .'L£?oE*\  Indeed. the  market  for  such  machines  1 
netic  fusion  reactor  in  an  effort  to  develop  the     /TX-     SGi/cray     T3E,     on\      changed  forever.  "Exotic"  and  "revolutic 

'    exploration  •  MCI    WorldCom,    Jackson, 
MS,   IBM   SP,    Telecommunications    • 
DaimlerChrysler,    Stuttgart,    Germany 
NCube,  Servicing  database  •  McrrM  lynch,  New  York, 
NY,  Intel  Paragon,  Investment  management  •  Phillips 
Petroleum,  Bartlesville,  OK,  SGI/Cray  T3E,  Oil  exploration  - 
Ricoh,  Yokohama,  japan,  Hitachi  SR2201,  Manufacturing  •  \         Ott-the-Shelf     and    COmmOCllty-DaSi 
Seara,   Roebuck.   Hoffman  Estates.   IL.   IBM   SP.   Data  mining  \        procmctS.  This  shift  is  Certainly  X 
•  Sony,   Tokyo,  Japan,   Fujitsu   AP3000,    Manufacturing  •   \     r 
Wal-Mart,    Bentonville,    AR,    MasPar,    Inventory  control\       Ognized  by  the  industry's  forem 

V  E  C  T  0  R  \      purveyors.  IBM  bases  its  RS/6( 

Aadi,  Munich,  Germany.  Fujitsu  VPP300,  Automotive  •  Nr«,  Dearborn,  Ml,   \  , 

SGI/Cray   T932,    Automotive  •  Mtrck,   Whitehouse    Station,    NJ.    SGI/Cray   T916,  \       SP  line  OI  massively  parallel  S 
Pharmaceuticals  •  MkfM  Telegr.,.   a*  Wc*-t,  Tokyo,  Japan,   ^'^JJjJ^X       temS  On  the  Same  Servers  t 

NEC    SX-4, 
Automotive  •  Veritas,  Singapore.  NEC  SX-4.  Oil  exploration  •  Westers  Geophysical,  Houston 
Ask  American  Express.       /  TX,  Fujitsu  VPP300,  Oil  exploration  •  Yokohama  Robber,  Yokohama,  Japan,  Fujitsu  VPP300,  Chemical 

In   1992   and   1994,  the     /  M  I  D  R  A  N  G  E 

,.  ,  t  A        /  *|l'e«slg,»l>   Kansas   City,   MO.   SGI   Origin2000.   Manufacturing  •  BMW,   Munich,   Germany,   SGI 

Credit  Card  giant  invested       /  Origin2000,  Automotive  •  Boston  Edison,  Boston,  MA,  Compaq/Digital  AlphaServer  4100,  Energy 
millions   in  what  was       /    <™n!>$ement  '  Charles  Schwah,  San  Francisco,  CA,  IBM  SP.  Investment  management  •  Clnesite/Kodak, 

/   Hollywood.  CA,  Compaq/Digital  RenderTower,  Special  effects  •  CommeriBank,  New  York,  NY,  Compaq/Digital 

then   the  darling  Of       /  AlphaServer  4100,  Data  mining  •  DoPont,  Wilmington,  OE,  SGI  Origin2000,  Chemical  •  Kawasaki  Heavy  Indsstnes,  \        at  the  gOVemme 

/  Kawasaki  cho  Akashi,  Japan,  Compaq/Digital  AlphaServer  8200,   Railroad  manufacturing  •  Netter  Digital  \         T  awrpnrp    T  jv 

Supercomputers,       /  Entertainment,  North  Hollywood,  CA,  Compaq/Digital  AlphaServer  4100.  Special  effects  ■  Piaar  Animation  Stadias,  Point  \      Lawrence    L.1Y 

Thinking     Ma-       /  R'ch"10"0'.  CA^  Sun  Microsystems  HPC  4000,  Animation  •  Raytheon,  Garland,  TX,  SGI  Origin2000,  Electronics  •  Saectram,  \        more    NatiOi 

°  /  Houston,  TX,  Hewlett-Packard  Exemplar  X  Class,  Oil  exploration  •  Vastar,  Houston,  TX,  SGI  Origin2000,  Oil  exploration  •  \ 

chines's  CM-5.       /Vertex,   Cambridge,    MA,   SGI   Origin2000,    Pharmaceuticals  -Reporters:   Scott   Lajoie   &  Michelle  Jeffers  \      Laboratory 


ultimate  alternative  energy  source. 

It's  stories  like  these  that  have  led  IDC's 
Goldfarb  to  predict  a  healthy  12%  accu- 
mulated growth  rate  in  the  use  of  high- 
performance  computing  through  2002. 
Still,  that's  hardly  a  boom,  given  the 
apparently  fantastic  cost  benefits  of 
these  technologies.  Industry  is 

Wary  Of  Supercomputers  even       /    Telecommunications  •  Nissan,  Kanagawa,  Japan,  SGI/Cray  T91 6.  Automotive 
with  their  clear  benefits.  Why?       /  Paris-   F"n«.    Fujitsu   VPP300.    Aerospace  •  Toyota.    Toyota    City,  Japan, 


ary"  —  terms  that  once  described  the  C 

and  Thinking  Machines  supercomputer: 

yore  —  are  out,  replaced  by  a  demand 


already  chug  away  in  ma 

corporate  wiring  clost 

The  same  IBM  archit 

ture  that  is  model: 

the  nuclear  stockp 


Unfortunately, 

like  numerous  other  ventures  in  the  supercomputing  field,  Think- 
ing Machines  tanked,  a  victim  of  market  shrinkage  and  techno- 
logical change.  As  a  result,  American  Express  was  left  out  in  the 
cold,  and  a  chill  spread  over  the  industry. 

Corporate  America  has  again  started  warming  up  to  high- 
performance  technologies,  but  a  new  set  of  problems  is  caus- 
ing the  industry  some  growing  pains.  Sure,  the  multiple  teraflops 
(trillions  of  calculations  per  second)  achieved  by  the  govern- 
ment's Accelerated  Strategic  Computing  Initiative  (known  as 
ASCI;  see  "Blue  Mountain,"  page  50)  and  the  awarding  of  the 
Nobel  Prize  in  chemistry  to  John  A.  Pople,  who  first  initiated 
computational  chemistry,  last  year  were  notable  milestones.  But 
many  industry  insiders  saw  those  events  as  being  as  much  mar- 
keting hype  as  any  real  measure  of  the  practicality  of  Big  Iron 
in  the  corporate  world. 

For  example,  Bran  Ferren,  executive  vice  president  of  creative 
technology  at  Walt  Disney  Imagineering,  stunned  the  crowd  of 
thousands  at  the  Orlando  show  by  saying  he  didn't  care  much 
about  the  hollow  benchmark  achievements  of  ASCI.  He's  not 
alone.  Says  Mike  Bernhardt,  a  former  Intel  marketing  execu- 
tive who  now  runs  a  Portland,  Oregon-based  PR  agency  repre- 


Nor the 
California  is  also  tackling  United  Airlines's  pricing  challenges 

Silicon  Graphics  also  leverages  its  products  over  a  wider  ra: 
of  customers,  discontinuing  some  of  the  old  Cray  lines  (it  bom 
Cray  Research  in  1996)  in  favor  of  the  scalable,  more  vers* 
Origin2000  system. 

The  largest  segment  in  the  overall  high-performance  a 
puting  market,  in  terms  of  shipments,  is  technical  servers  i 
midrange  systems,  where  Hewlett-Packard,  Digital  Equip: 
Corporation  (now  part  of  Compaq),  and  Sun  Microsystems  h 
an  increasing  presence.  So  exciting  has  this  segment  become  t 
even  companies  like  Dell  Computer  are  now  flirting  with 
idea  of  entering  the  fray. 

Big  business  is  finding  still  other  ways  to  embrace  supercc 
puting.  One  Bristol-Myers  Squibb  executive  expresses  cono 
about  the  future  of  present  vendors  and  the  lack  of  competit 
in  the  U.S.  supercomputing  market.  That  is  why  he  is  having 
company  set  up  a  "Beowulf  system"  —  a  sort  of  do-it-your 
budget  supercomputer. 

But  even  with  less  expensive  systems,  corporations  will  o 
tinue  to  invest  millions  in  supercomputers  in  their  endless  qi 
for  savings  and  the  ultimate  competitive  advantage. 
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ons  she'll  be  using  in  five  years, 
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what  isn't  so  apparent  is  the  reliability  and  flexibility  we  build  into  each  monitor.  Refresh  rates  up  to  120  Hz.  PC  and  Macintosh  compatible  I 

~~~      ~~    r     "  N   the  optional  InterBase  Series'  monitor  bases  mear 

j  they'll  grow  as  your  needs  change.  And  fa 

~T-     ~  security,  they're  backed  by  a  three-year  warrant, 

Crorr.>:  mm  Itfot  !•■:  Dot  Ti  i 

— MultiSync  E  Series  monitors.  With  longevity  like  this 

221 you  might  just  retire  before  your  monitors  do. 
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BY 


GARRY    KASPAROV 


,E  THE  world  over  are  worried  about  the  future  of  the 
lan  race.  Why?  Because  I  lost  one  chess  match  in  the  spring 
1997  to  IBM's  supercomputer,  Deep  Blue.  It  is  worth  thinking 
mt:  If  we  can  be  defeated  at  chess,  one  of  the  superior  games 
the  mind,  then  what  are  our  chances  of  withstanding  com- 
ition  and  pressure  from  computers  in  less  creative  areas? 

t^lXX  ai3-time  world  chess  champion 

fafter  my  firs,  match    SINKS   INTO  A  DEEP   BLUE    FUNK 

|h  Deep  Blue,  which  I 
In,  in  1996. 

(The  pressure  from  the 
|bal  audience  to  see  the 
llts  of  this  unique  ex- 
fiment,  a  classic  match 
pitting  man  against 
chine,  was  tremendous. 
le  general  public  con- 
lered  me  a  long  shot 
linst  the  brute  force  of 
computer's  calcula- 
|is.  On  the  other  hand, 
specialists  didn't 
ik  that  a  "stupid"  ma- 
le had  a  chance  against 

.vorld  champion.  Both  views  proved  exaggerated. 
The  truth  is  that  chess  is  an  infinite  game  —  no  computing 
rer  in  the  universe  can  exhaust  all  of  its  opportunities.  Even 
ichine  capable  of  calculating  200  million  positions  a  second 
eventually  encounter  consequences  of 
sions  beyond  the  reach  of  its  calculations. 
I  here  is  the  Achilles  heel  of  every  chess- 


Russian  Roulette  Gurry  Kasparov  won  the  first 
game  of  the  infamous  rematch  against  Deep 
Blue  by  playing  a  strategy  of  unusual  openings. 


zing  program,  a  virtual  stumbling  block 
computer  scientists:  No  matter  what  kind 
positional  priorities  you  install  in  the 
lputer,  its  output  is  never  going  to  be 
;.  It  will  never  be  capable  of  making 
|ioice  based  on  thinking  outside  the  fixed 
er  of  its  program. 

»o  far,  so  good.  But  to  take  advantage 
Ihis  weakness,  human  players  must  avoid  any  slips  of  the 

typically  made  in  normal  chess  competition.  In  a  game 
a  computer  of  immense  power,  such  as  Deep  Blue,  the 
erience  is  like  a  nice  walk  in  a  minefield  —  one  wrong  step 

you  are  out  of  business!  Still,  it  can  be  done. 
Bear  in  mind  that  even  a  simple  move  requires  significant 
lies.  It's  next  to  impossible  to  prevent  your  opponent,  human 


or  silicon,  from  using  these  tactics.  For  example,  the  latest  devel- 
opment in  "opening  theory"  tremendously  helps  professional 
chess  teams  design  positions  that  allow  a  computer  to  exercise 
its  advantage,  or  to  force  its  opponents  out  of  the  main  theo- 
retical routes. 

In  my  last  match  against  Deep  Blue,  I  decided  to  opt  for 

unusual  openings,  which 
IBM  would  not  have  pre- 
pared for,  hoping  to  com- 
pensate for  my  inferior 
position  with  superior  in- 
tuition. I  tried  to  present 
myself  to  the  computer  as 
a  "random  player"  with 
extremely  odd  playing 
characteristics.  It  is  always 
helpful  to  drag  your  op- 
ponent into  the  type  of 
positions  he  or  she  dis- 
likes—  but  when  playing 
against  a  computer  it  is 
crucial.  The  key  is  to  ex- 
ploit the  gap  between  the 
computer's  strength  in 
handling  complexity  and 
the  human  player's  gift  for  inventing  a  long-term  strategy. 

This  plan  worked  perfectly  well  in  Game  1.  After  outplay- 
ing itself  in  a  slow  opening,  the  machine  made  simple  mistakes: 
It  happily  took  an  exchange  and  recognized  the  danger  only  after 
it  was  too  late.  But  then  something  strange 
happened.  Typically,  the  computer  has  a 
very  strict  set  of  priorities,  the  first  of  which 
is  material  gains  (taking  pieces).  But  in 
Game  2,  the  computer  didn't  show  much 
appetite  for  material  gains,  preferring 
instead  to  limit  my  active  positions.  This 
very  human  approach  was  unprecedented 
for  any  computer  program. 

At  the  time,  the  reader  may  remember,  I 
suggested  that  I  felt  a  consciousness,  or 
something  like  it,  within  Deep  Blue.  Today,  I  have  a  different 
view.  Many  people  don't  realize  that  during  the  match  the  com- 
puter was  behind  a  curtain  —  and  was  rebooted  several  times 
after  crashing  [Editor's  note:  IBM  denies  that  Deep  Blue  crashed 
and  says  the  machine  only  performed  "a  programmed  halt"]. 
This  calls  into  question  the  sporting  value  of  the  competition. 
If  I  "crashed"  or  became  sick  during  a  match,  I  would  ►  76 


February    22,    1999      FORBES  ASAP      71 


THE 


***a»sF 


Bemal 
BY  JARON  LA 
owt 


Computers  are  improving  faster  than  any  technology  people 
have  experienced  before,  so  the  obvious  question  is:  Where  is  all 
this  leading?  It  is  not  enough  for  us,  as  some  thinkers  are  doing, 
to  throw  up  our  hands  and  announce  that  computers  are  already 
out  of  control.  That's  just  a  way  of  avoiding  responsibility. 

Lately,  we've  been  asking  some  momentous  questions 
about  computers.  Are  they  on  the  way  to  becoming  a  new 
life-form?  Are  they  a  successor 
species  to  people?  Will  people 
merge  with  them  into  some- 
thing entirely  new? 

What  is  unsettling  is  that, 
given  how  fast  computers  are 
improving,  some  of  these  predic- 
tions might  be  tested  while  many 
of  us  are  still  alive. 

Right  now,  two  fast-changing 
technologies  are  already  chal- 
lenging what  it  means  to  be  a 
person.  Biotechnology  offers  the 
potential  for  reproductive  tech- 
niques and  genetic  manipulations 
that  will  force  us  to  redraw  the 
circle  around  what  is  human. 
Information  technology  does  the 
same  thing  through  artificial 
intelligence.  The  center  of  the 
circle  that  defines  a  person  is  a 
dot  called  consciousness,  and  as 
murky  as  that  subject  is,  we 
are  fast  approaching  some  crucial  conclusions  about  it. 

So  far,  one  idea  has  received  more  avid  support  than  any 
other.  This  is  the  notion  that  computers  are  becoming  more 
and  more  "alive"  and  capable  of  judgment.  It  has  become  a 
cliche  of  technology  reporting  and  a  standby  of  computer 
industry  public  relations.  It  is  a  myth  that  depends  upon  sup- 
of  all  people,  intellectuals. 


Slice  of  Life  Scientific  visualization  software  created  these  images 
using  large  medical  data  sets  and  multiple  processors.  Opposite 
page:  a  simulation  displaying  the  area  around  the  eyes  and  nose. 


A  small  but  robust  cadre  of  intellectual  shock  artists  thl 
days  is  paid  to  assert  that  people  aren't  real.  Every  year  c| 
sees  more  books,  mislabeled  as  popular  science,  aimed  at  f  I 
thering  the  claim  that  the  reader  is  an  illusion:  The  Astonishl 
Hypothesis;  Consciousness  Explained;  The  User  Illusion;  How 
Mind  Works.  On  and  on,  the  formula  repeats  itself.  An  arroga 
overreaching  title  is  essential,  as  is  an  overview  of  recent  brJ 
research  to  create  an  atmosph| 
of  scientific  authority.  But  the : 
ence  is  peripheral  to  the 
that  the  author  has  attained 
superior  vantage  point  frJ 
which  to  decimate  the  read<j 
tender  sense  of  self. 

At  first  it  might  appear  tl 
these  authors  are  talking  abf 
people,  not  computers,  but  w| 
they  really  are  doing  is  talk* 
about  all  of  reality  as  if  it  w>| 
only  information  processi; 
That,  in  turn,  puts  the  supeij 
tively  fast  computer  of  the  nl 
too-distant  future  in  a  godlj 
position. 

Mainstream  computer  scieil 
is  comfortable  with  the  notil 
that  computers  are  becom: 
"intelligent."  The  origin  of  tl 
idea  can  be  found  in  the  eel 
brated   thought   experimi| 
known  as  the  Turing  Test,  named  after  Alan  Turing,  one  of 
inventors  of  the  modern  computer.  According  to  Turing, : 
computer  and  a  human  are  concealed  behind  screens,  an 
human  judge  who  interacts  with  both  is  fooled  into  thinking 
machine  is  a  human,  then  the  computer  can  be  said  to  poss 
an  intellect  equivalent  to  a  human  being's. 

At  the  heart  of  this  test  is  the  concept  that  if  an  entity  is  m 
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logical  cells  but  can  act  the  same  way  as  a  person,  consciousness 
may  not  really  matter.  Many  thoughtful  computer  scientists, 
influenced  by  Turing,  believe  this  is  so.  If  the  Turing  Test  is  right, 
it  would  seem  unfair,  even  "racist"  in  a  way,  to  think  of  a  com- 
puter as  a  mere  tool  for  humans. 

But  in  practice,  the  Turing  Test  is  dangerously  flawed  because 
it  is  impossible  to  distinguish  whether  the  computer  is  getting 
more  humanlike  or  the  human  is  getting  more  computerlike. 
People  are  vulnerable,  unfortu- 
nately, to  making  themselves  stu- 
pid in  order  to  make  computers 
appear  to  be  smarter. 

In  the  real  world,  the  Turing 
Test  is  mundanely  played  out  in 
miniature  every  day.  For  exam- 
ple, many  people  will  change 
their  financial  behavior  in  subtle 
ways  to  appear  favorably  to  credit 
card  and  bank  computer  pro- 
grams—  even  on  occasion  bor- 
rowing when  they  don't  need  to 
in  order  to  make  the  right  "im- 
pression" on  their  bank. 

The  Turing  Test  has  a  compa- 
rable, if  different,  distorting  effect 
on  intellectuals.  It  helps  anti- 
consciousness  authors  claim  that 
personal  experiences  do  not 
define  the  center  of  a  person.     Skull  and  Skin  A  Cray  T3E,  with 
Thinkers   throughout  history,     image  of  a  human  male  skeleton 
from  Zen  poets  to  existentialists,  have  suggested  that  an  indi- 
vidual's everyday  experience  is  an  illusion,  but  the  anti- 
consciousness  authors  go  further:  They  want  to  convince  the 
reader  that  experience  itself  is  an  illusion. 

Our  inability  to  demonstrate  our  inner  experience  is  what 
makes  the  consciousness-free  point  of  view  so  compelling.  It  is 
wicked  fun,  apparently,  to  upset  soft,  fuzzy,  consciousness-bear- 
ing people  because  they  can't  easily  respond.  Moreover,  if  we 
doubt  the  consciousness  of  a  humanized  (Turing  Test-passing) 
computer,  we  can,  and  must,  face  the  terror  of  doubting  the  legit- 
imacy of  every  consciousness  we  presume  to  contact,  except  our 
own.  We  are  back  with  Descartes  in  the  steam  bath.  Leaving 
behind  God  and  souls,  the  new  test  of  faith  becomes  the  exis- 
tence of  other  people,  even  in  everyday  life.  (The  existence  of 
one's  own  consciousness  remains  the  sole  thing  that  need  not 
rest  on  faith  —  but  what  a  lonely,  solipsistic  position  to  be  in.) 

But  we  don't  have  to  play  the  game  of  the  anticonsciousness 
^rowd.  Instead,  we  can  ask  questions  that  take  us  down  a  dif- 
ferent line  of  reasoning.  First:  What  would  the  universe  be  like 
if  there  were  no  consciousness?  One  answer,  which  I  do  not 
accept,  is  that  the  universe  would  instantly  vanish  if  conscious- 
vere  removed.  Another  is  that  it  would  be  about  the  same, 
people  would  act  a  little  more  rigidly.  A  third  possibil- 
•  that  the  universe  would  remain  in  an  undetermined  state 
onsciousness  to  cause  quantum  "collapses." 


I  propose  the  following  answer:  Without  consciousness,  tl 
universe  would  be  exactly  the  same,  in  terms  of  what  its  pari 
cles  would  be  doing.  A  camera  placed  in  a  consciousness-fi| 
universe  would  record  exactly  the  same  scene.  The  same  ph 
tons  would  travel  the  same  courses  through  the  lens.  What  woil 
be  different  is  that  there  would  be  no  basis  for  recognizing  grdj 
objects.  The  particles  of  a  piece  of  wood  would  be  in  just 
same  locations  at  the  same  moment,  but  the  notion  that  the  ol 
lection  of  particles  is  also  a  piece  of  wood  would  not  be  put  f(| 
ward.  There  would  be  no  minds,  words,  or  meaning  in  sucl| 
universe  —  they  are  extranec 
human  interpretations.  And  til 
suggests  a  question  that  anticol 
sciousness  smart  alecks  should 
made  to  answer:  Where  do  obje.| 
come  from? 

Of  all  the  objects  we  would  I 
unable  to  refer  to  if  consciousnil 
did  not  exist,  the  most  compelliil 
I  believe,  is  the  concept  of  time] 
the  idea  of  the  present  momei 
That's  the  second  question:  Wh<| 
does  the  now  come  from?  EvJ 
if  it  were  possible  to  subscribe] 
the  fuzzy  notion  that  conscioui 
ness  "emerges"  from  certain  kinl 
of  adjacencies  of  particles,  t 
present  moment  remains  cleail 
dependent  on  the  spooky,  dual] 
tic  kind  of  subjective  conscioJ 
ness  we  all  sense  is  really  there] 
In  fact,  consciousness  is  a  sej 
sible  proposition  only  in  the  context  of  time.  Certainly  coJ 
sciousness  would  be  a  pointless  exercise  if  the  next  moment  wfl 
never  a  surprise.  But  the  existence  of  the  present  moment  h  | 
been  taken  for  granted.  It's  true  that  a  lot  of  attention  has  be 
given  to  its  imperfect  nature.  From  Edmund  Husserl's  explicj 
tion  to  contemporary  cognitive  science  experiments  and  rel 
tivistic  theory,  the  present  moment  has  been  shown  to  bt\ 
tattered,  faulty  entity.  But  it  is  still  there.  And  the  fact  that  'I 
perceive  it  at  all  demands  an  accounting. 

Instead  of  focusing  on  the  simplicity  of  the  present  momei I 
philosophical  inquiries  into  the  relationship  between  cof 
sciousness  and  time  have  tended  to  center  on  free  will.  Indee 
it  might  at  first  seem  that  free  will  and  consciousness  mi 
sink  or  swim  together.  Both  are  embraced  by  "folk  wisdom"  b 
have  been  forced  to  withstand  sustained  assault  by  a  great  ma 
mainstream  scientists  and  philosophers  in  the  20th  century, 
one  of  these  twin  concepts  is  shown  to  be  an  illusion,  the  oth 
might  be  expected  to  be  equally  vulnerable.  But  it  turns  out  til 
just  the  opposite  is  true:  If  free  will  is  taken  to  be  an  illusio 
then  consciousness  must  fill  a  daunting  and  heroic  epistem 
logical  role. 

If  the  universe  is  rigorously  deterministic,  and  free  wl 
debunked,  the  only  feature  left  to  define  the  present  moment 
consciousness.  If  it  were  not  for  conscious  experience,  the 
would  be  no  way  to  distinguish  the  present  moment  from  oth 
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present  moment  can  be  shown  to  be  "doing  something" 
distinguishable  on  its  own,  which  would  mean  that  there 
is  something  nondeterministic  about  the  way  the  universe 
moves  from  one  moment  to  the  next.  The  universe  itself  would 
have  to  gain  something  very  much  like  free  will  to  fill  the  role 
played  by  consciousness  in  identifying  the  present  moment. 
Either  way,  something  is  going  on  beyond  the  boundaries  of 
empiricism. 

It  is  easy  to  demonstrate  that  consciousness  is  localized  in 
space,  specifically  in  portions  of  the  brain.  But  consciousness 
is  even  more  strikingly  placed  in  time.  We  seem  to  experience 
the  present,  remember  the  past,  and  anticipate  the  future. 

This  is  extremely  important.  Nei- 
ther the  brain  nor  any  other  thing  in 
the  universe  possesses  an  objective 
trait  by  which  one  can  distinguish 
the  present  moment.  Right  here... 
now...  is  discernible  from  other 
moments  only  by  someone  who  is 
stuck  in  time  by  being  conscious. 

What  sort  of  thing  would  con- 
sciousness have  to  be  to  distinguish 
the  present  moment?  In  a  determin- 
istic universe,  it  would  be  something 
quite  different  from  mere  synapses 
shooting  sparks  in  the  brain,  for 
those  also  are  simply  events  in  the 

deterministic  flow.  Thus  they  cannot  mark  the  present  moment 
as  being  different  and  separate  from  some  other  moment. 
Instead,  a  strategy  of  dualism  must  be  invoked  to  account  for 
the  ability  of  anyone  to  speak  of  the  present  moment  in  a  deter- 
ministic universe. 

Sure,  the  present  moment  is  not  a  precise  point  but  a  messy 
approximation,  fraught  with  compromise  and  illusion.  And 
indeed,  people  have  a  rather  poor  sense  of  the  absolute  pas- 
sage of  time.  The  neural  events  concerned  with  how  we  perceive 
the  present  moment  are  distributed  in  different  parts  of  the  brain, 
creating  delays  in  the  way  our  minds  coordinate  the  informa- 
tion needed  to  tell  time  with  total  exactitude.  But  even  if  the 
presen;  moment  could  be  known  with  precision  by  a  single 
mind,  there  would  be  no  way  in  a  relativistic  universe  for  other 
minds  to  single  out  the  same  moment.  Relativity  does  not  allow 
for  an  absolute  clock — yet  we  are  all  sharing  the  moment. 

We  are  getting  into  complicated  material  here.  The  critical 
point  is,  however,  that  while  consciousness  cannot  distinguish 
the  present  moment  with  consistency  or  precision,  there  is  no 
other  candidate  in  a  deterministic  universe  that  can  distinguish 
it  at  all.  No  matter  how  accurate  a  timepiece  is,  including  a  com- 
puter's internal  clock,  it  can't  tell  the  present  moment  from 
another  moment.  That  task  falls  to  the  conscious,  responsible 
observer  —  to  us.  And  that  is  what  makes  us  conscious  — 
and  human.  ■ 

artier  is  a  computer  scientist,  composer,  visual  artist,  and  author.  He  coined 
tlie  term  "virtual  reality"  and  was  a  pioneer  in  scientific,  engineering,  and  commer- 
i  ts  of  the  field. 
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<71  forfeit  the  competition 
Deep  Blue  was  allowed  to  play 
Was  there  some  funny  business  going  on?  We'll  never  kno 
few  months  after  the  match,  with  both  of  us  tied  at  1-1,  D 
Blue  was  retired.  (Its  chess  software  currendy  is  displayed  on 
computer  trade-show  circuit,  and  its  hardware  is  still  used 
number-crunching.)  Thus,  the  only  impartial  witness  has  cea 
to  exist,  and  IBM  refuses  to  release  printouts  from  the  ma 
that  show  what  computations  the  computer  made  prior  to  e 
move.  Without  that  information,  we  will  never  know  if  this  ro 
famous  battle  between  man  and  machine  wasn't,  in  fact,  li 
more  than  a  corporate  publicity  stunt. 

By  no  means  are  you  reading  the  complaints  of  a  sore  lose 
the  year  and  a  half  since  the  event  has  been  long  enough  for 


"What  sort  of  thing  would 
consciousness  have  to  b 
to  distinguish  the  present 

moment?"    -Juron  Ldnier 


to  make  my  own  quiet  assessments.  I  must  point  out  that  I 
not  have  much  experience  in  the  art  of  losing,  and  it  is  not  soi 
thing  I  wish  to  master.  For  the  weekend  chess  warrior,  play 
a  computer  is  easy.  Just  plug  in  the  program  Junior,  Fritz,  or  I 
tual  Chess,  and  you  will  have  a  very  worthy  opponent  and,  ho 
fully,  a  very  pleasant  experience.  Competing  against  Deep  Blue 
not  pleasant.  My  emotions  were  clear  for  everybody  to  see.  D 
Blue  was  an  invisible  enigma — we  could  not  even  tell  if  it  I 
a  good  sport  or  a  bad  loser. 

The  basic  difference  between  playing  a  human  and  play 
a  supermatch  against  Deep  Blue  is  the  eerie  and  almost  em 
sensation  of  not  having  a  human  sitting  opposite  you.  W 
humans,  you  automatically  know  a  lot  about  their  national 
gender,  mannerisms,  and  such  minor  things  as  a  persistent  coi 
or  bad  breath.  Years  ago  we  had  to  endure  chain-smokers  v 
blew  smoke  our  way.  But  Deep  Blue  wasn't  obnoxious,  it  \ 
simply  nothing  at  all,  an  empty  chair — not  an  opponent 
something  empty  and  relendess. 

Nevertheless,  I  was  keen  to  participate  in  an  important  sci 
tine  and  social  experiment,  and  that  was  how  the  event  was  s 
to  the  world.  The  bottom  line  —  man  and  machine  strugglinj 
the  chessboard — is  far  from  over.  Given  proper,  fair  conditio 
the  final  outcome  remains  to  be  seen.  And  for  a  few  more  ye 
at  least,  I  feel  confident  that  I  can  offer  my  services  to  defi 
the  integrity  of  the  human  race. 


Garry  Kasparov  started  playing  chess  at  the  age  of  5  and  became  an  internati 
grand  master  at  the  age  of  17.  He  has  been  the  top-ranking  professional  chess  pi 
since  1984. 
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Piece 
of  Mind 

DOWNLOADING  BRAINS 
IN  THE  21ST  CENTURY 
BY  RAYMOND  KURZWEIL 

Just  as  technology  companies  take  apart  and  "reverse  engi- 
neer" their  rivals'  products,  we  will,  by  the  next  century,  reverse 
engineer  the  human  brain. 

The  brain  is,  after  all,  the  best  example  we  have  of  an  intel- 
ligent process.  By  probing  the  brain's  circuits,  we  can  copy  and 
imitate  a  proven  design,  one  that  took  its  original  designer  sev- 
eral billion  years  to  develop.  (And  it's  not  even  copyrighted.) 

We  will  start  by  freezing  the  brain  of  a  recently  deceased  per- 
son and  then  examine  one  brain  layer  —  one  very  thin  slice 

at  a  time.  With  suitably  sensitive  two-dimensional  scanning 
equipment,  we  should  be  able  to  see  every  neuron  and  every 
connection  represented  in  each  synapse-thin  layer.  (Within  a 
region,  the  brain's  circuitry  is  highly  repetitive,  so  only  a  small 
portion  of  a  region  needs  to  be  fully  scanned.) 

When  a  layer  has  been  examined  and  the  requisite  data  stored, 
it  can  be  scraped  away  to  reveal  the  next  slice.  This  informa- 
tion can  in  turn  be  stored  and  assembled  into  a  giant  three- 
dimensional  model  of  the  brains  wiring  and  neural  topology. 

Mapping  the  human  brain,  synapse  by  synapse,  may  seem 
like  a  daunting  effort,  but  so  did  the  Human  Genome  Project  — 
an  attempt  to  map  every  single  human  gene  — when  it  was 
launched  in  1990.  The  pace  of  the  human  genome  scan  was 
extremely  slow  in  its  early  years  but  has  accelerated  with 
improved  technology.  The  same  will  be  true  of  the  brain- 
mapping  project  as  our  methods  for  scanning  and  recording  the 
100  trillion  neural  connections  begin  to  pick  up  speed. 

Ultimately,  using  this  brain  scan  as  our  template,  we  will  be 
able  to  design  neural  nets  that  operate  like  the  human  brain. 
This  is  essentially  what  San  Jose,  California-based  Synaptics, 
which  develops  neural  networks,  has  done  with  a  chip  that 
mimics  mammalian  neural-image  processing.  There  are  also 
dozens  of  other  contemporary  projects  designed  to  scan 
portions  of  the  brain  and  apply  the  resulting  insights  to  the 
design  of  intelligent  systems. 

Mapping  Brain  Growth  Rapid  growth  rates  (red  colors)  and  tissue  loss  (blue 
colors)  are  detected  in  the  brain  of  a  7-year-old  boy.  Such  imaging  techniques 
are  used  to  try  to  understand  how  the  brain  develops. 
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That's  only  the  beginning.  A 
more  challenging  scenario  will 
be  to  scan  someone's  brain  to  download  it  onto  a  computer.  By 
mapping  the  locations,  interconnections,  and  contents  of  the 
somas,  axons,  dendrites,  presynaptic  vesicles,  and  other  neural 
components,  we  will  be  able  to  re-create  the  human  brain,  includ- 
ing its  memory,  on  a  neural  computer  of  sufficient  capacity. 

Obviously,  this  is  harder  than  just  scanning  the  brain  to 
understand  its  processes.  With  scanning,  we  need  only  sample 
each  region  until  we  capture  the  salient  algorithms.  We  can  then 
combine  those  insights  with  the  knowl- 
edge we  already  have.  But  in  this  second 
scenario,  we  will  need  to  capture  every 
little  detail.  We  don't  need  to  understand 
all  of  it;  we  need  only  to  literally  copy 
it,  connection  by  connection,  synapse 
by  synapse,  neurotransmitter  by  neu- 
rotransmitter. This  will  require  us  to 
understand  local  brain  processes  but  not 
necessarily  the  brain's  global  organiza- 
tion, at  least  not  in  full.  It  is  likely  that 
by  the  time  we  can  do  this,  we  will 
understand  much  of  it  anyway. 

How  well  will  downloading  the  brain 
work?  Like  any  new  technology,  it  won't 
be  perfect  at  first,  and  initial  trials  will 
be  somewhat  imprecise.  But  small 
imperfections  won't  necessarily  be 
immediately  noticeable  because  people's 
brains  are  always  changing  anyway.  As 
our  understanding  of  the  mechanisms 
of  the  brain  improves,  as  well  as  our 
ability  to  scan  these  features  accurately 
and  noninvasively,  reinstalling  a  person's 
brain  should  alter  a  person's  mind  no 
more  than  it  would  normally  change 
from  day  to  day. 

The  newly  emergent  "person"  will 
appear  to  have  the  same  personality, 
history,  and  memory  as  the  person 
originally  scanned.  Interacting  with  this  "new  person"  will  feel 
like  interacting  with  the  original.  In  fact,  the  new  person  will 
claim  to  be  that  same  old  person  and  will  have  a  set  of  memo- 
ries to  back  up  the  claim:  growing  up  in  Brooklyn,  walking  into 
a  scanner  here,  and  waking  up  in  the  machine  there.  He'll  say, 
"Hey,  this  technology  really  works!" 

There  is,  of  course,  the  small  matter  of  the  new  person's  body. 
Will  the  reinstated  personal  mind  file  have  the  original  human 
body,  an  upgraded  body,  a  synthetic  body,  a  nanoengineered 
body,  or  a  virtual  body  in  a  virtual  environment? 

Another  question  is  both  subtle  and  profound.  Is  this  the 
same  consciousness  as  the  person  we  just  scanned?  Some  would 
argue  that,  yes,  this  new  person  is  the  same  because  his  thought 
patterns  are  essentially  identical.  But,  of  course,  if  the  original 
person  is  still  around,  he  will  com  icingly  claim  that  only  he 
represents  the  continuity  of  his  cons  :i  >usness.  He  may  not  be 
satisfied  to  let  his  mental  clone  carry  on  in  his  stead. 


Brain  Drain  Top:  Brain  map  coordinate  system 
used  by  neuroscientists  to  compare  brain  image 
databases.  Bottom:  Electromagnetic  and  acoustic 
wave  scattering  and  absorption  in  the  human  head. 


The  new  person  will  have  no  ambivalence  as  to  whether! 
not  he  committed  "suicide"  when  he  agreed  to  be  transfer! 
into  a  new  computing  machine,  leaving  his  old,  slow,  carb(| 
based  body  behind.  He'll  be  glad  that  his  old  self  took  the  plu 
otherwise,  he  wouldn't  exist. 

Is  he  —  the  newly  installed  mind  —  conscious?  He  certail 
will  claim  to  be.  And  being  a  lot  more  capable  than  his  old  neil 
self,  he'll  be  persuasive  and  effective  in  his  argument.  We'll  belii 
him.  He'll  get  mad  if  we  don't. 

In  the  second  half  of  the  21st  century,  there  will  be  a  growl 
trend  toward  making  this  leap.  Initia 
there  will  be  partial  porting — replacj 
aging  memory  circuits  and  extendi 
pattern  recognition  and  reasoning  J 
cuits  through  neural  implants.  Ultimatj 
and  well  before  the  21st  century  is  o^l 
people  will  port  their  entire  mind  file! 
the  new  thinking  technology. 

Today,  our  mind's  "software"  is  stiJ 
in  a  brain  of  a  mere  100  trillion  conni 
tions  and  synapses.  But  when  the  haj 
ware  is  trillions  of  times  more  capall 
there  is  no  reason  for  our  minds  to  s| 
so  small.  They  can  and  will  grow. 

Yes,  we  will  be  nostalgic  for  (I 
humble  carbon-based  roots,  just  asi 
were  for  vinyl  records.  But  the  leap! 
port  our  minds  to  a  more  capable  col 
puting  medium  will  happen  gradua 
but  inexorably  nonetheless. 

Why  will  we  do  this?  Because 
more  powerful  technology — and 
technologically  more  sophisticated  cl 
ilization  —  always  wins.  That  is  wll 
happened  when  the  more  technok 
cally  advanced  Europeans  encounteil 
the  indigenous  peoples  of  the  Am 
icas.  This  is  happening  today  as  m<| 
advanced  technology  is  the  key  detj 
minant  of  economic  and  military  povl 
Stopping  computer  technology,  or  any  fruitful  technology,  won 
mean  repealing  basic  realities  of  economic  competition,  not  I 
mention  our  quest  for  knowledge.  That's  not  going  to  hfl 
pen.  Furthermore,  the  road  we're  going  down  is  a  road  pa\ 
with  gold.  It's  full  of  benefits  that  we'll  never  be  able  to  resil 
continued  economic  growth,  better  health,  more  intense  CO 
munication,  more  effective  education,  more  engaging  ent 
tainment,  better  sex. ..immortality. 

As  we  port  ourselves,  we  will  vastly  extend  ourselves.  In  20 1 
$1,000  of  computing  power  will  have  the  computational  capi 
ity  of  a  trillion  human  brains.  We  might  as  well  multiply  c  I 
memory  a  trillionfold,  greatly  extend  recognition  and  reasc 
ing  abilities,  and  plug  ourselves  into  the  pervasive  wireless  ca 
munications  network.  While  we're  at  it,  we  can  add  all  hum  | 
knowledge  as  a  readily  accessible  internal  database. 

In  this  way,  death  will  disappear  by  the  end  of  the  2 
century.  Until  now,  our  mortality  was  tied  to  the  longevity  I 
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you  can  spend  a  fortune  on 
computer  security  products 
but  they  may  not  effectively 
protect  your  valuable  information. 
At  ICSA,  Inc.,  we  focus  on 
specific  actions  that  maximize 
your  security  investment  and 
dramatically  improve  your 
itwork  security. 

By  applying  our  expertise 
in  system  and  product  testing 
and  certification,  ICSA  provides 
the  most  comprehensive 
network  security  assurance 
services  available. 

In  fact,  we're  the  industry's 
only  objective  authority.  There's 
no  hidden  sales  agenda.  Just 
an  honest  assessment  of  your 
Internet  perimeter  vulnerabilities 
and  recommendations  on  how 
to  fix  them.  And  with  our 
regular  security  updates  and 
spot  checks,  you'll  continue  to 
ward  off  new  threats  to  your 
important  data. 

Protect  your  network  with 
the  assurance  of  ICSA  security 
services.  Call  (703)  453-0500  or 
/isit  www.icsa.net 


ie  security  assurance  company 

A  GartnerGroup  Affiliate 
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our  hardware.  Yeats  lamented  our 
dependence  on  a  physical  self 
that  was  "but  a  paltry  thing,  a  tattered  coat  upon  a  stick."  But  in 
100  years,  our  identity  will  be  based  on  our  evolving  mind  file. 
We  will  be  software,  not  hardware.  Just  as  we  don't  throw  our 
files  away  when  we  change  personal  computers,  we  won't  throw 
our  mind  file  away.  We  will  merely  port  ourselves  to  the  latest, 


ever  more  capable  "personal"  computer.  Our  immortality 
be  a  matter  of  making  frequent  backups.  If  we're  careless  atl 
this,  we'll  have  to  load  an  old  backup  copy  and  be  doometf 
repeat  the  recent  past. 

This  piece  is  an  excerpt  from  Ray  Kurzweil's  recently  published  The  Age  of  Spiil 
Machines:  When  Computers  Exceed  Human  Intelligence.  His  previous  book,  ThJ 
of  Intelligent  Machines,  was  named  Most  Outstanding  Computer  Science  Book  of\ 


Silicon  Man  Lives 

JUST  ASK  PETER  COCHRANE 


One  of  Peter  Cochrane's  favorite  tele- 
vision characters  is  Star  Trek's  Captain 
Jean-Luc  Picard.  In  a  favorite  episode, 
Picard  is  turned  into  a  menacing  half- 
machine,  half-man  creature:  a  Borg. 
Cochrane — the  head  of  research  at  British 
Telecom  Laboratories  (BT  Labs),  the  British 
version  of  Bell  Labs  or  Xerox  PARC  —  is 
working  to  make  that  fantasy  come  true. 

Cochrane  and  his  R&D  staff  of  660 
biologists,  engineers,  and  physicists  are 
working  on  the  kinds  of  technologies  that 
usually  exist  only  in  science  fiction  movies. 
Cochrane's  team  researches  technologies 
as  mundane  as  switching  and  network- 
ing and  those  as  advanced  as  artificial  life, 
virtual  reality,  and  wearable  computers. 

It  is  not  hard  to  see  the  appeal  of  such 
a  future  to  Cochrane.  The  fast-talking,  52- 
year-old  electrical  engineer  already  zips 
from  topic  to  topic  like  a  multiplexing 
computer.  In  his  recent  book,  Tips  for  Time 
Travelers,  Cochrane  describes  the  tech- 
nology of  the  future  as  being  an  omni- 
present part  of  our  lives.  Products  will  be 
smaller,  more  compact,  almost  invisible, 
some  even  becoming  embedded  in  our 
bodies.  In  his  view,  people  will  one  day 
embrace  technology  far  more  deeply  than 
most  of  us  can  even  imagine.  For  exam- 
ple, Cochrane  believes  that  humanity's 
future,  its  Obermensch,  will  be  a  new 
bionic  creature:  CarboSilico  Man. 

Cochrane's  interest  was  piqued  six  years 
ago  by  BT  Labs'  research  into  online 
surgeries.  Cochrane,  who  joined  British 
Telecom  in  1973,  had  been  part  of  a 
team  developing  optical  systems  Tech- 
nologies and  artificial  intelligence.  From 
this  experience  Cochrane  saw 
connection  between  medicine  an 
trical  engineering. 

Today,  artificial  implants  in  hu. 
beings  are  commonplace.  According 


Cochrane,  there  have  been  more  than  1 
million  pacemaker  implants,  1,700  cochlea 
(inner  ear)  implants,  and  16  artificial 
retina  experiments.  Microchip  implants 
are  increasingly  being  inserted  into  pets 
and  livestock  for  identification.  Chips  are 
also  being  used  to  track  criminals  —  the 
chips  are  set  into  the  transponder  bracelet 
or  anklet  worn  while  under  house  arrest. 

For  Cochrane  this  is  only 
the  beginning.  He  is  eager  to 
take  the  next  step:  universal  sil- 
icon implants.  Cochrane  esti- 
mates that  silicon  implants  will 
be  common  by  2010.  Initially, 
he  predicts,  they  will  be  used  for 
medical  purposes — helping  peo- 
ple who  are  paralyzed  or  who  suf- 
fer from  neurological  disorders, 
or  even  from  more  minor  prob- 
lems such  as  incontinence. 

Scientists  have  already  con- 
ducted some  chip-embedding 
experiments.  A  52-year-old  stroke  victim 
in  Atlanta  has  a  chip  in  his  brain  that  allows 
direct  wireless  communication  to  his  com- 
puter. The  chip  amplifies  his  brain  signals, 
which  are  transmitted  through  an  antenna 
to  his  computer.  The  Massachusetts  Insti- 
tute of  Technology  and  the  Massachusetts 
Eye  and  Ear  Infirmary  have  been  using 
rabbits  to  test  silicon  retinas  that  may 
someday  cure  blindness.  And  the  National 
Institutes  of  Health  implanted  a  chip  into 
the  visual  cortex  of  the  brain  of  a  blind 
person,  allowing  the  individual  to  see 
faint  images. 

Cochrane  doesn't  have  a  chip  embed- 
ded in  himself  yet,  although  he'd  really  like 
one.  He  does  have  a  chip  in  his  signet  ring, 
however,  that  includes  such  personal  infor- 
mation as  his  medical  records  and  bank 
account  and  passport  numbers.  One  of  his 
ales  has  had  a  chip  embedded  under 


his  skin.  It  bears  the  same  kind  of  info| 
mation  as  the  chip  in  Cochrane's  ring,  ar<| 
its  data  can  be  accessed  by  radio. 

"People  get  paranoid  about  beirjl 
tracked,  but  the  concern  is  wrongly  placec] 
Cochrane  says.  "If  I  were  mugged  in  Sj| 
Francisco,  there  would  be  no  way  to  accel 
my  medical  history  if  I  were  unconscious! 
Why  the  rush  to  embed  these  chips  arl 
incorporate  them  —  literally —  into  then 
selves  and  others?  Because,  says  Cochra 
the  human  brain  is  reaching  its  evolutioil 
ary  peak.  Computing  power  increases! 
thousandfold  each  decade.  By  comparison 
human  brains  have  remained  largely  ui 
changed  for  50,000  years,  consistent 
downloading  about  20,00 
terabytes  of  information : 
a  lifetime. 

The  logical  next  step,  1 
says,  is  to  embed  a  chi 
in  the  brain  to  maximi: 
its  capabilities.  In  a  19S 
paper,  Cochrane  dubbe 
this  chip  "Soul  Catchei 
and  described  its  advai 
tages:  "Among  the  desirab 
features  of  a  silicon  extei 
sion  —  PC  in  your  head- 
would  be  high-speed  da' 
processing  and  memory,  no  distortion  < 
decay,  but  with  a  delete  function." 

The  most  prized  aspect  of  this  ted 
nology  would  be  a  kind  of  immortalit 
Cochrane  dreams  of  the  ability  to  acces 
and  even  interact  with,  the  greatest  mint 
of  our  time.  "People  like  Albert  Einstei 
and  Richard  Feynman  develop  ideas  an 
then  they  die,"  he  says.  "Their  only  ech 
is  a  book."  But  if  a  silicon  chip  wei 
embedded  in  their  brains,  it  coi 
capture  their  thoughts  and  also 
removed  once  they  died.  People  would  1 
able  to  ask  questions  of  these  gre 
disembodied  minds  (their  answers,! 
course,  would  be  based  on  the  inforr 
tion  those  individuals  knew  at  the  til 
of  their  death). 

Imagine:  A  lifetime's  worth  of  thou 
and  wisdom  will  be  only  a  keystroke  av 
—  Carol  Pickerit 


Bionic  Believer 

Cochrane  predicts 

silicon  implants  will  be 

common  by  2010. 
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Each  Forbes  conference  shores  the  same  mission  as  Fom  Magazine:  to  provide  the  most  thought-provoking  business 
editorial  in  the  marketplace  -  boldly  reviewing  management  performance  and  challenging  conventional  wisdom.  The 
only  difference  is  Forbes  conferences  bring  executives  face  to  face  in  an  atmosphere  of  candid,  interactive,  even  con- 
troversial discussion.  All  events  are  by  invitation-only. 


F.QR^tLS. .  CQMf _E  R£  NCES 


The  Ninth  Annual  Forbes  Forum 
on  Management  and  Policy 

February  18-20, 1999 
Four  Seasons  Resort  Aviara  - 
Carlsbad,  California 

The  Forbes  Presidents  Forum 
for  Emerging  and  Middle-Market 
Companies 
April  14-16, 1999 

Ritz-Carlton  Chicago  - 
Chicago,  Illinois 


The  Fourth  Annual  Forbes  CFO  Forum 

May  5-7, 1999 
"Charleston  Place  - 
Charleston,  South  Carolina 

The  Fifth  Annual  Forbes  CEO  Forum 

June  23-25, 1999 
Ritz-Carlton,  Buckhead  - 
Atlanta,  Georgia 

The  FoRBEs/GartnerGroup 
CIO  Congress 

July  12-14, 1999 

Four  Seasons  Resort  Aviara  - 

Carlsbad,  California 


The  1999  Gilder/FoRBES 
Telecosm  Conference 

September  27-29, 1999 
Resort  at  Squaw  Creek  - 
Lake  Tahoe,  California 

The  1999  Executive 
Women's  Summit 

November  10-12, 1999 
The  Capital  Hilton  - 
Washington,  DC 


For  more  information: 

E-mail:  conferences@forbes.com  Phone:  212-499-3521  Internet:  www.forbes.com/conf 

Limited  sponsorship  opportunities  are  available.  E-mail  sponsorship  inquiries  to  rjohnson@forbes.com 
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Exactly  where  pr 
company  is  in  the 


21st  century  depend 

on  one  thing, 
"ere  you  are  on 

the  22nd  of  March. 


Information  technology  (IT)  strategies  for  the  next  millennium  start  at  GartnerGroup's     {C\  f^nrtnprfirni  I 
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new  Spring  Symposium/ITxpo  99,  March  22-24  in  San  Diego.  110  in-depth  sessions 

across  the  IT  spectrum,  interviews  with  32  top  vendor  CEOs  and  visionary  keynotes 

make  Spring  Symposium  the  West  Coast's  premier  event  for  IT  executives.  Get 

strategies.  Get  expert  advice  from  our  analysts.  Get  your  hands  on  tomorrow's  'he 

hot  technologies.  But  first,  get  regi.        '  -  the  future's  coming  fast 
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March  22-24, 1999  San  Diego,  California.  USA  www.gartner.com/symposium  1-800-778-1997  +1-203 


Ila's  Victory  After  climbing  the  ladder  of  success  in  Silicon  Valley,  Bob  Metcalfe  can  now  choose  where  he  wants  to  spend  his  time.  That  place  is  a  150-acre 
near  Camden,  Maine.  A  founder  of  3Com,  Metcalfe  doesn't  think  that  his  new  location  has  changed  his  work  habits:  "I  didn't  retire  —  /  am  still  in  the  rat  race." 

HE  TECHNOLOGY 

RI8T0CRACY 

[new  class  of  people  is  emerging.  They  are  rich,  mobile, 
id  unlike  anything  society  has  seen  before.  By  Joel  Kotkin 


inventor  of  the  Ethernet  is  tooling 
iiflind  in  his  aging  Volvo  through  the  un- 
iting hillsides  outside  Camden,  Maine, 
countryside  is  postcard  pretty  —  a 
hring  harbor  ringed  by  verdant  woods. 
Ihe  middle  of  summer,  and  Bob  Met- 
h  expresses  some  exasperation  with 
1  rowds  that  flock  to  the  brief  New  Eng- 


ligraphy    by    Robert    Holmgren 


land  warmth:  the  day-trippers,  second- 
home  couples,  and  the  aging  "snowbirds" 
who  return  to  Florida  when  the  chill  set- 
tles too  deeply  into  their  bones. 

"Camden  is  deserted  in  the  winter," 
Metcalfe  sighs  wistfully.  "I  love  having  no 
people  here." 

Yet  Metcalfe,  one  of  high  technology's 
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Contemplative  Man  The  local  coffee  shop  provides  a  place  for  a  tech  titan  to  slow  down  and  read  the 
New  York  Times.  From  his  perch,  Metcalfe  is  known  to  occasionally  give  low-tech  business  advice  to  area  Si  $ 
Below  left:  Metcalfe's  home  office  is  in  a  strategic  location  on  his  farm  —  between  the  barn  and  the  bedroon 
Below  right:  Making  the  rounds  in  Camden  includes  visiting  with  tech-savvy  friends  along  the  way. 


THE  TECHNOLOGY 

ARISTOCRACY 


leading  thinkers  and  founder  of  3Com, 
the  second-largest  networking  company 
in  the  world,  is  not  as  antisocial  as  he 
sounds.  "A  term  that  doesn't  apply  to  me  is 
reclusive  millionaire"  he  jokes.  A  full-time 
resident  of  Lincolnville  (a  small  town  about 
five  miles  outside  of  Camden),  he  can  also 
be  quite  gregarious,  holding  an  elaborate 
Renaissance  festival  on  his  lovely  1 50-acre 
farm  and  helping  to  organize  a  technology 
conference  every  fall  in  Camden  itself. 
What  Metcalfe  really  seeks  is  the  abili- 
ty to  control  his  life  —  enjoying  company 
when  he  wants,  or  quiet  solitude  with  h  s 
wife  and  two  children.  Such  comir  \ 
choice  constitutes  the  essence  of  belo  i  ;- 
ing  to  a  brand-new  class  of  people: " 
itinerant  rich" —  as  Metcalfe  himself  calls 
it.  Because  of  technology,  this  new  class 


can  completely  remove  itself  from  society 
and  live  in  places  that  resemble  the  par- 
adise of  Norse  legend  —  lovely,  isolated 
Valhalla,  "vast  and  gold-bright." 

Of  course,  affluent  people  have  long 
dreamt  about  how  to  overcome  the  has- 
sles of  conventional  existence  and  find  a 
graceful,  less  harried  way  of  life  in  the 
countryside.  Even  as  millions  of  the  poor 
and  ambitious  migrated  to  cities  seeking 
their  fortune,  the  affluent  or  powerful  fled 
to  countryside  retreats.  In  the  last  cen- 
turies of  the  Roman  Empire,  when  it  was 
increasingly  plagued  by  crime  and  decay, 
aristocrats  tended  to  devote  themselves 
primarily  to  their  elaborate  estates,  where 
they  could  ponder  deep  philosophical 
questions,  compose  poetry,  or  simply 
debauch  themselves  far  from  the  eyes  of 
their  peers. 

Today,  the  rich  are  still  trying  to  escape, 
but  the  difference  now  is  that  they  no 
longer  need  to  choose  between  career  and 
living  in  paradise;  they  can  have  it  both 
ways.  People  can  trade  commodities,  bits, 
bytes,  or  software  programs  and  yet  wake 
up  every  day  to  greet  the  magnificence  of 
an  Atlantic  sunrise  or  the  towering  spires 
of  the  Grand  Tetons.  This  fundamental  dif- 
ference from  the  past  could  cause  the  rich 
to  become  even  more  removed  from,  and 
indifferent  to,  the  plight  of  the  lower 
classes,  which  in  turn  could  have  serious 
consequences  for  society  as  a  whole. 


Few  people  can  claim,  as  Metcalfe  j 
to  have  actually  created  the  basis  fojj 
lifestyle  —  not  to  mention  having  the  i 
tune  to  fully  exploit  the  power  of  his  i  j 
creation.  While  working  at  Xerox  PA 
Palo  Alto,  California,  Metcalfe  ] 
invent  the  intricate  interconnectivity] 
underpins  his  itinerant  life.  Fror 
farmhouse,  armed  with  his  Apple  1 
Book  with  a  DSL  modem  running  at  j 
kilobits  per  second,  he  uses  his  techl 
ogy  to  stay  in  touch  continuously  with| 
world's  dataflows. 

Metcalfe  and  his  wife,  Robyn,  hi 
been  coming  to  Camden  since  the  nl 
1980s.  As  it  did  for  his  neighbor,  for  [ 
Apple  Chairman  John  Sculley,  the  tow| 
first  offered  only  a  welcome  retreat  1 
the  hustle  of  Silicon  Valley.  But  when  1 
calfe  chose  to  leave  3Com  in  1990,  staj 
in  the  valley  made  no  sense.  The  croi 
ing,  the  snobbery  of  nerds  turned  mn 
millionaires,  and  the  incessant  hungea 
power  and  prestige  offended  a  man  vl 
at  heart,  has  remained  a  remarks 
straightforward  product  of  a  Bayshj 
New  York,  working-class  family. 

But  Metcalfe,  who  left  3Com  at  the  \ 
der  age  of  44,  also  didn't  want  to  go  i 
into  the  New  England  night.  He  did ' 
seek  to  become  a  mere  country  squir  I 
didn't  retire  —  I  am  still  in  the  rat  rai 
probably  spend  more  time  doing ' 


fijm* 


now,"  he  insists.  He  serves  on  several  t : 
porate  and  nonprofit  boards,  indue 
his  alma  mater,  MIT,  and  writes  a  regi  | 
column  for  Info  World  magazine. 

What  has  changed,  Metcalfe  points  ■ 
is  how  he  works,  as  well  as  where.  Whei  j 
was  running  3Com,  he  would  leave 
Woodside  home,  spend  40  minutes  I 
tling  freeway  traffic  down  to  Santa  Cl 
arrive  at  8  and  stay  till  6.  It  was  a  gri  I 
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M  for  the  essentially  inward-looking 
■calfe,  those  days  were  far  too  heavy  on 
paging  people,  holding  meetings,  and 
:ussing  strategy. 

'Now  I  don't  have  anything  you  would 
a  workday,"  Metcalfe  says.  "I  work 
•n  and  where  I  want.  Email  helps.  I  can 
:e  when  I  want,  talk  to  people  when  I 
t. 1  don't  have  to  manage  people.  I  can 
n  individual  contributor."  But  perhaps 
it  important,  Metcalfe  and  his  family 
|also  choose  —  and  do  so  at  least  once 
>nth  —  to  stay  at  the  family  home  on 


Beacon  Street  in  Boston.  Like  others  of  his 
class,  Metcalfe  can  afford  to  use  the  city, 
in  this  case  Boston,  as  a  kind  of  cultural 
ATM,  a  place  where  family  members  can 
get  their  hair  cut,  drink  cappuccinos,  go 
to  a  new  movie,  or  buy  clothes.  The  big 
city,  not  the  old  country  estate,  now  plays 
the  supporting  role. 

"This  scenario  is  happening  to  every- 
one I  know,"  he  says. 

This  odd  mixture  of  high  technology, 
money,  and  need  for  solitude  has  created 
a  boom  market  in  a  veritable  archipelago 
of  Valhallas  from  the  shores  of  Maine  to 
the  Rocky  Mountains.  Just  a  generation 
ago,  such  places  as  Aspen,  Colorado,  and 
Jackson  Hole,  Wyoming,  were  written  off 
as  all  but  useless  in  an  industrial-age  econ- 
omy. But  not  anymore.  Take  the  ski  resort 
of  Park  City,  Utah.  Founded  as  a  mining 
town  in  the  1880s  during  the  Utah  "silver 
rush,"  Park  City  had  shrunk  to  a  mere  500 
souls  by  the  1950s;  it  was  even  listed  as  a 
ghost  town  in  some  travel  guides.  Ski  runs 
and  first-class  powder  revived  the  town  in 
the  1960s  and  1970s,  but  the  economy  was 
at  the  mercy  of  the  ups  and  downs  of  the 
tourist  business  and  real  estate  busts  as 
recently  as  the  early  1980s. 

Now  that's  all  changed,  as  mounting 
numbers  of  people  make  their  permanent 
homes  in  the  area,  turning  its  old,  faded 


Victorian  charm  into  the  rustic  elegance 
characteristic  of  the  Valhallan  archipelago. 
The  full-time  population  of  the  greater 
Park  City  area,  under  4,000  in  1980,  has 
tripled  to  12,000  today.  The  wealth  of 
incoming  residents  has  shifted  the  real 
estate  market  dramatically.  In  the  mid- 
1 980s,  local  realtor  Ann  MacQuoid  recalls 
selling  houses  and  condos  for  $250,000. 
Today  those  same  properties  command  a 
$600,000  to  $  1  million  price  tag.  In  the  first 
three  months  of  1998,  in  fact,  13  houses 
fetched  prices  of  more  than  $2.5  million. 
Blaise  Labriola  is  one  of  the  individu- 
als responsible  for  the  hike  in  real  estate 
prices.  Labriola,  44,  sells  his  latest  com- 
puter-generated projections  about  global 
risk  to  leading  investment  banks  and  cor- 
porations worldwide.  After  15  years  of 
slogging  on  Wall  Street,  Labriola  decided 
to  set  up  his  own  software  firm,  Theoretics, 
in  1 994.  With  a  staff  of  1 0,  he  takes  in  daily 
data  along  fiber-optic  lines  from  around 
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the  world,  plugging  in  complex  log- 
arithms that  ultimately  find  their  way 
to  the  boardrooms  of  firms  such  as 
PepsiCo,  Dresdner  RCM  Global,  GMAC, 
Wachovia,  and  U.S.  Bancorp.  And  he 
doesn't  have  to  give  up  his  view  or  the  oc- 
casional midday  ski  run  to  do  it. 

Park  City  isn't  the  only  real  estate  boom 
success  story.  Aspen,  Colorado,  with  6,000 


residents,  now  boasts  a  median  home  price 
of  $1.5  million,  making  it  the  most 
expensive  city  in  America,  according  to 
Worth  magazine.  The  median  home  price 
in  Snowmass,  just  down  the  road  from 
Aspen,  stands  at  $960,000;  its  counterpart 
in  the  Jackson  Hole  area  goes  for  $340,000. 
Commercial  real  estate  is  booming, 


too.  With  corporate  demand,  properties 
have  more  than  doubled  this  decade  in 
small  towns  such  as  Boulder,  Colorado. 
Significant  corporate  empires  are  now 
operating  there  and  in  similar  towns.  Data 
Broadcasting,  a  $320  million  firm  that  pro- 
vides real-time  market  data  to  individual 
investors,  operates  from  its  corporate 
offices  in  Jackson  Hole. 

Not  all  communities,  of  course,  benefit 
from  the  rush  to  Valhalla.  People  settle  in 
the  Rockies,  parts  of  the  Southwest,  or  the 
Appalachian  South,  but  few  set  up  home 
in  the  old  Dust  Bowl  communities  of  the 
Plains.  Even  the  rural  towns  of  Wyoming 
continue  to  stagnate  or  even  shrink, 
despite  the  growth  of  Jackson  Hole.  The 
state  ranks  50th  in  economic  growth  in 
spite  of  the  creation  of  value-added  jobs 
and  technological  industry. 

Not  all  races  of  people  benefit  either, 


notes  William  Frey,  a  demographer  for 
University  of  Michigan  and  the  Mi] 
stitute.  Valhallas  from  Maine  to  the  Re 
Mountains  are  the  most  white-dominil 
parts  of  the  country;  90%  of  the  residJ 
of  Utah  are  Anglos,  compared  to  749JI 
the  country  and  barely  60%  of  Califoq 
ans.  Only  20,000  of  the  more  than  1.2  d 
lion  Mainers  surveyed  by  the  Cera 
Bureau  are  minorities."There  are  no bll 
people  living  here,"  observes  Metcalfi| 
his  Camden,  Maine,  home.  "You  see  < 
you  literally  do  a  double  take." 

But  class  more  than  race  determii 
the  hierarchy  within  the  Valhallan  ar«| 
pelago.  "The  upper-class  dynamic  i  I 
move  to  very  nice  places  where  they  l[ 
the  rural  renaissance,"  notes  demograp 
Frey.  "The  lower  classes  get  to  mov«| 


I* 
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the  less  appealing  places."  Middle-cl;  c;:. 
boomers  go  to  places  such  as  Santa  Ft  a]ts| 
Los  Alamos,  New  Mexico.  Others  sim    ■; 
wait  till  retirement  and  then  find  a  tra    ': 
park  or  small  condo  complex  in  less  sp  ■?;. 
tacular  locations  such  as  St.  George,  Ut  - 
where  the  population  has  jumped  fr<   ;s  . 
27,000  to  48,750  since   1990,  or  :  (0re\ 
Appalachian  range  south  of  Washingt  ntd 
D.C.,  the  Ozarks,  or  along  the  Flor  :  h;r ., 
coast.  But  at  the  top  of  the  pyramid  are 
Metcalfes  of  the  world,  or  what  one  ac 
emic  has  called  "sophisticated  consum  | 
of  place."  They  have  the  money  to  pick 
best  spots  and,  because  many  are  also  m  I 
ters  of  new  technology,  they  can  eas 
transfer  their  jobs  to  new  locales. 

Today's  new  itinerant  rich  represa 
huge  break  with  the  very  notions  that  h 
governed  elites  from  the  beginning 
recorded  history.  In  a  way  unimagina 
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King  of  the  Hill  When  he  isn't  working  at  Theoretics,  the  software  company  he  started  in  1 994,  Blaise 
Labriola  is  kicking  up  powder  in  downtown  Park  City,  Utah.  After  15  years  of  slogging  on  Wall  Street,  he 
decided  to  set  up  his  own  software  firm,  which  has  a  staff  of  Wand  a  client  list  that  includes  PepsiCo  and  U.S. 
Bancorp.  Unlike  Wall  Street,  the  end  of  the  day  involves  a  commute  to  the  ski  slopes  —  and  down  them. 


re,  the  new  elite  can  operate  largely 

out  having  to  share  space  with  the 

ses.  Theirs  is  increasingly  a  self- 

:ed  universe,  a  protected  preindustrial 

dise  with  the  full  benefits  of  postin- 

IriaJ  technology. 

ore  than  a  decade  ago,  historian  C. 

n  Woodward  spotted  the  potential 

ers  of  a  new  ruling  class  untamed 

mits  of  place  or  memory.  "For  a 

egie,  a  Rhodes,  a  Krupp,  a  Rocke- 

;  or  even  Henry  Ford,"  Woodward 

rved,"the  past  was  still  fairly  rich 

sanctions.  For  their  counterparts  (if 

of  the  postindustriaT  world,  it  is  hard 


i 
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to  see  what  the  past  provides  in  the  way 
of  sanctions." 

In  the  worst  case,  this  new  group  of 
people  could  represent  the  undermining 
of  the  last  social  bonds  that  hold  the  afflu- 
ent elites  to  those  who  depend  on  their  de- 
cisions for  daily  sustenance.  They  could 
grow  even  more  indifferent  than  the 
Roman  nobility,  who  ultimately  under- 
mined one  empire,  or  the  British  indus- 
trial aristocracy  responsible  for  the  fall  of 
another.  As  economist  David  Friedman 
has  noted,  they  could  end  up  like  the  "Spac- 
ers" —  the  highly  evolved,  indifferent,  and 
elitist  space-dwellers  portrayed  in  the 
sci-fi  detective  novels  of  Isaac  Asimov. 

Yet  as  Woodward  himself  acknowl- 
edged, this  new  way  of  life  —  and  its  "spir- 
itual environment" — are  consistent  with 
the  American  experience.  It  is  relentlessly 
individualistic,  more  concerned  with  ex- 
ploiting technology  to  create  the  best  life 
possible  for  the  company,  the  family,  and 
the  self  than  worrying  about  larger,  soci- 
etal implications.  Such  relentless  individ- 
ualistic spirit  has  been  the  quintessential 


element  of  American  history,  as  well  as  ar- 
guably the  source  of  our  unparalleled 
technological  evolution. 

As  for  the  consequences  for  society, 
perhaps  we  would  do  best,  as  Metcalfe  sug- 
gests, to  leave  them  to  the  verdict  of  time 
itself.  "A  lot  of  people  say  you  should  live 
in  the  city  because  it's  more  efficient  and 
environmentally  and  socially  responsible. 
I  don't  know  if  that's  true,"  Metcalfe  says. 
"And,  to  be  frank  about  it,  I'm  not  sure  I 
would  care  if  it  were."  ■ 

Joel  Kotkiti  is  a  senior  fellow  at  the  Pepperdine  Institute 
for  Public  Policy.  He  is  the  author  of  The  Valley  and 
Tribes:  How  Race,  Religion,  and  Identity  Determine  Suc- 
cess in  the  New  Global  Economy. 
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Now  small  and  mid-sized  businesses  can  have  the  same  communications  power,  preferential  treatment  and  cost  savings 
the  very  largest  companies.  With  Teligent.  From  our  12-inch  antenna  on  the  roof  of  your  office  building,  Teligent's  SmartWav 
technology  gives  you  many  of  the  advantages  of  a  fiber-optic  connection.  This  means  any  size  company  can  now  ha 
Internet  access  up  to  100  times  faster  than  a  dial-up  connection.  Enough  power  for  full-motion  videoconferencing.  High-quail 
local  and  long  distance  service.  Plus,. our  online  billing  system,  e-magine;M  offers  you  an  unparalleled  ability  to  view  and  analy. 
your  bill.  Right  on  the  Web.  All  this  is  yours  from  one  company,  for  one  predictable  flat  monthly  charge.  And  it's  all  up  to  30°o  cL 
We  treat  all  of  our  customers  equally  bigijfiateuse  they  are.  For  more  information,  visit  www.teligent.com. 

©1998  Teligent,  Inc. 
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The  Smart  Way  To  Communicate? 


"Electronic  Commerce...  Just  Tell  Mc 
How  I  Can  Make  Money  With  It 
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Internet  &  Electronic  Commerce- 


Find  out  at  iEC  '99 

The  world's  largest  e-vent  focused  exclusively  o 
electronic  commerce 
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Jacob  K.  Javits 

Convention  Center 

New  York  City 

April  26-29, 1999 

(conferences) 

April  27-29, 1999 

(exhibits) 


E-business.  It's  more  than  just  selling 
a  product  online.  It's  interacting  with 
customers  in  a  more  meaningful  way. 
It's  streamlining  your  inventory  to  cut 
costs.  It's  improved  communications 
within  your  organization  to  increase 
productivity.  It's  a  collaborative 
environment  with  your  vendors. 


It's  never  been  more  imperative 
not  only  embrace  it,  but  execute 
well.  Because  the  least  expens 
way  to  transform  your  business 
an  e-business  is  to  do  it  right  tr 
first  time.  And  there's  no  bette 
place  to  start  than  iEC  ~99. 


FOR  MORE  INFORMATION  ( 
TO  REGISTER: 


pons 
nil 


www.iec-expo.co 

OR  CALL  1-800-331-5706 

mention  code  128 


At  iEC  '99  will  you  find... 

•  The  most  comprehensive  EC  educational  platform  featuring  over  100  sessions. 

•  The  largest  exhibition  of  EC  solutions  including  partner  pavilions  from  Microsoft,  Netscape,  Oracle  and  XMLU 

•  Dynamic  Keynote  Presentations  by  the  industry's  leading  visionaries 
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The  Next 

The  big  bad  Internet    It       _  X  . 


THE  GORILLA  GUYS 


The  big  bad  Internet 
ill  soon  look  like 
child's  play. 


Network 


•  s'other  tornado  is  forming  on  the  horizon  —  bigger 

|ft      than  the  world's  telephone  network  and  with  the 

.  !■     potential  to  create  more  wealth  than  the  PC  indus- 

,|B    try.  What  is  it?  A  broadband,  packet-based  public 

M  network.  No,  we  aren't  talking  about  the  Internet. 

•  We're  talking  about  a  completely  new, 

»:h  bigger  network  that  will  have  a  far  greater 

fcact  on  our  lives. 

■Most  people  believe  that  the  Internet  is  here  to 
ft  But  what  most  people  do  not  fully  appreciate 
ftat  the  Internet  is  dead  and  that  what  is  coming 
l|  make  the  Net  look  like  child's  play.  The  Inter- 
Mwas  never  built  to  handle  the  traffic  needs  of 
Hications  that  are  now  being  deployed,  or  will  be. 

,  the  circuit-switched  network  will  not  scale,  despite  its 
uitous  access.  The  new  network  will  look  like  the  Inter- 
ut  will  offer  much  greater  scalability,  while  at  the  same 
offering  the  robustness  and  omnipresence  of  the  current 
t-switched  network. 
This  new  network  will  generate  an  incredible  amount  of 
th  and  will  be  driven  by  a  new  set  of  companies  that'will 
n  right  by  the  old,  established  players.  In  this  regard,  the 
rical  record  is  conclusive:  IBM  dominated  the  mainframe 
stry  but  was  only  a  second-tier  player  in  minicomputers. 
al  Equipment  was  the  dominant  vendor  in  minicomput- 
ut  was  an  also-ran  in  PCs.  Microsoft,  Intel,  and  Compaq 
been  wildly  successful  in  the  PC  industry,  but  none  of 
is  a  leader  in  enterprise  networks.  That  title  goes  to  Cisco 
s.  In  the  next  few  years,  however,  some  unknown  corn- 
will  rise  to  eminence,  just  as  Cisco,  Microsoft,  and  Intel 
It  will  happen  again;  history  is  our  guide. 
o  who  are  the  IBMs,  DECs,  Microsofts,  and  Ciscos  of  the 
network  wave?  It  is  definitely  too  early  in  its  develop- 
to  crown  the  gorilla  in  this  market,  but  there  are  several 
essive  startups  that  have  a  real  shot,  and  all  of  them  are 
>rivate  companies. 

few  of  these  promising  companies,  which  will  make  the 

ment  that  will  form  the  foundation  of  the  new  network, 

Castle  Networks  and  Sonus  Networks,  which  manufacture 

-generation,  distributed  voice  switches;  Cerent,  which  will 
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reprice  the  traditional  telco  transport  market;  and  Juniper  Net- 
works, which  will  run  the  new  network's  Internet  protocol- 
routed  core.  All  of  them  will  likely  be  riding  on  top  of  the  next- 
generation  optical  equipment  from  Chorum  Technologies, 
Corvis,  and  Sycamore  Networks. 

These  entrepreneurs  are  combining  the  best  from 
the  data  world  with  the  best  from  the  traditional 
telecommunications  world.  Internally,  these  systems 
will  benefit  from  Moore's  Law,  modular  software,  and 
standards-based  interfaces  and  protocols.  Externally, 
they  will  be  fully  redundant,  carrier  class,  and  NEBS 
(Network  Equipment  Building  Standard)-compliant. 
Think  of  this  as  Moore's  Law  meets  the  telecosm. 
These  devices  already  offer  50  to  100  times  the  per- 
formance of  existing  equipment  from  traditional  vendors  and 
have  Moore's  Law  designed  into  their  futures. 

These  companies  are  distinguished  by  two  factors.  First, 
they  are  packed  with  veteran  managers  and  engineers. 
Many  of  the  managers  are  on  their  second  and  third 
startup,  with  20-plus  years  of  business  experience.  The 
senior  engineers  have  produced  several  generations  of 
successful  system  designs.  Second,  they  have  business 
plans  that  address  the  current  market  leaders.  And  guess  what? 
They  don't  really  care  about  Cisco,  Lucent,  Tellabs,  and  Nortel 
Networks,  because  to  succeed  they  only  need  to  make  an  end 
run  around  them.  ■ 

Geoffrey  Moore,  Paul  Johnson,  and  Tom  Kippola  wrote  The  Gorilla  Game  as  well  as 
this  column.  The  authors  offer  professional  services  to,  and  hold  financial  positions 
in,  some  of  the  companies  mentioned  in  this  article. 


BUILDING  THE  NEXT  NETWORK 


Equipment  companies  thai 
will  support  the  new  network: 

CASTLE  NETWORKS 

castlenelworks.com 
Date  founded:  10/97 
Expected  IPO  date:  None  yet 

CERENT  CORPORATION 

cerent.com 

Date  founded:  2/97 

Expected  IPO  date:  1999 


CHORUM  TECHNOLOGIES 

chorumtech.com 
Date  founded:  1/96 
Expected  IPO  date:  None  yet 

CORVIS  CORPORATION 

No  Web  site 

Date  founded:  6/97 

Expected  IPO  date:  2000 

JUNIPER  NETWORKS 

juniper.net 


Date  founded:  2/96 
Expected  IPO  date:  NA 

SONUS  NETWORKS 

sonusnet.com 
Date  founded:  8/97 
Expected  IPO  date:  None  yet 

SYCAMORE  NETWORKS 

sycamorenet.com 
Date  founded:  2/98 
Expected  IPO  date:  NA 
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BOTTOM  LINE. 


(WE  JUST  WANT  TO  GIVE  IT  A  BOOSTI 


You've  got  enough  to  worry  about.  And  from  now  on  your  sales  department  won't 
be  high  on  the  list.  Because  now  you  can  reap  the  benefits  of  BaanFrontOffice! 
A  single-environment  front  office  suite  with  powerful  sales,  configuration  and 
call  center  applications.  A  completely  integrated  Web-based  solution.  Enabling  yo 
to  arm  your  sales  force  and  distribution  channels  with  100%  accurate  information    i 
at  the  point  of  sale.  100%  of  the  time.  The  result?  Sales  people  sell.  Distributors 
distribute.  Products  get  to  market  faster.  And  all  of  a  sudden  you're  looking  at  a 
better  bottom  line. 


We'll  take  care  of  it  for  you.  Just  as  we  have  for  some  of  the 
world's  leading  companies — Hewlett  Packard,  Lanier,  PG&E 
Energy  Services  and  MetLife,  to  name  a  few.  Find  out  how. 
Call  for  your  free  copy  of  the  BaanFrontOffice  CD.  It's  got 
in-depth  information  on  how  to  improve  your  sales  process. 
For  an  improved  bottom  line. 

For  the  BaanFrontOffice  CD,  call 

1-800-683-8855  EXT.143 
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:Q'9  Baan  Company.  Baan  is  a  registered  trademark  of  Baan  Company  NV  in  the  United  States  and/or  other  countries, 
Ml  rights  reserved. 


in  the  Internet, 
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VIRGINIA  POSTREL 


UN  Landers  recently  published  a  letter  from  a  woman 
pregnant  with  an  anencephalic  child,  which  means 
her  baby  will  be  born  with  only  a  brain  stem  and  will 
die  shortly  after  birth.  Faced  with  the  same  sad  cir- 
cumstances, the  overwhelming  majority  of  women 
would  opt  for  an  abortion.  But  this  woman  is 
sual:  "I  am  proud  to  say  in  the  U.S.A.,  a  woman  has  the  right 
hoose  between  pregnancy  and  abortion,"  she 
Ites.  "I  choose  to  have  my  baby." 
■\long  the  bell  curve  of  maternal  experience,  the 
tr  writer  is  far  off  on  the  fringe:  She  is  an  oddity, 
Bonconformist,  seemingly  alone  in  the  world. 
M  family  and  friends  disapprove  of  her  peculiar 
Mice.  She  can't  find  an  anencephaly  support  group 
■he  entire  state  of  Michigan  —  not  surprising, 
I  e  support  groups  require  common  experience,  and  hers  is 
■dedly  uncommon. 

But  being  unusual  is  not  the  same  as  being  alone.  In  a  coun- 
-.Bwhose  population  tops  a  quarter  billion,  1%  of  1%  is.  still 
I  of  thousands  of  people.  The  trick  is  to  slip  the  bounds  of 
■1  geography  —  to  search  for  a  group  large  enough  to  contain 
■;r  unusual  people. 

■?hat  used  to  mean  traveling  to  the  largest  city  you  could 
■ch  or  maybe  finding  an  obscure  magazine  or  newsletter 
Subscribe  to.  Nowadays,  it  means  searching  the  Internet. 
C;  woman  did  just  that.  Through  the  Net,  she  found  other 
■hers  of  anencephalic  infants  who  could  offer  comfort  and 
•  ce.  She  also  got  in  touch  with  support  groups  for  moth- 
-  ■  vho  had  lost  children.  "The  Internet,"  she  writes,  "has  been 
■dsend." 

nt  is  striking  enough  to  find  Ann  Landers  publishing  a  let- 
in  praise  of  the  Internet.  She  and  her  audience  are  on  no  one's 
«ing  edge.  The  letter  is  a  sign  of  how  thoroughly  the  Net 
-  Jpecome  a  part  of  everyday  life,  how  fully  its  power  has  been 
^  ■>rbed  into  our  culture. 

.  |'Ut  what  is  really  interesting  about  the  letter  is  the  writer's 
■Werlying  message:  The  Internet  means  you  don't  have  to  be 
>He  —  no  matter  how  unusual  you  seem  to  be.  On  the  Inter- 


net, people  on  the  tails  of  the  bell  curve  can  find  one  another. 
Every  aspect  of  human  identity,  from  size,  shape,  and  color 
to  sexual  proclivities  and  intellectual  gifts,  comes  in  a  wide  range. 
Most  of  us  cluster  somewhere  in  the  middle  of  most  statistical 
distributions.  But  there  are  lots  of  bell  curves,  and  pretty  much 
everyone  is  on  a  tail  of  at  least  one  of  them.  We  may  collect 
strange  memorabilia  or  read  esoteric  books,  hold  unusual  reli- 
gious beliefs  or  wear  odd-sized  shoes,  suffer  rare  dis- 
eases or  enjoy  obscure  movies.  Our  distinguishing 
trait  may  be  good  or  evil,  important  or  trivial,  tran- 
sitory or  permanent. 

Having  spent  a  century  discovering  the  middle 
of  the  bell  curve  —  the  mass  market,  the  mass 
media  —  we  are  only  now  realizing  that  this  "mass," 
by  its  very  massiveness,  guarantees  amazing  variety. 
By  lowering  transaction  costs,  the  Net  makes  it  easier  for  busi- 
nesses to  serve  the  entire  distribution  rather  than  just  the 
middle.  It  can  offer  every  book  in  print,  for  instance. 

By  giving  unusual  people  an  easy  way  to  find  one 
k  another,  the  Internet  has  also  enabled  them  to  pool 
rare  talents,  resources,  and  voices,  then  push  their  case 
k  into  public  consciousness.  The  response,  in  many  cases, 
I  is  a  kind  of  hysteria.  Media  gatekeepers  yearn  for  the 
good  old  days  of  a  "common  culture,"  as  defined  by 
three  TV  networks  and  near-monopoly  newspapers  —  a  cul- 
ture in  which  no  one  could  see  the  outliers.  The  Internet,  we're 
told,  is  a  place  of  scary  hate  groups,  strange  religions,  bizarre 
sex,  and  way  too  little  editing. 

But  far  more  significant  is  the  happiness  engendered  by  a 
medium  that  is  sociable  even  when  it  is  merely  supplying  pas- 
sive information.  On  the  Net,  the  bell  curve  reclaims  its  tails. 
The  uncommon  is  as  accessible  as  the  common.  The  very  frag- 
mentation of  the  Internet  allows  us  to  find  ourselves  in  other 
people  —  and  to  know  that  we  are  not  alone.  ■ 

Virginia  Postrel  (vpostrel@reason.com)  is  the  editor  of  Reason  magazine 
and  the  author  of  The  Future  and  Its  Enemies.  Her  Web  site  is  at 
www.dynamist.com. 
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Given  THIS  issue's  THEME  of  old  ideas  reborn  (super- 
computers) and  new  ideas  that  probably  haven't  a 
chance  (using  supercomputers  to  predict  markets), 
the  time  is  appropriate  for  my  biennial  listing  of  big 
ideas  that  fell  flat.  Whether  you're  trying  to  sell  high 
tech  or  low  dreck,  you  soon  discover  one  immutable 
truth:  America's  consuming  public 
is  maddeningly  fickle  and  works 
in  baffling  ways.  How  else  can 
we  explain  the  fact  that  people 
lined  up  around  the  block 
to  see  a  stupefyingly  boring 
movie  about  the  Titanic  (sink, 
already!)  but  paid  scant  atten- 
tion to  a  World  Series  featur- 
ing one  of  the  greatest  baseball 
teams  of  all  time? 

So  it's  hard  to  explain  why  the 
following  fine  ideas,  all  conceived  with 
the  highest  hopes  and  best  intentions, 
failed  to  reach  Furby  territory. 

•  Tech  Tiger  Action  Figures.  Panicked 
by  the  rumor  that  Mattel  planned  a 
Christmas  release  of  White  House 
Intern  Barbie,  the  planners  at  KidBiz 
Toys  produced  GI  Bill  Gates  and  his  arch  rival  Mighty  Marc 
Andreessen,  plus  Sting-Man  Steve  Jobs,  Nasty  Nathan  Myhrvold, 
and  Jolting  John  Doerr.  The  plan  had  been  to  steal  some  thun- 
der from  hot-selling  World  Wrestling  Federation  figures,  but  the 
idea  of  kick-ass  nerds  just  didn't  play. 

•  Imelda.  Hoping  to  establish  an  off-off-off-Broadway  produc- 
tion center  in  Palo  Alto  (called  Schubert  Valley),  investors  poured 
their  money  into  this  pop  opera  based  on  the  shoe-crazed  wife 
of  the  late  Philippines  dictator.  The  big  song,  "Don't  Cry  for  Me, 
Ferragamo,"  failed  to  get  a  foothold  on  the  charts,  and  the  show 
closed  in  previews.  Alas,  the  groups  next  venture,  Jake!,  a  musi- 
cal version  of  Schindler's  List,  closed  after  one  night. 

NFL  Senior  League.  The  theory:  If  a  large  audience  watches 

-erweight  older  men  play  golf,  the  sight  of  Joe  Namath,  Mean 

•  Greene,  and  other  football  hcoes  of  the  past  thrashing  and 

ring  might  have  similar  appeal.  The  reality:  a  2  share  against 

Olympic  curling  tryouts.  Entertainment  Weekly  pointed  out 
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that  the  sight  of  10  ambulances  parked  along  each  sideline  cj 
couraged  audiences.  Fox  then  decided  to  pull  the  plug  on) 
planned  Golden  Years  Network,  which  in  turn  scuttled  a  nj 
clothing  chain,  Elder  Gap. 

•  Monica  Lewinsky's  "Got  Milk?"  ad.  When  Gary  Hart  ran  a 
presidential  aspirations  onto  a  reef  aboard  the  Monkey  Busim 

his  friend  Donna  Rice  pocketed  sol 
cash  with  a  No  Excuses  Je* 
campaign.  So  who  can  blaj 
Ms.  Lewinsky  for  trying  to  ] 
off  some  of  her  legal  fee&l 
flirting    with    Madisl 
Avenue?  But  when  J5I 
Starr  subpoenaed  the  enj 
photo  studio  to  run  DNA  te 
the  ad  vanished. 
•  In-Head  Phones.  | 
the  terribly  import 
people  who  can  nel 
be  out  of  touch,  the  i| 
tion  of  the  visionaries  at  Fab  Telecom - 
surgically  implanted  cell  phone  —  mijl 
have  been  just  the  thing.  But  the  product  tanked  when  critl 
noted  that  without  a  visible  phone  held  to  the  ear  during  d\ 
ner,  sports  events,  museum  visits,  and  church,  In-Head  us^ 
would  just  look  like  people  who  talk  to  themselves. 
•Jiffy  Leech.  "An  End  to  Bad  Blood"  read  the  promotional  c(| 
for  a  drive-in  "exfusion"  chain,  where  customers  with  hangovtl 
high  cholesterol,  or  just  plain  bad  attitudes  could  drive  in,  hi 
a  few  hungry  leeches  slapped  on  their  arms,  and  watch  thl 
faulty  hemoglobin  drained  off.  Unfortunately  for  Bleeding  E(  i 
Tech,  the  chain's  backers,  the  first  two  Los  Angeles  outlets  w 
burned  down  by  a  well-known  gang  that  misread  the  prom 

•  Melrose  Space.  According  to  Daily  Variety,  Aaron  Spelling ! 
always  envied  the  fact  that  Gene  Roddenberry's  Star  Trek  sei  | 
appears  capable  of  generating  spin-offs  forever.  So  he  set  a  n 
show  on  a  research  station  in  low  orbit  around  one  of  Jupifr  | 
moons  to  get  more  mileage  out  of  his  suborbital  soaps.  Eve  1 
one  was  still  bad  and  bitchy,  except  now  nobody  weighed  a: 
thing.  But  the  show,  with  its  relendess  ads  ("NASA  was  never  1 1 
nasty  before"),  failed  to  attract  loyal  Melrose  watchers,  n 
already  consider  Southern  California  another  planet. 

Illustration   by  John   Cu 
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Look  on  the  bright  side.  There'll  also  be  lots  more  cherries  and  watermelons  in  the  future.  Because 
agribusiness,  Hoechst  Schering  AgrEvo,  we  aim  to  utilize  biotechnology  in  improving  crop  productit 
protection  for  harvests  that  are  more  bountiful  than  ever.  After  all,  the  cultivated  areas  of  the  world 
get  any  bigger.  But  our  children  will.  And  it's  their  future  that's  at  stake. 


Imagine 


<j$  AgrEvc  i  is  the  agribusiness  of  Hoechst,  an  internationa  group  of  companies  spearheading  ini  I 


The  Future  in  Life  Sciences 


ima  beans  than  you  ever  thought  possible. 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 
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Everett  Halvorsen 


The  irreverent  art  director 

In  1978  a  freelance  graphics  artist,  then  midway  through 
career,  joined  this  magazine  as  art  director.  For  the  next  21  yel 
Everett  Halvorsen  rode  a  winning  streak  as  the  magazine  doubll 
in  size,  added  color  photography  and  went  through  two  redesigl 
The  talents  that  enabled  him  to  succeed  included  the  ones  y| 
would  expect  in  any  art 
department:  creativity,  a 
good  eye,  diplomacy.  But 
there  was  another  that 
was  peculiarly  valuable  to 
this   iconoclastic   maga- 
zine: irreverence.  He  kept 
reminding    the    editors, 
and  the  readers,  that  they 
shouldn't  take  themselves 
too  seriously. 

Classic  Halvorsen  mis- 
chief was  to  come  tip  with 
a  cover  design  for  one 
issue  that  parodied  Busi- 
ness Week.  For  the  cover  that  went  with  a  story  on  the  sorry 
of  our  schools  he  made  our  logo  Forbs.  We  got  a  lot  of  mail  fro 
schoolteachers  criticizing  our  spelling. 

Ev  retired  Feb.  16.  He  is  succeeded  by  Robert  Mansfield,  wj 
joined  Forbes  in  1982  and  has  served  most  recently  as  art  dinj 
tor  of  our  sister  publication,  FORBES  GLOBAL  BUSINESS  &  FlNAN<^ 
I  expect  Bob  to  continue  the  iconoclasm. 

Hardware,  software,  consultware 

IBM  shipped  its  first  Model  650  to  an  insurance  company 
December  1954  and  for  the  next  quarter  of  a  century  this  hai. 
ware  manufacturer  owned  the  computing  business.  After  a  whl 
another  king  of  computing  emerged  and  it  is  a  software  compa 
Who  will  dominate  the  third  era  of  computing?  The  future  ml 
well  belong  not  to  a  company  that  makes  boxes,  chips  or  softwa 
but  to  a  company  that  integrates  these  things  into  solutions' 
business  problems.  The  future  could  belong  to  an  outfit  1:1 
Andersen  Consulting. 

To  a  degree  that  you  will  find  surprising  if  you  don't  know  l 
company  or  its  chief  executive,  George  Shaheen,  Andersen  defii 
the  technology  used  by  thousands  of  businesses,  from  oil  prodi 
ers  to  airlines  to  telephone  companies.  "The  messiahs  of  the  n 
work,"  by  Robert  Lenzner  and  Joanne  Gordon,  tells  where  SI 
heen  is  taking  this  fast- moving  firm. 

Gordon  worked  indirectly  for  Andersen  in  the  mid-1990s,  1 
her  perspective  for  this  story  comes  from  talking  to  dozens 
Andersen's  recent  clients  and  employees.  "Tom  Watson  ha< 
vision  and  Bill  Gates  has  a  vision.  Shaheen  has  a  vision,  too— 
wants  to  own  your  company's  data,"  she  savs.  The  storv  starts 
page  98. 


fad/a-  a^eduA^ 


Editor 
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lenry  Ford  dreamed  of  "making  the  desirable  affordable." 


Obviously,  it's  a  recurring  dream. 
Introducing  the  $17,995*  Ford  Taurus. 

;ry  innovation  helps  lower  costs,  for  us  and  for  yoil  That's  why  the  lowest  price  ever 

today's  Taurus  is  $1000  less  than  last  year  for  the  same  equipment."  And  that  same  spirit  of  innovation 

srnade  Ford  Taurus  the  only  car  in  its  class  to  earn  a  five-star  ***** 

Wemment  front  Crash  test  rating  I  More  affordable.  More  desirable.  Designed  for  safety. 
is  could  be  the  car  Henry  Ford  dreamed  of. 


Ford  Taurus 

Second  Generation  airbagsV   3.0-liter  V-6. 
Power  windows.    Air  conditioning.    All  standard. 


Built 


v    c7&ro< 


!°  Last 


1-800-258-FORDor 
www.fordvehicles.com 


9Taurus  LX  MSRP.  Tax,  title  extra.  "Based  on  MSRP  of  '98  Taurus  LX  vs.  MSRP  of  '99  Taurus  LX.  'Driver  and  passenger  front  crash  test.  Government  data  only 
ful  in  comparing  vehicles  within  500  pounds.  Class  is  medium  cars  starting  under  $20,000.  "Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat. 
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say 

readers@forbes.com 

New 
media, 
old  hat 

What  a  unique 

concept:  a 

"new-media 

visionary" 

without  a  clue! 

So  Geraldine 

Laybourne 

("The  Convergence  Gamble,"  Feb.  22, p. 

112)  envisions  airing  TV  shows  for  female 

executives  during  working  hours,  when 

they  can't  watch?  A  rehash  of  MTV's  Real 

World:  And  more  reruns  of  old  sitcoms? 

Be  still  my  heart!  Any  neophvte  in  the 

on-line  content  business  could  have 

given  you  more  insight  into  the  future  of 

interactive  media.  I  expected  better  from 

you  than  this  fluff  piece. 

-Joan  E.  Loy 

Sunland,  Calif. 

Wrath  of  a  salesman 

Some  people  are  able  to  sell  their  homes 
themselves  and  save  on  a  realtor's  mar- 
keting fee  ("Realtors  1,  Web  0,"  Feb.  8, 
p.  64).  More  power  to  them.  Free  enter- 
prise at  work.  But  I  am  sick  and  tired  of 
people  contracting  with  realtors  like 
myself  to  perform  a  complicated  task, 
then  calling  us  nothing  but  a  bunch  of 
money-grubbers.  If  you  don't  value 
what  we  do,  don't  call  us.  Do  it  yourself. 
-Matthew  Carns 
College  Park,  Md. 

No  sale 


and  investors  whose  401  (k)  plans  offer 
the  fund.  -Ed. 

Heart  smarts 

Your  article  about  interactions  betvveet 
Sensormatic  Electronics'  antitheft  sys- 
tem and  patients  with  implanted  med- 
ical devices  ( "The  zapping  of  Sensor- 
matic,"/««.  25,  p.  51)  scrambled  the 
facts.  Every  published  study  has  shown 
that  acoustomagnetic  gates  interact  wii 
pacemakers.  The  FDA  is  sending  an  advi 
sory  letter  to  cardiologists  around  the 
country  advising  them  of  these  interac- 
tions. Patients  shouldn't  panic,  but  the 
shouldn't  linger  near  these  gates. 
-Michael  E.  McIvor 
Medical  Director,  Research  Section 
Heart  Institute  of  St.  Petersburg 
St.  Petersburg,  Fla. 

Growth,  not  graft 

Your  article  on  the  Japanese  construe 
tion  industry  ( "Japan's  cement  shoes 
Feb.  8,  p.  82)  is  groundless  and  seri- 
ously defames  Japan.  You  say  the 
industry  is  deeply  connected  with 
yakuza,  the  Japanese  mafia.  This  is  a 
gross  misrepresentation  of  the  presen 
situation,  probably  prejudiced  bv 
events  up  until  the  1920s.  You  also 
conclude  that  public  infrastructure 
development  in  Japan  is  a  "waste"  by* 
comparing  the  American  and  Japanes 
public  works  budgets.  In  Japan,  full- 
scale  development  of  public  infrastrui 
ture  began  only  in  the  1960s,  and  has 


You  listed  the  Fidelity 
Growth  &  Income  Fund  as  a 
"Best  Buy"  in  your  mutual 
fund  survey  (Feb.  8,  p.  124). 
Well,  it's  a  no-buy!  The  fund 
is  closed  to  new  purchasers.  It 
took  half  an  hour  going 
through  Fidelity's  automated 
telephone  system  to  find  that 
out  the  hard  way.  We  arc  very 
annoyed  and  disappointed 
subscribers. 

-Jane  and  Richard  Weltz 
New  York,  N.Y. 

:'mid should n  't have 
■d  in  our  list.  It  is  still 
open  to  current  shareholders 


Stewed  in  steerage 


You've  essentially  bought  the 

airlines'  complaint  about  their 

passengers'  increasingly  rude 

behavior  in  the  coach  section 

("Jetiquette,"  Feb.  8,  p.  169). 

You  don't  get  it:  If  you  treat 

people  like  animals,  they  will  behave 

like  animals.  It's  that  simple.  Today's  coach  traveler 

is  caged  in  ever-shrinking  seats,  crammed  in  with 

ever-growing  numbers  of  passengers,  forced  to 

substitute  peanuts  for  real  food  and  has  to  breathe 

stale,  bacteria-laden  air.  When  the  airlines  return  to 

a  modicum  of  respect  for  human  dignity  and  comfort, 

their  passengers  will  act  like  humans  again. 

-Charlotte  Anderson 

Wayne,  Pa. 
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Your  chips  come  from  a  company 

protected  by 


Your  soft  drink 

comes  from  a  company 

ted  by  us. 


Your  TV  comes  from  a  company 

protected  b     Fs. 


[And  yes,  we're  working  on  the  slippers.] 


Fri to- Lay .  Pepsi .  Philips. 

Today,  more  of  the  world's  leading  companies  demand  ADT  security  solutions  than 
any  other.  Perhaps  it's  our  125  years  of  experience.  Or  our  unique  design  approach 
we  call  Security  Architecture?"  Or  our  commitment  to  world  class  monitoring  and 
customer  service.  Whatever  the  reason,  you'll  find  ADT  is  exactly  what  your  world 
calls  for.  To  hear  more,  use  your  phone  (probably  from  another  company  protected  by 
us)  to  call  us  at  561-988-3896.  And  ask  for  our  President,  Mike  Snyder. 


I  1   THE  WOP :       )EMANDS 


/CO  INTERNATIONAL  LTD.   COMPANY 


Turning  Risk 
Into  Return 


We're  helping  our  customers 

achieve  results  that  move 

UP  AND  TO  THE  RIGHT. 


There  should  be  more  to  a  risk  partnership  than  simply 

paying  claims  after  an  "event".  That's  why  we  have 

completely  redesigned  our  organization  -  allowing  us  to  craft 

custom  solutions  that  span  a  variety  of  disciplines,  classes  and  markets. 

Even  our  new  name  reflects  a  broader  view.  At  XL,  we  help  our 

customers  see  opportunities  where  others  only  see  risk. 

Will  XL's  approach  be  successful?  Just  watch  our 

customers'  performance  as  they  turn  risk  into  return. 


X3L  CAPITAL 


ice  'Reinsurance  •  Financial 
SOI  UTIONS 
WWW.XL.BM   ■    NYSE:   XL 


©  1999  XL  Capital  Ltd 


tackled  a  unique  set  of  obstacles  suc| 
as  mountainous  terrain.  That  trans- 
lates into  higher  construction  costs,  j 
There  seems  to  be  no  rationale  for 
making  simple  budget  comparisons ) 
'with  other  countries.  The  Govern- 
ment's serious  efforts  in  this  regard 
have  enjoyed  strong  public  support.! 
-Kazuo  Kodama 
Counselor  for  Public  Affairs 
Embassy  of  Japan 
Washington,  D.C 

We  want  a  recount 

While  we  were  pleased  to  be  describe 
as  a  top-drawer  venture  firm  ("Statujl 
seekers,"  Jan.  25,  p.  70),  we  feel  yourl 
evaluation  methodology  penalized  ui| 
for  backing  so  many  companies  that 
went  public.  Measuring  our  port- 
folio's performance  using  total  returil 
an  investor  who  bought  our  1 5  iros  | 
since  1994  would  have  received  a 
424%  return.  This  analysis  does  not 
include  two  ipos  that  have  been 
acquired  in  that  period. 
-John  W.  Jarve 
General  Partner 
Menlo  Ventures 
Menlo  Park,  Calif. 

Brave  new  workplace 

In  my  previous  job,  as  a  director  of 
nursing,  I  used  a  staff  tracking  system 
similar  to  the  Versus  Technology 
system  you  wrote  about  ( "They  spy,' 
Feb.  8,  p.  47).  We  used  the  system  to 
support  the  staff,  not  to  oppress  then 
Any  new  technology  has  potential 
drawbacks.  It's  management's  respoi 
sibility  to  use  it  appropriately. 
-Arlene  Ricker 
Wexford,  Pa. 


Letters  should  include  the  author's 
address  and  phone  number. 
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HOOD  MILES  WITH  STOPPING  TO  CHE  YOUR  COOLANT.  ANOTHER  FHRREHCHING  IDEA  FROM  TEXHCI. 


Until  recently,  if  you  wanted  to  travel 
great  distances  without  changing  your 
coolant,  you'd  need  a  camel-a  vehicle 
not  exactly  practical  for  a  freeway  commute. 

But  thanks  to  Texaco's  relentless  pursuit 
of  energy,  there's  now  a  150,000-mile 
coolant  for  cars.  It  lasts  five  times  longer 
than  most  conventional  coolants.  In  fact,  it 
could  very  well  last  for  the  life  of  your  car. 


We've  also  developed  a  system  of 
coolants  for  trucks  good  for  600,000  miles, 
and  we're  working  on  fuels  for  the  future  that 
will  help  save  energy  and  the  environment 
by  letting  drivers  travel  farther  than  ever  on 
a  single  tank  of  gas. 

Although  the  camel  has  been  around 
for  centuries,  we  think  it's  got  some 
catching  up  to  do. 


\  38  Texaco  Inc. 


® 


R  World  Of  Energy 


Visit  www.tfixam  r 


Would  your  company  be  interested  in  saving  38C? 

How  many  times  would  you  have  to 
this  before  it  became  interesting? 


i 


©  1999  Microsoft  Corporation   All  rights  reserved.  Microsoft.  BackOffice,  Windows  NT.  and  Where  do  you  want  to  go  today ?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or 
countries.  Other  product  and  company  names  mentioned  nerem  may  be  the  trademarks  of  their  respective  owners. 


A  few  examples  of  Microsoft- 
based  business-to-business 
commerce  solutions: 

Merisel  strengthened  their 
business  relationships  by  giving 
tens  of  thousands  of  resellers 
real-time  inventory  and  order- 
status  access. 

Office  Depot  increased  sales  by 
millions  of  dollars  by  enabling 
over  20.000  of  their  business 
customers  to  purchase  goods 
with  custom  catalogs  and  pricing. 

Sainsbury,  one  of  the  UK's 
largest  retailers,  is  integrating 
hundreds  of  disparate  suppliers 
via  a  Web-based  value  chain 
management  system. 


In  business  seldom  are  millions  saved  with  one  act.  More  often  it's  the  small  improvements 

that  add  up  to  a  big  impact  on  the  bottom  line.  And  that's  where  we  can  help.  A  commerce 

solution  built  on  a  scalable,  flexible  Microsoft'"  platform  of  Windows  NT®  Server,  BackOffice,® 

and  Office  can  help  your  company  increase  efficiency  and  productivity,  save  money  and 

time,  and  even  bring  you  closer  to  your  customer.  Best  of  all,  you  can  start  right  now  using 

many  of  the  systems  you  already  have,  along  with  our  wide  range  of  partners,  to  address 

your  specific  needs.  To  find  a  Microsoft  Certified  Solution  Provider  who  can  help  you,  or  to 

get  the  free  Digital  Nervous  System:  Commerce  Solutions  CD, 

call  (888)  674-6686  or  visit  www.microsoft.com/dns/  MlCFQSOtt 

Where  do  you  want  to  go  today?"5 


through 

Payback 

We  dubbed  them  the  "idea  moguls"  last  fall — the  bright 
young  people  who  generate  the  ideas  and  write  the  scripts 
for  movies  and  TV  shows  (Sept.  2L  1998).  We  noted  how 
they  have  become  a  powerful  and  rich  new  breed  of  Hol- 
lywood talent. 

Now  they're  about  to  become  even  more  powerful  and 
wealthy.  Acknowledging  their  increasing  value,  Sony's 
Columbia  Pictures  agreed  in  February  to  give  writers 
a  stake  in  a  movie's  gross  proceeds.  They'll  get  2% 
of  gross  receipts  for  sole  writing  credit  and  1%  for  a 
shared  credit — all  on  top  of  million-dollar-plus  fees  for 
penning  stories. 

Gross  receipt  royalties  are  prized  because  they  come 
before  the  studio  siphons  off  its  "distribution  fee,"  which 
can  amount  to  as  much  as  a  third  of  the  gross. 

Columbia  negotiated  the  deal  with  a  group  of  33  elite 
writers,  including  Ron  Bass  (My  Best  Friend's  Wedding, 
Stepmom)  and  Nicholas  Kazan  {Reversal  of  Fortune). 


Edited  by  Susan  Adams 


Will  screenwriters  ditch  other  studios  in  favor  of  Son 
Says  Bass:  "If  you're  sitting  around  with  your  idea,  \vl 
wouldn't  you  take  it  to  a  studio  who  is  not  afraid 
paying  writers?" 

-Anne  Linsmaye 


Meat  of  the  problem 

Two  ISSUES  AGO,  we  ran  a  story 
about  how  meat  irradiation  could 
save  lives.  Twelve  people  recently 
died  after  eating  contaminated  hot 
dogs.  Our  story  noted  that  bureau- 
crats at  the  U.S.  Department  of  Agri- 
culture had  been  sitting  on  an  irradi- 
ation plan  since  December  1997. 

Progress:  Just  weeks  after  our  story 
appeared,  the  usda  gave  the  go-ahead 
to  the  meat  industry  to  use  irradiation, 
which  destroys  bacteria  by  showering 
meat  with  electrons,  gamma  rays  or  x 
rays.  Unfortunately,  the  regulations 
apply  only  to  uncooked  red  meat. 
Covering  cooked  meat  like  hot  dogs 
will  require  a  new  proposal,  which 


could  take  years  to  get  through  the 
regulatory  labyrinth. 

Another  problem:  It's  not  clear 
when  or  if  the  beef  industry  will  use 
irradiation.  The  public  still  harbors 
irradiation  fears.  Since  1992,  irradia- 
tion has  been  approved  for  chicken 
producers,  but  it  is  used  on  less  than 
1%  of  the  output.  — SA. 

Ultra  high  hopes 

Two  years  ago  we  chronicled  Lowell 
(Bud)  Paxson's  attempt  to  build  a 
television  network  by  buving  up  UHF 
stations  (May  19,  1997). 

In  August,  Pax-TV  went  live — and 
immediately  the  skeptics  surfaced. 


New  networks  like  Time  Warner's  v 
are  moneylosers,  they  said.  Paxsc 
Communications'  stock  is  down  i 
$9  from  a  high  of  $13.  Pax  lost  $5 
million  in  the  third  quarter  of  199; 
Naysayers  take  heed.  Unlike  cor 
petitors,  Pax-TV  owns  its  distribution- 
over  75  profitable  uhf  stations — an 
has  kept  programming  costs  dov 
to  a  third  of  what  network  affiliat  i 
spend.  Paxson  has  branded  Pax- 
the  "family- friendly  network"  and  ru 
original  programming  like  Flippc 
the  New  Adventures.  The  Pax  netwo 
has  inched  up  to  a  1 -point  nation 
rating  during  prime  time,  which  mea 
that  1%  of  the  homes  with  TVs  a. 
watching  it.  -Colleen  Mastony  II 


The  third  rail 

SIXTY-TWO  YEARS  AGO  IN  FORBES 
JUNE  15, 1937 

In  principle,  the  Social  Security  Act  is  sound, 
desirable,  laudable.  But  the  law  embodying  it  is 
extremely  faulty.  The  idea  of  accumulating  a 
reserve  of  $47  billion  to  be  invested  in  Govern- 
ment debt  is  crassly  wrong.  It  fosters  political 
overspending.  The  whole  subject  demands  far 
profounder  study  than  it  received  by  a  pliant, 
rubber-stamp  Congress. 

President  Clinton  s  desire  to  "save "  Social  Secu- 
rity might  be  laudable  too,  but  as 
Alan  Greenspan  has  pointed  out,  his  plan 
is  based  on  shaky  budget  assumptions. 

Battery  not  included 

TWENTY  YEARS  AGO  IN  FORBES 
MARCH  19,  1979 

The  electric  car:  Last  June  Congress  producei 


$30  million 
to  spend  on 
165  electric 
vehicles  for 
private  use 
**     .-  '  -*i      and  another 

^  -  1^"  J)         35  for  U.S. 

jfc^^.  <^k      y**  agencies. 

Ita^l^r  Today  some 

■■■■*  JRF  EVs        are 

Vintage  EV— 1974.  actually  on 

the  road.  For 
fiscal  1979,  Congress  raised  the  ante  from  $30 
million  to  $37.5  million,  which  will  support  cost- 
sharing  experiments  for  600  EVs  for  state  and 
local  governments,  federal  agencies  and  private 
companies. 

Some  2, 000  EVs  are  now  on  the  road,  but  atten- 
••iay  is  on  the  hybrid,  like  Toyota's  Pnus,  a 
ne-  and  electric-powered  car  that  gets 
greater  range. 


Oregon's  tax  phobia 

TEN  YEARS  AGO  IN  FORBES 
FEBRUARY  6, 1989 

Welcome  to  the  state  of  Oregon.  Major  roads 
are  disintegrating,  overtaxed  sewers  in  Portland 
and  its  suburbs  are  leaking  sewage  into  rivers 
and  streams;  there  is  little  money  for  many  public 
services.  Why  the  apparent  paradox  of  general 
prosperity  coupled  with  failing  public  services? 
The  very  aversion  to  high  taxes  and  excessive 
spend i ng  that  hel ped  prod uce  the  prosperity  may 
have  been  taken  too  far.  Says  James  Shaw,  c 
California  accountant  who  moved  to  Oregon's 
north  coast  in  1980:  "People  here  vote  dowr 
anything  that  requires  money,  even  good  causes 
like  schools." 

The  paradox — strong  economy-bad  public 
services — lives  on  today.  And  so  does 
Oregonians' aversion  to  taxes. 

-Edited  by  Dolores  Lataniotis 
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I   "With  all  my  job  changing, 

I  should  consolidate  my  retirement 
savings  at  Fidelity."  -  Don  Rickles 

Call  to  roll  over  your  eligible  401  (k),  403(b)  or  pension  savings  with  Fidelity  Rollover  Express. 


If  you've  changed  jobs,  Fidelity  can  make  it  easy 
to  roll  over  your  eligible  retirement  savings  to  a 
Fidelity  Rollover  IRA.  Consolidating  your  money 
at  Fidelity  helps  make  it  easy  to  manage.  You  also  gain 
access  to  our  money  management  expenence  and  vari- 
ety of  mutual  funds,  stocks,  bonds,  and  annuities,  so 


Fidelity 

ROLLOVER 

Express 


you  can  develop  a  strategy  to  match  your  needs.  All 
it  takes  is  a  phone  call  to  get  started,  and  our  Rollover 
Specialists  will  help  you  find  an  investment  strategy 
that's  right  for  you,  and  even  complete  the  Rollover 
paperwork.  Call  today  or  visit  our  website  to  get 
your  Rollover  Express  Kit.  It's  fast.  It's  easy.  It's  smart. 


Fidelity 


Investments « 


WHERE    15   MILLION   INVESTORS   PUT  THEIR   TRUST. 


CALL        1  - 


OO-FIDELITY 


OR        VISIT        US        AT        WWW 


DELITY.COM 


For  more  complete  information  on  any  fund  or  annuity  available  through  Fidelity,  including  charges  and 
expenses,   call  for  a  free   prospectus.   Please   read   it  carefully  before  you   invest  or  send   money. 

Annuities  are  distributed  by  Fidelity  Insurance  Agency,  Inc.  and  Fidelity  Investments  Insurance  Agency  of  Texas,  Inc. 

Fidelity  Brokerage  Services,  Inc.,  Member  NYSE,  SIPC.  6624 1 .001 


my  mind 

What's  worrying  top  executives 

Executive  bookmarks 

By  Amy  Doan 

What  Internet  sites  do  computer 
executives  go  to  most  often? 
Here  are  some  of  their  bookmarks. 


Edited  by  Katarzyna  Moreno 


"You  type 
in  your  birth 
date  and 


and  you  get 
the  exact 
date  of  your 
death." 

Royal  P.  Farros, 
chief  executive, 
lprint.com 


John  McGuire 

Chief  Executive 

Trintech  Group  (e-commerce  software) 
Dublin,  Ireland 

I'm  addicted  to  the  site  that  lists  the  registra- 
tion and  flight  details  of  private  jets  taking  off 
around  the  world  (www.landings.com).  That 
way  I  can  keep  tabs  on  my  better-heeled  com- 
petitors. If  I  see  that  [IBM  chief]  Lou  Gerstner 
is  heading  to  Sao  Paulo,  I  get  on  a  plane  fast 
because  we  have  clients  there. 

Douglas  Chance 

President 

Wyse  Technology  (hardware) 

San  Jose,  Calif. 

I  buy  wine  from  the  Clos  LaChance  winery 

(www.clos.com).  This  winery  was  founded  by 

Bill  Murphy,  the  Internet  marketing  director 

at  Hewlett-Packard.  Some  other  Valley  guys 

like  Bill  Krause  of  3Com  have  put  vineyards  in 

their  backyards.  They  contribute  grapes  to 

Clos  LaChance.  In  return,  they  get  to  keep 

half  the  wine  or  take  a  fee. 

I  love  their  wines.  I  don't  have  a  vineyard, 
but  I  have  a  cellar.  It's  about  one-third  full  of 
wines  from  this  site. 

Bradford  Oberwager 

President  and  Chief  Operating  Officer 
GreenTree.com  (Internet  health  food  store) 
San  Francisco,  Calif. 

The  site  www.sixdegrees.com  is  based  on  the 
theory  that  everyone  on  die  planet  is  separated 
from  everyone  else  by  six  degrees  of  separation. 
You  sign  up  and  type  in  e-mail  addresses  of 
six  of  your  friends.  Then  they  get  six  of  their 
friends  to  join,  and  you  become  part  of  "the 
big  cloud."  You  use  your  group  of  virtual 
friends  for  networking,  mostly  when  looking 
for  a  job. 


Royal  P.  Farros 

Chief  Executive 

Iprint.com  (Internet  printing  software) 

Redwood  City,  Calif. 

I  like  www.deathclock.com:  It  lets  everyone 

know  when  they're  going  to  expire.  You  type 

in  your  birth  date  and  disposition,  and  you 

get  the  exact  date  of  your  death.  And  a  clock  | 

pops  up  that  ticks  the  seconds  down. 

My  personal  expiration  date:  Jan.  19, 
2033.  It's  a  useful  reminder  that  life  is  slip- 
ping away. 

Jerry  Yang 

Founder/Chief  Yahoo 

Yahoo 

Santa  Clara,  Calif. 

It's  not  just  about  individual  sites  anymore, 

but  areas  of  interest — URLs  taken  as  a  group. 

also  love  the  stuff  that  NASA  (www.nasa.gov) 

doing  on-line. 

You  can  look  at  a  satellite  view,  down  to 
within  one  square  foot,  of  some  street  in  San 
Francisco  from  your  screen  at  work. 

Bradley  Rowe 

Chief  Executive/President 

Puma  Technology  (software  for  handheld  devices 

San  Jose,  Calif. 

When  I  am  done  poring  over  my  finances  on 

the  Internet,  I'll  often  check  out 

fractalcow.com/bert/bert.htm. 

It's  got  a  section  called  "Bert  is  Evil."  It  h. 
a  picture  of  Bert  [from  Sesame  Street's  Bert  8 
Ernie]  in  a  police  lineup  and  a  bunch  of  con- 
spiracy theories  involving  Bert  that  people 
submit.  I  never  trusted  Bert  anyway. 


What's  on  your  mind?  Tell  the  world.  Go  to  our  new 

On  My  Mind  forum  in  the  Forbes 

Digital  Tool  at  http://w\vw.forbcs.com/mind, 

or  e-mail  us  at  mind@tbrbes.com. 
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worth 


Bob  Dole 


When  I  was  diagnosed  with  prostate  cancer,  my  first  concern  was  ridding  myself  of  the  cancer.  But  I  was  also 
concerned  about  possible  postoperative  side  effects,  like  erectile  dysfunction  (E.D.),  often  called  impotence. 
So  I  asked  my  doctor  about  treatment  options.  • 

I'm  speaking  out  now  in  the  hope  that  men  with  E.D.  will  get  proper  treatment  for  a  condition  that  affects 
millions  of  men  and  their  partners. 

Most  E.D.  cases  are  associated  with  physical  conditions  or  events,  like  the  prostate  cancer  surgery 
I  underwent.  The  most  common  causes  of  E.D.  include  diabetes,  high  blood  pressure,  spinal  cord  injury,  or 
Surgery  for  the  prostate  or  colon.  E.D.  can  also  be  associated  with  smoking,  alcohol  abuse,  or  psychological 
conditions  such  as  anxiety  or  stress. 

The  good  news  is  that  many  effective  treatments  are  available  for  E.D.  But  the  important  first  step 
is  to  talk  to  your  doctor.  Together,  you  and  your  doctor  can  decide  which  treatment  is  best  for  you. 

Now  it's  up  to  you  to  get  the  treatment  you  need  for  E.D.  My  advice  is  to  get  a  medical  checkup. 
It's  the  best  way  to  get  educated  about  E.D.  and  what  can  be  done  to  treat  it.  It  may  take  a  little  courage, 
but  I've  found  that  everything  worthwhile  usually  does. 

For  more  information  about  erectile  dysfunction,  please  call  1-800-433-4215. 


©1999.  Pfizer  Inc 
HC433A988 


GET    EDUCATED    ABOUT    E.D. 
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For  over  90  years,  the  best-known 


companies 
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seen  us  as  a 


wvation. 
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Now,  it's  Wall  Street's  turn! 


NYSE  under  the  symbol  OPH 


Automotive  Systems 
The      power      to      simplify. 


i 


RISING 


RORDERLESS 

I     -3F! 


▼"   |    STAR  ALLIANCE"  * 

r  Tin-  .lirliiu-  m-inork  lor  I  anh. 


A  single  check-in  at  your  first  gate.  Passag 
anywhere  your  mind  has  ever  wandered.  V\ 
getting  close.  We  have  one  of  the  youngest  fl 
in  the  air.  We're  seeking  new  direct  routes.  V 
forming  partnerships  both  regionally  and  glot 
to  coordinate  and  expedite  your  passage.  It's 
way  the  world  looks  from  the  air,  not  from  a  r 

UNITED    ISRISI 
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/ith  all  thy  getting  get  understanding" 


act  and  Comment 


lv  Steve  Forbes,  Editor-in-Chief 


ULTIMATELY,  JUSTICE  WILL  BE  DONE 

The  President  escaped  conviction  by  the  Senate.  But  he  won't  escape  the  verdict  of  history. 
Given  the  President's  personality,  in  fact,  he  will  provide  further  fodder  for  the  disapproving  muse. 

COUNT  ON  IT 

In  the  years  ahead,  revelations  about  this  Administration  will  show  a 
pattern  of  abuse  of  power  unprecedented  in  the  annals  of  the  presidency. 

BIG  BROTHER,  BANKER 

ISHINGTON  wants  YOUR  bank  to  spy  on  vou.  Four  fed-  You  could  be  required  to  give  your  bank  the  source  of 

financial  regulatory  agencies  have  proposed  "know     every  deposit.  If  you  got  a  bonus  or  sold  a  house  and 


mr  customer"   rules   that   would   force 

Kry  bank  to  "determine  its  customers' 

mrce  of  funds;  determine  the  normal 

id    expected    transactions    of  its    cus- 

Mners;    monitor    account    activity    for 

isactions    that    are    inconsistent    with 

lose  normal  and  expected  transactions; 

id  report   any   transactions   of  its   cus- 

micrs  that  are  determined  to  be  suspi- 

lious."    Ostensibly   this   program    would 

[elp  tight  crime.  In  reality  it  is  a  Soviet- 

fle  intrusion  into  your  privacy.  Who  says 

Ihe  era  of  big  government  is  over? 


deposited  the  proceeds,  the  bank  would 
flag  the  transaction  as  out  of  your  normal 
pattern  of  banking,  and  you  may  have  to 
answer  questions  from  federal  authorities. 
Why,  in  a  free  country,  would  citizens  be 
required  to  give  an  explanation  to  die  gov- 
ernment every  time  they  broke  their  bank- 
ing routine? 

Representative  Ron  Paul  (R-Tex.)  has 
introduced  legislation  to  block  these  regu- 
lations, correctly  pointing  out  that  the  gov- 
ernment should  have  access  to  this  kind  of 
information  only  under  a  search  warrant. 


WAKE-UP  CALL  FOR  THE  AIRLINES 


SENATOR  Ron  Wyden  (D-Ore.)  and  Senator  John 
McCain  (R-Ariz.)  have  introduced  a  bill,  the  Airline 
passenger  Fairness  Act,  that  would  strike  most  weary 

oassengers  as  eminently  sensible,  straightforward  and 
|ong  overdue. 

Among  the  bill's  provisions:  Carriers  would  have  to  tell 

oassengers  when  a  flight  is  oversold  and  the  real  reason  a 
flight  has  been  delayed,  diverted  or  canceled.  Ticket 

Juyers  would  have  the  right  to  a  refund  within  48  hours 
|)f  purchasing  a  ticket,  even  "nonrefundable"  ones.  The 

lirlines  would  have  to  provide  those  customers  who  ask 
|.vith  all  the  different  fares  charged  for  a  particular  flight. 

Customers  would  also  have  to  be  informed  how  many 
lieats  were  available  to  purchase  with  frequent-flier 


miles — carriers  haven't  made  it  easy  to  compare  one  fre- 
quent-flier program  with  another. 

Finally,  the  industry  would  be  prohibited  from  barring 
customers  who  engage  in  creative,  fare-saving  ticket- 
buying.  For  example,  under  the  industry's  byzantine  fare 
structure,  it  is  sometimes  cheaper  for  a  traveler  to  pur- 
chase a  ticket  to  a  distant  city  but  to  leave  the  plane  at 
an  intermediate  stopover  point — which  is  his  actual 
destination. 

The  industry's  rough  handling  from  congressional  tax 
writers  in  1997  was  a  warning,  mostly  ignored,  of  grow- 
ing passenger  ire.  Airlines  should  not  only  embrace  most 
of  this  bill  but  also  start  pumping  capital  to  truly  shrink 
the  time  a  passenger  typically  waits  for  luggage. 


ALASKA  TRYING  TO  TREAT  PASSENGERS  WARMLY 

pTHER  air  carriers  should  take  a  cue  from  Alaska  checking  in  their  bags.  (When  it  comes  to  carry-ons, 
l\irlines,  which  is  working  hard  to  eliminate  the  hassle  only  Continental,  it  seems,  is  taking  the  customer- friend- 
passengers   experience   obtaining   boarding  passes   and      ly  approach.) 
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A  couple  of  years  ago  Alaska  (disclo- 
sure: I  own  a  handful  of  shares)  began 
installing  self-service  check-in  computer 
kiosks  for  passengers  with  electronic 
tickets.  These  machines  ask  the  cus- 
tomers security  questions,  tell  them  if 
they  qualify  for  an  upgrade  and  quickly 
punch  out  their  boarding  passes.  In  fact, 
Alaska  Airlines  has  a  task  force  whose 
purpose  is  to  develop  procedures  and 
technological  advances  that  will  eventu- 


Goal  of  quick  check-in  kiosk: 

No  more  hurry-up-and-wait  at  airports. 

SIR-LY  KING 


ally  render  traditional  terminal  counte 
obsolete .- 

The  carrier  is  already  experimental 
with  self-service  baggage  check-in.  ll 
speed  up  the  check-in  process,  it  also  hj 
service  agents  roam  the  passenger  linf 
with  tiny  printers  that  spew  out  boanj 
ing  passes. 

Why  can't  other  carriers  wholehea 
edly  embrace   this   customer-friend! 
approach? 


King  Hussein  was  a  miraculous  sur- 
vivor. He  sometimes  made  egregious 
mistakes  but  was  nimble  enough  not 
to  be  destroyed  by  them.  He  not  only 
preserved  this  once-artificial  kingdom 
(arbitrarily  created  by  the  British  after 
World  War  I)  from  often  hostile, 
predatory  Arab  neighbors,  but  he  also 
made  Jordan  into  an  increasingly  self- 
confident,  tolerant  (at  least  by  Middle 
East  standards)  state.  That  a  newish, 
smallish,  nonhomogeneous,  resource- 
poor,  relatively  weak  entity  could 
endure  and  even  prosper  in  the  always- boiling  cauldron  of 
Middle  East  politics,  while  internally  permitting  a  fair 
degree  of  freedom,  is  living  testament  to  this  king's  skills. 
I  met  King  Hussein  several  times,  including  an  instance 
with  my  late  father  that  he  delightfully,  self-deprecatingly 
described  in  "Fact  &  Comment"  nearly  two  decades  ago: 


King  Hussein,  SF  and  MSF: 

Calm  manner  masked  iron  will  and  skill. 


When  Jordan's  King  Hussein  repea 
edly  called  me  "sir"  it  seemed  eno\ 
mously flattering.  The  first  occasion  w\ 
when  we  carried  him  and  his  par\ 
aboard  Forbes'  Highlander  on  a  tr\ 
up  the  Hudson  River.  In  the  course 
the  voyage  I  couldn  }t  resist  asking  hi\ 
all  sorts  of  pertinent  questions,  accor,  I 
panied  by  opinions  (to  which,  as  yi\ 
dear  readers  know,  I'm  a  bit  addictea  \ 
The  frequency  of  "sirs"  in  his  evei 
sentence  increased  as  time  went  on. 
It   wasn't   until   I   read   Hen\ 
Kissinger'sWhite  House  Years  that  I  understood  why.  Wro 
the  ever-perceptive  Henry  K:  "Once  I  knew  [King  Husseh 
reasonably  well  I  could  measure  his  irritation  at  what  he  co 
sidered  insensitivity  or  bureaucratic  pedantry  by  the  heighX 
ening  of  his  legendary  courtesy;  his  use  of  the  honorific  "shl 
would  multiply  while  he  assumed  a  glacial  demeanor. " 


UNENDING  APPETITE  FOR  YOUR  MONEY 


The  Greedy  Hand — by  Amity  Shlaes  (Random  House, 
$22.95).  A  couple  of  years  ago  I  met  an  airline  machin- 
ist who  was  married  and  had  several  children.  He  made 
a  good  wage  as  a  machinist,  but  it  wasn't  enough.  He 
had  a  part-time  job  as  well,  and  his  wife  also  worked,  out 
of  necessity.  The  couple  worried  they  weren't  spending 
enough  time  with  their  young  kids.  On  paper  they 
were  doing  well,  but  he  said  he  finally  figured  out 
why  their  prosperity  was  more  apparent  than 
real — taxes.  "If  you  add  up  what  you  pay  in  feder- 
al income  taxes,  federal  payroll  taxes,  federal  excise 
taxes,  state  income  taxes,  sales  taxes,  propertv 
taxes,  utility  taxes,  gasoline  taxes,  water  taxes,  fees 
for  automobiles,  pets,  not  to  mention  the  mar- 


THE 

GREEDY 
}    HAND 


* 


riage  penalty  [an  average  of  $1,400  per  couple],  almol 
one-half  of  our  income  goes  to  the  government."  Anl 
the  man  could  have  added  that  when  he  and  his  wife  dil 
the  government  will  slap  another  tax  on  whatever  thcj 
leave  behind. 
Amity  Shlaes'  well-written,  well-researched  book  sull 

,    stantiates  that  machinist's  observation.  The  authcl 

not  only  details  various  taxes  but  incisively  analyz<| 
the  destructive  impact  of  each.  Particularly  wort] 
reading  is  the  chapter  on  school  taxes:  Cour 
imposed  school  financing  "reforms"  have  actual 
undermined  quality  because  parents  lose  control  <  I 
their  local  schools.  Shlaes  concludes  with  a  plea  ft 
simplifying  our  tax  structure. 


RESTAURANTS— GO,  CONSIDER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts  Tom  Jones  and  Patrick  Cooke. 


•  West  63rd  Street  Steakhouse — 44  West  63rd  St. 
(Tel.:  246-6363).  The  steak,  lamb,  veal  and  lobster  at  this 
New  York  favorite  are  still  tops. 

Girasole— 151  East  82nd  St.  (Tel.:  772-6690).  The 

ing  is  attractive  and  the  service  is  fine.  But  the  food  at 

Italian  spot  is  ordinarv  and  overpriced. 

"ena— 12  East  22nd  St.  (Tel.:  505-1222).  One  of 

>ening,  difficult-to-get-into  places  of  the  moment. 

S  the  dishes  are  delicio   s:  broccoli  soup  with 


mango  chutney  and  coconut  cream;  sauteed  grouper  wit 
lemon-braised  fennel,  black  olives  and  tempura  asparagu 
•  Lespinasse — St.  Regis  Hotel,  2  East  55th  St.  (Tel 
339-6719).  Celebrates  food  in  a  spectacular  way.  Amor 
the  incredible  offerings:  truffle  risotto  with  lobster,  fa\  | 
beans  and  white  truffle  emulsion;  sauteed  duck  foie  gr;  f 
with  sweet  and  sour  apple  compote  served  in  a  Fuji  app 
with  cranberry  coulis;  and  grilled  venison  chops  wit 
sauteed  Swiss  chard. 
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www.nationalgeographic.com  is  an  IBM  e-business. 

ional  Geographic  found  what  it  was  looking  for  when  IBM  e-commerce  technology  helped  double  its  online  sales. 


Global  know-how.  The  fast  pace  of  change  and  the  c 
connections  between  international  financial  centres,  n 
worldwide  expertise  is  essential.  You  need  specialists:  to  obs 
political  and  economic  trends,  currency  developments,  inte 


■  in  the  UK  by  the  Sf  A  In  the  US.  Warburg  Dillon  Read  LLC.  a  subsidiary  of  UBS  AG.  is  a  registered  broker-dealer  and  member  of  SIPC.  the  New  York  Stock  Exchange  and  other  leaf. 


s  and  stock  market  movements,  and  to  draw  the  right  con- 
ions,  locally  and  globally.  And  you  need  powerful  networks, 
pen  up  new  perspectives  for  you.  Come  and  get  to  know  us 
er:  mAw.ubs.com/knowhow  JfeUBS 
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Banking:  ^UBS    Institutional  Asset  Management:  ^UBS  BrfllSOn     Investment  Banking:  s|»  Warburg  Dillon  Read     Private  Equity:  ^.UBS  Capital 


Other  Comments 


Crash  Course 

AlR  TRAVELERS  are  filing  complaints 
against  carriers  at  the  highest  rate 
since  1991.  The  number  of  passenger 
complaints  per  100,000  passenger 
boardings  was  26%  higher  in  1998 
than  the  year  before.  Only  two  carri- 
ers saw  a  drop  in  complaints:  Alaska 
Airlines  and  Southwest  Airlines. 

On  a  recent  United  Airlines  trip  in 
coach,  [Colin  Case]  sat  with  his  legs 
out  in  the  aisle.  Fellow  passengers 
were  stumbling  over  his  feet.  "When 
you  can't  put  your  knees  together,  you 
know  something  is  wrong,"  he  says. 
-Thomas  Goetz,  Wall  Street  Journal 

Kingcraft 

King  Hussein  had  a  remarkable  com- 
bination of  sometimes  contradictory 
qualities.  Dubbed  by  some  critics  the 
Chameleon  King,  he  could  be  all 
things  to  all  men,  but  usually  not  at  the 
same  time.  His  charm  was  both  real 
and  contrived — as  a  wonderful  send- 
up  running  in  Amman  theatres  in  the 
mid-1990s  perfectly  captured,  above 
all  by  mimicking  the  tactical  squint  he 
employed.  King  Hussein,  typically, 
watched  and  enjoyed  that  show. 

Himself  a  rock  of  continuity,  he 
used  governments  like  Kleenex,  get- 
ting through  56  in  46  years.  Yet 
rotation  of  office  was  part  of  his  art, 
what  biographer  Roland  Dallas  calls 
"strategic   generosity":   Even   those 


who  hatched  plots  against  him  could 
expect  a  decent  embassy  if  they 
served  their  time  quiedy  on  the  sub- 
stitutes' bench. 

His  long,  turbulent  reign  was  by 
any  standards  a  tour  de  force  which 
his  son  Abdullah  will  be  hoping  not 
to  have  even  to  try  to  emulate. 
-Roger  Matthews  and 
David  Gardner,  Financial  Times 


The  least  pain  in  our  little  finger 
gives  us  more  concern  and  un- 
easiness than  the  destruction  of 
millions  of  our  fellow- beings. 

-William  Hazlitt  (1778-1830) 

Food  for  Thought 

Noncooks  think  it's  silly  to  invest 
two   hours'   work  in  two   minutes' 
enjoyment;  but  if  cooking  is  evanes- 
cent, well,  so  is  the  ballet. 
-Julia  Child 

Vegetable  Power 

What  would  the  Know  Your 
Customer  rule  define  as  a  "suspicious" 
[bank]  transaction?  Any  old  thing. 
Under  the  regulation,  each  bank  would 
"determine"  the  "normal  and  expected 
transactions"  for  each  customer. 

And  who  will  make  the  judgment  as 
to  your  likely  criminality?  Why,  whom- 
ever your  bank  appoints.   The   next 


2:o 

Go 


"Dear  Mom  and  Dad:  Just  a  q  ick  note  to  thank  you  for  the  lovely  desk  set." 


time  you  are  in  the  midst  of  an  ir 
ating  argument  over  a  mistake  in  yo  j 
checking   account  with   an   assist 
manager  who  seems  to  have  the  1.(1 
of  an  eggplant,  comfort  yourself  wi{ 
the  knowledge  that  this  very  eggpla 
may  well  be  responsible  for  judg 
whether  your  recent  dips  into  your  saj 
ings  account  merit  federal  attention. 
-Michael  Kelly, 
The  Plain  Dealer  (Cleveland) 

Tanking  Our  Chains 

The  President  began  1998  claimirl 
that  he  would  reserve  the  entire  bu«[ 
get  surplus — if  a  suplus  occurred —  fil 
"saving  Social  Security."  He  didn't. 

The  President  and  Congress  spei[ 
about  $20  billion  above  and  beyorl 
the  spending  caps.  They  also  speiJ 
about  $9  billion  on  items  "forwanf 
funded"  into  FY2000.  Add  in  the  l 
cost  of  the  off- budget  IMF  fundirl 
($5  billion)  and  you  get  approximatJ 
ly  $34  billion,  or  half  of  the  surplus.! 

In  1999,  the  surplus  is  getting  bigg  I 
and  the  tax  burden  is  even  higher.  TIM 
President  is  again  talking  about  reserT 
ing  the  surplus  to  save  Social  Security- 
except  that  now  the  surpluses  are  gel 
ting  so  big  that  he  needs  to  save  boil 
Social  Security  and  Medicare  in  order  il 
keep  Republican  tax  cuts  off  the  table] 
-Institute  for  Policy  Innovation 

Up  to  No  Good 

For  50  years  we  have  used  taxes  tl 
steer  beha\ior.  Politicians  often  usel 
the  argument  that  they  were  promo 
ing  social  good  through  die  tax  cod 
as  window  dressing  for  dieir  real  ain 
getting  at  the  revenue.  None  of  us  liki 
die  result.  We  are  responsible  for  oi 
own  late;  let  government  take  what  v  | 
choose  to  give  it  and  then  retreat. 
-Amity  Shlaes,  The  Greedy  Hand 

Not  Too  Sweet 

A  man  who'd  eaten  a  lot  of  sugai  I 
snack  food  fell  out  of  a  tree  and  sue 
the  snack  food  company  for  $10 
million  in  damages. 
-Citizens  Against  Lawsuit  Abuse 
(Los  Angeles) 
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TRANS  AM  ERICA    PREMIER    FUND    FAMILY 


RANSAMERICA 
REMIER  FUND 


TOTAL  RETURN 
SINCE  INCEPTION* 
AS  OF  12/31/98 


ONE  YEAR  AS  OF 
12/31/98 


fEQUITYFUND  150.24%  33-85% 


ALANCEDFUND  10  6.  43%  2  9«30% 


jlNDEXFUND  121-54%  28.45% 


!gArGowtEhSSfund  124.20%         84.07% 


SMALL 
xOMPANY  FUND 


I25.l6%  80.27% 


you're  looking  for  a  mutual  fund  with  growth  potential,  there's  sure  to 
)  a  Transameriea  Premier  Fund  that's  right  for  you.  Call  1-800-892-7587, 
t.  13 1 2  or  visit  us  at  www.transamerieafunds.com.  Past  performance  is  no 
arantee  of  future  results. 

iception  for  Equity  Fund,  Balanced  Fund  and  Index  Fund  is  10/2/95.  Inception  for  Aggressive  Growth 
|  nd  and  Small  Company  Fund  is  6/30/97.  fAs  ranked  by  Lipper  Analytical  Services,  Inc. 
kningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  and  are  subject  to  change  each 
'  nth.  Five  stars  is  the  highest  ranking,  representing  the  top  10%  of  funds  in  an  investment  category, 
irningstar  ratings  are  calculated  from  a  funds  3-year  average  annual  returns  in  excess  of  90-day 
Msury  bill  returns  with  appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance 
ow  90-day  Treasury  bill  returns.  Investment  returns  and  principal  values  vary,  and  you  may  have  a  gain 
loss  when  you  sell  shares.  For  more  complete  information,  including  risks  and  expenses,  call  for  a 
spectus.  Read  it  carefully  before  you  invest.  Transameriea  Securities  Sales  Corporation,  Distributor. 


Transamerica 
premier  funds 

I-800-892-7587 
Ext.  13 1 2 


AVERAGE  ANNUAL  TOTAL 

RETURN  SINCE  INCEPTION* 

AS  OF  12/31/98 

RANKINGS 
AS  OF  12/31/98 

32.59% 

•    •    •    •    • 
MORNINGSTAR 

Rating  for  3  years  among  2,802 
domestic  equity  funds 

24.97% 

•    •    •    •    • 
MORNINGSTAR 

Rating  for  3  years  among  2,802 
domestic  equity  funds 

27.71% 

•    •    •    •    • 
MORNINGSTAR 

Rating  for  3  years  among  2,802 
domestic  equity  funds 

71.05% 

LIPPER'S   #5    RANKING 

of  250  Capital  Appreciation 

Funds  for  12  month 

performancet 

71-53% 

LIPPER'S   #  1    RANKING 

of  637  Small  Company  Funds 
for  12  month  performance! 

Holly  stays  conservative 


SYMBOL 

NAME 

QTY 

MARKET  VAL 

PRICE 

CSCO 

CISCO  SYSTEMS  INC 

27 

$2,170  13 

80375 

GPS 

GAP  INC 

24 

51,137  00 

47  375 

MP.K 

MERCK  S  CO  INC 

13 

$1.892  31 

145  5625 

PEP 

PEPSICO  INC 

13  4203 

$497  39 

37  0625 

PSFT 

PEOPLESOFT  INC 

15 

$255  00 

17  00 

YUM 

TRICON  GLOBAL  RESTR  INC 

1 

$45  38 

46  375 

WFM 

WHOLE  FOODS  MARKET  INC 

12 

$562  50 

46  875 

TOTALS 

$6,56071 

"Don't  think  I'm  an  expert  just  because  I'm  doing  these  Schwab  ads. 


"I'm  glad  to  report  that  our  stock  group,  which  was  aiming  to  double  our  investment  in 
5  years,  has  done  it  in  just  2.  We  just  sold  one  of  our  stocks,  because  it 


www.schwab.com 


seems  to  have  pretty  much  leveled  off. 

"And  we're  beginning  to  look  a  little  more  seriously  at  technology, 
specifically  the  internet  and  wireless  categories.  So  I'm  researching  them  on  schwab.com,  where  I 
can  read  the  analysts'  reports. 

"As  for  my  family,  we're  taking  the  money  from  doing  these  ads  and  putting  it  in  an  index  fund. 
Actually,  I'm  looking  at  two,  a  large-cap  and  a  small-cap.  I  compared  no-load,  no  transaction  fee 
mutual  funds  in  the  schwab.com  OneSource  area.  Based  on  what  I  found  there, 
and  what  I've  confirmed  from  a  lot  of  people,  1  think  it's  the  right  way  to  go. 
"I'm  a  part-time  teacher.  Now  they've  got  me  teaching  investing  to  my 
daughter's  5th  grade  class.  It's  a  level  I'm  comfortable  with."  holly 


I  VIEW 

[  >  OneSource 
by  Family 

>  OneSource 
by  Categor) 

>  Schwab 

Market  Mam 


|  >  SchwabF  ur 


|  >  All  Fundi  al 
byCategoH 


|  >  Fund  Look  I 


Search  uitena  Industry - 

Telecommuntcatmus 

Number  of  Reports  fcind  1-25ofS12 


llCOMPAHE 


ff 


Individuals  appearing  aiv  paid.  Thi  experiences  depicted  arc  those  of  the  individuals)  appearing  and  may  not  be  representative 

experience  and  are  not  indii  i  or  success.  The  positions  shown  are  actual  holdings  of  the  individuals  appearing,  are  as  of  12/14/98  and  1/1Z 

ind  reflect  partial  portfolio  hold  provided  here  is  lor  general  informational  purposes  only  and  should  not  be  considered  an  individualized  re 

that  the  securities  listed  ai  p  mil  ul.it  investoi  Each  investoi  should  review  each  security  transaction  for  his  or  her  own  situation.  Schwab,  it: 

.  and/or  their  directors  may  posii  mis  in  these  securities  referenced,  and  may  .is  principal  or  agent,  buy  from  or  sell  to  customers,  Schwab  or  its  affiliati 

i  estment  banking  or  other  -  ■     <    r  an)  company  mentioned  in  this  material  Schwab's  Mutual  Fund  OneSource1  service  makes  available  funds  with  r 
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Howard  makes  a  move. 


SYMBOL 

NAME 

an 

MARKET  VAL 

PRICE 

10     HARRIS 

JbbO 

582,006  23 

14  08 

. 

N&B  PARTNERS  NEUBERGER  A  BERMAN 

]  1787  007 

$306,462  18 

26  00 

JANUS  TWENT1 

1CO3  097 

$56.113  25 

55  94 

AMAT 

APPLIED  MATf. 

2.000 

siii.ooo  oo 

•  DM 

■liELS-MIDLANDCO 

2,097  1202 

$34,733  55 

16  5625 

csco 

CISCO  SYS" 

1.000 

$104.687  50 

104  6875 

GENERAL  ELECTRIC 

1,018  3585. 

$101  51761 

99  6875 

H 

HOME  DEPOT  INC 

1.406  7818 

$79,483  17 

56  50 

INTEL  CORP 

1,703  3706 

$238,046  04 

LAUDER  ESTEE  CO  INC  CL 

1.006  7318 

$80.916  07 

80  375 

PROCTER  4  GAMBLE  CO 

451  2853 

$39,374  64 

87  25 

CALIFORNIA  ST  PUB  WKS  BRO 

10,000 

$1  :  19,030.00 

110  9030 

.OTIS 

$.',4l8,(i(>5  15 

'To  he  honest,  I  like  to  sec  the  market  go  down  a  little  —  it  creates  terrific  opportunities. 


»  Market  Iisight 


"At  my  age,  I  won't  touch  those  stocks  that  jump  or  fall  30  points 
in  a  day  —  without  real  earnings.  But  1  did  log  on  to  buy  a  young 
communication  company  related  to  the  Internet.  I'd  researched  it  on 
schwab. corn's  Analyst  Center  and  it  shows  real  earnings.  It's  rated  a 
strong  buy.  And  the  cost  was  reasonable. 
"Today,  I  bought  a  multi-national  bank  stock  for  my  wife's  IRA  account.  I  always  liked  it,  and 
the  price  came  down,  temporarily  I  assume,  because  of  the  Brazilian  economy. 


Upgrade  to:  k 


.  Market  Highlights 
Which  stocks  are  moving  and 
3     Any  Analyst 

u  pg  tadea'downg  radee 


Aggressive  Buy 
Outperform 
Strong  Buy 
Accumulate 
Strong  Buy 

On  the  personal  side,  we  needed  a  bigger  house  and  saw  a  great  property  near  the  beach.  Even  with 
my  new  'celebrity'  status,  the  owner  wanted  confirmation  on  my  financials 
before  he'd  take  the  offer,  because  a  lot  of  people  were  interested.  I  called 
Schwab's  800  number,  it  was  handled  and  we  got  the 


www.  schwab  .com 


house.  Donna  and  I  celebrated  at  our  favorite  restaurant."  Howard 


Buy 


s.  Schwabs  short-term  transaction  fee  will  be  charged  on  redemptions  of  funds  (except  Schwab  Funds)  bought  through  Schwabs  Mutual  Fund  OneSource®  service  (and 
tnds  I  with  no  transaction  fee  and  held  for  180  days  or  less.  If  you  pay  a  transaction  fee  to  purchase  a  fund,  you  will  pay  a  transaction  fee  when  you  sell  it  as  well.  Schwab 
?,ht  to  change  the  funds  we  make  available  without  transaction  fees  and  to  reinstate  fees  on  any  funds.  Schwab  receives  remuneration  from  participating  fund  companies. 
prospectuses  containing  more  complete  information  including  management  fees,  charges  and  expenses  are  available  from  Schwab.  Please  read  carefully  before 
esunent  value  will  fluctuate  so  that  shares,  when  redeemed,  may  be  worth  more  or  less  than  the  original  cost.  Access  to  services  and  your  account  may  be  limited  dunng 
k  demand.  Past  performance  is  no  guarantee  of  future  results.  ©1999  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  S1PC/NYSE,  (0399-0775) 
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Charles  Schwab 


Luxury  and  performance  come  together  like  never  before. 


^ 


i 
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The  new  Acur. 


PERFORMANCE 


3.5-Liter,  24-Valve  Engine 

4-Speed  Automatic  with  Grade  Logic  Control 

Restyled,  Aerodynamic  Body  Design 

Newly  Designed,  Wider  Alloy  Wheels 

4-Wheel  Independent  Double-Wishbone  Suspension 


LUXURY 


Leather-Appointed  Interior  with  Rich,  Burled  V 
Bose"  8-Speaker,  6-Disc,  CD  Audio  System 
Front  Seat-Mounted  Side  Airbags 
Available  Acura  Satellite-Linked  Navigation  S) 
The  new  RL,  starting  at  $41,900 


®ACUR 


r  Qnision  of  American  Honda  Motor  Co .  Ik  Acura.  RL  and  AcuraSatellittimlcd  Navigation  System  are  trademarks  of  Honda  Motor  Co.  Ltd  MSRPfor  35RL  with  optional  Navigation  System  is  S43.900  Price  ext 
destination,  tax.  title  and  license  Make  an  intetthjtnt  decision  fasten  your  seat  belt  For  more  information  on  the  new  Acura  RL,  call  1-800-TO-ACURA  or  visit  www.acura.com 


ommentary 

events  at  home  and  abroad 

|v  Caspar  W.  Weinberger,  Chairman 


MEMORIES  OF  KING  HUSSEIN 


BAN'S  1 QSS  of  king  Hussein  is  a  tragedy  for  his  country, 

r  the  cause  of  peace  in  the  Middle  Hast  and  for  the  U.S. 

The  success  of  the  king's  own  small  country  in  one  of 

e  most  dangerous  neighborhoods  m  the  world,  his 

vn  survival  in  the  face  of  taking  grave  risks  and  his  per- 

nal  courage  in  charting  and  carrying  out  bold  policies 

ere  all  indications  of  his  towering  skills  and  great  lead 
hip.  Rut  with  all  this,  King  Hussein  was  a  man  of  sim- 

e  and  unostentatious  tastes,  one  who  engendered  great 
fjrsonal  devotion  from  the  people  he  ruled 

I  saw  these  qualities  firsthand  many  times  over  the  years 

was  privileged  to  know  and  work  with  the  king.  He  was 
tailingly    kind,    modest    and 

BrtCOUS  ^\nd,  m  general,  enor- 

ouslv  supportive  of  the  L'.S.  in 
i  area  where  such  support  was 

re  indeed. 

There  are  several  memories  that 

e  particularly  vivid.  I  well  recall 
ne  late  night  after  long  discus- 
ons  with  the  king  .md  his  senior 

inisters   about    some    intricate 

ms  sales — and  limitations  on  the- 
se of  such  weapons  that  certain 
Embers  of  our  government  were 
:ekmg  to   impose.   We   had   ad- 

Hirned  without  a  satisfactory  agreement.  I  was  upstairs  in 
n  official  guest  house,  writing  my  daily  report,  when  a 
Uasd,  looking  very  startled,  came  up  and  said,  "The  king 

ants  to  know  if  he  can  meet  with  you  again."  I  said,  "Of 
ourse.  What  time  would  he  like  me  to  come  tomorrow  to 

:e  himr"  The  guard  said,  "Sir,  he  is  here  now,  downstairs." 
And  so  he  was.  King  Hussein  had  driven  over  to  the 
,uest  house  in  his  own  jeep,  without  any  security.  He 
aid  that  he  knew  I  would  be  reporting  on  our  meetings, 
nd  he  wanted  to  "emphasize  two  or  three  points."  That 
|>as  his  style  and  part  of  his  great  skill  and  charm.  It  was 
lso  a  measure  of  his  personal  courage,  exhibited  in  the 
nanv  times  he  visited  Israel  alone,  when  others  in  the 
egion  denied  that  nation's  very  existence. 

On  another  visit,  I  mentioned  my  keen  interest  in  Petra, 
he  great  Jordanian  architectural  site  that  was  "half  again  as 
)ld  as  time."  I  told  the  king  how  disappointed  I  was  that 
ny  tight  schedule  did  not  permit  a  visit.  The  next  morning 


King  Hussein  (right)  and  CWW: 

Reviewing  the  troops  in  the  1980s 


as  we  all  gathered  to  begin  discussions,  King  Hussein  said 
to  me,  "Let's  go  to  Petra."  He  walked  rapidly  outside  and 
motioned  for  me  to  follow  as  he  climbed  into  the  pilot's 
seat  of  a  military  helicopter.  He  piloted  me  down  to  Petra — 
and  was  far  and  away  the  best  tour  guide  I  have  ever  had. 
It  was  on  the  way  back  that  the  king  decided  to  test 
the  helicopter  for  some  minor  fault  that  had  been  report- 
ed in  it.  He  called  over  the  intercom,  "We  are  going 
down  a  bit  now."  I  nodded,  and  we  suddenly  dropped 
vertically  from  3,000  or  4,000  feet  to  what  (as  tar  as  I 
was  able  to  observe  anything)  appeared  to  be  about  6 
feet  above  the  ground.  Shortly,  satisfied  that  the  heli- 
copter was  working  properly,  he 
climbed  to  our  original  height, 
where  my  stomach  was  awaiting 
my  return. 

Even  as  we  mourn  King  Hus- 
sein, the  future,  as  always,  must 
be  uppermost  in  our  minds.  King 
Abdullah  comes  to  the  throne  at 
37,  twice  the  age  his  father  was 
when  he  became  king.  Although 
he  has  until  now  pursued  a  mili- 
tary career,  King  Abdullah  recog- 
nizes the  importance  of  his 
father's  policies  and  has  pledged 
to  support  them.  And  he  has  already  secured  the  support 
of  his  father's  friends  and  international  neighbors.  The 
U.S.  is  rightly  taking  steps  to  speed  the  delivery  of  $300 
million  in  foreign  aid  previously  pledged  to  help  with 
Jordan's  debt  and  to  keep  the  dinar  stable.  King  Abdullah 
should  also  have  the  support  of  one  of  his  father's  most 
vigorous  and  effective  counselors,  American-born  Queen 
Noor.  She  has  traveled  the  world,  building  support  and 
admiration  for  her  husband  and  her  adopted  countrv. 

The  new  king's  role  will  not  be  an  easy  one.  There 
may  still  be  domestic  rivalries  to  neutralize.  And  some  of 
Jordan's  neighbors,  outmaneuvered  for  so  long  bv  King 
Hussein,  may  feel  they  now  have  another  chance. 

King  Abdullah  has  already  demonstrated  valor  in  his 
military  career.  He  will  in  the  years  ahead  need  the  same 
strength  and  courage  his  father  exhibited.  That  will  be 
vital  for  Jordan  and  for  us,  and  we  should  maintain  our 
resolve  to  help  the  new  king  in  every  way.  ■■ 
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We  didn't  vote  ourselves  #1. 

You  did. 


i 


schi 


Thanks  for  making  Hertz  | 

the  #1  car  rental  company. 

in  the  U.S.  again. 

(T)t  was  easy.  We  simply  listened  to  you.  A;' 
result  we've  come  up  with  innovative  ways 
make  our  service  better. 


With  #1  Club  Gold.  Covered  Return  Cente 
Computerized  Driving  Directions,  and  NeveriU 
GPS,  the  in-car  satellite  guidance  system,  it's 
wonder  you've  made  us  #1  (based  on  1998  U' 
On-Airport  Market  Share). 

@e're  also  proud  to  announce  some  of  our  nv 
recent  awards  of  excellence  that  recognize  He 
as  the  #1  Car  Rental  Company:  1998  Travel 
Leisure  "World's  Best  Awards";  1997  Zagat  C 
Rental  Survey;  and  1997  Business  Trave 
International.  We  will  always  strive  to  be  #1 
providing  you  with  the  kinds  of  services  you 
come  to  count  on  and  deserve. 


IML± 

exactly. 


« 


Hertz  rents  Fords  and  other  fine  ears. 
S  REG  I   s  PAT.OFI       HI  11/  SYSTEM  B* 


Digital  rules 

Technology  and  the  new  economy 


W  Rich  Karlgaard,  Publisher 

hublisher@forbcs.com 


THE  UPSIDE 

VHAT  A  GREAT  MAN  AND  E<  ONOMIST  was  Julian  Simon! 
The  other  day  I  clicked  into  Amazon.com  to  see  what 
iimon  had  written  about  the  long-term  trend  of  com- 
nodity  prices,  the  subject  that  had  catapulted  him  to 
ame.  In  1980  he  made  a  wager  with  a  well  known  envi- 
onmentalist  and  population  control  advocate,  Stanford 
>rofessor  Paul  Ehrlich.  Simon  claimed  commodity  prices 
rauld  drop  over  time. 

What  heresy.  Recent  were  the  days  of  gas-line  panics 
nd  $800-an-ounce  gold.  A  population  explosion,  such 
is  imagined  by  Ehrlich  and  nearly  everybody  else  back 
hen,  could  only  make  prices  soar.  But  Simon  knew  bet- 
er.  In  fact,  he  was  so  confident  of  collecting  on  his  bet 
hat  he  let  Ehrlich  pick  any  five  commodities  he  liked — 
And  any  future  date  at  which  the  bet  would  take  effect. 
Ehrlich  picked  five  metals  and  1990.  Sure  enough,  the 
wices  dropped,  .md  Simon  won.  Ehrlich  refused  Simon's 
)tYerofa  SI 00,000  second  bet. 

Go  to  Amazon  yourself  and  look  up  Simon's  books — 
.vhat  a  treasure  trove.  You  will  find  some  two  do/en 
x>oks  written  or  edited  under  Simon's  name.  The  shock- 
r  is  his  breadth.  He  wrote  two  books  on  mail-order 
ecrets,  and  another.  Good  Mood,  on  conquering  depres- 
sion. From  age  30  to  43  Simon  himself  suffered,  daily 
:ontemplating  suicide.  Then  came  the  lightning  bolt  of 
nspiration  that  set  his  life  on  a  course  of  optimism  and 
istonishing  productivity  for  the  next  22  years.  I  won't 
mempt  to  explain  Simon's  conversion;  you  must  read  it 
n  his  own  words. 

Brains  and  Souls,  Not  Mouths 

From  that  point  on  Simon  saw  possibilities  instead  of 
despair.  He  saw  each  new  human  being  as  an  emergent 
brain  and  soul,  not  merely  a  mouth  to  feed.  Without 
leaving  his  scientific  footing,  Simon  developed  a  bias  for 
optimism  about  man,  knowledge,  science,  technological 
progress  and  the  future.  His  bias  has  proven  scientifical- 
ly sound,  if  not  politically  correct. 

America  could  use  a  Simon  revival  for  two  reasons. 
One  is  the  great  turn  of  the  millennial  clock  that  is 
looming,  along  with  the  attendant  hysterias  and  fears 
aver  the  Y2K  problem.  Quacks  are  everywhere,  promot- 
ing the  worst  possible  outcomes.  And  they're  not  alone. 
The  howls  and  hand-wringing  over  global  capitalism  and 
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OF  OPTIMISM 

its  trapdoors  of  "hot  money,"  hedge  Rind  hocus-pocus 
and  derivative  meltdowns  have  won  headlines  for 
shouters  like  George  Soros.  Good  old  Atlantic  Monthly 
regularly  dishes  up  a  rat-in-the-punchbowl  view  of  the 
future.  And  you  could  fill  a  public  library  with  Jeremy 
Rifkin's  lamentations  over  cloning,  biotechnology  and 
Holstein  cows  that  give  too  much  milk.  Even  Vice  Presi- 
dent Gore  has  jumped  in.  Eyeing  our  infatuation  with 
cars  and  suburbs,  he  has  proclaimed  America  a  "dys- 
functional" society.  Only  higher  fuel  taxes  and  more 
grassy  berms  can  save  us. 

Reason  two  to  consider  Simon:  self-interest.  Optimism 
works.  You'll  be  a  better  businessman  because  of  it.  Your 
immune  system  will  rise  up.  Your  endorphins  will  close 
sales  you  didn't  think  possible.  Money  and  luck  will  flow 
to  you,  as  they  must,  since  both  seek  the  highest  returns. 

Seize  the  Surprise 

The  real  secret  of  business  today  is  an  ability  to  spot 
and  seize  the  "upside  surprise."  Intel  was  formed  around 
the  business  of  making  memory  chips.  When  cheap  Asian 
chips  threatened  death  in  1985,  Intel  turned  around 
lickety-split  and  bet  the  farm  on  microprocessors.  Every 
great  company  has  a  similar  tale.  IBM  found  salvation  for 
its  large  computers  used  as  Web  servers.  That  couldn't 
have  been  predicted  in  1990.  The  Web  itself  is  an  upside 
surprise — unveiled  only  in  1992 — around  which  fast 
companies  like  Amazon,  Yahoo  and  Ebay  have  mobilized, 
reaping  billions  of  dollars  for  investors.  Older  companies 
such  as  3M  became  giants  by  quickly  jumping  on  upside 
surprises.  Its  profitable  Scotchgard  grew  from  a  laborato- 
ry accident  that  spilled  slime  all  over  somebody's  shoe. 

Were  Simon  alive  today,  he  would  say  that  companies 
with  a  bias  toward  optimism  and  fun  are  better  bets  to 
seize  the  upside  surprise.  Pessimistic  companies  tend  to 
slog  away  "solving  problems,"  always  with  a  grim  eye  on 
retrieving  sunk  costs.  Meantime,  their  light-hearted 
brethren  skip  and  climb  to  the  stars,  chasing  after  those 
heavenly  opportunities. 

*  #  * 

Corrections:  The  computer-skeptic  MIT  economist  referred  to  in  the 
Feb.  8  column  is  Robert  Solow,  not  Paul  Samuelson.  From  Feb.  22: 
Pierre  Omidyar  owns  38%  of  Ebay,  not  17%.  Wt 
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We're  willing  to  bet  you  don't  think  of  yourself  that  way. 


Probably  you  don't  think  of  anyone  at  your  company  as  a  node  either.  They're  users.  People.  Individuals. 

Your  network  should  recognize  individuals  too.  And  it  can,  right  now,  with  Novell  Directory  Services®  (NDS  ). 

With  NDS  software,  everyone  on  your  network  has  a  unique  prof 
They  can  access  the  network  online  to  get  all  the  necessary  business  tools  even  when  they're  away  from  the  office.  With  one  passwon 
network  identifies  which  files  and  applications  they  may  use,  while  restricting  access  to  secure  or  sensitive  documents. 

NDS-enabled  applications  monitor  the  system  to  correct  problems  like  Y2K  before  they  turn  into  downtime.  NDS  is 
designed  to  work  on  a  variety  of  platform,    ke  NetWare  ,  NT  and  UNIX',  because  different  people  and  departments  have  different  net 

You  need  a  network  of  people,  not  nodes.  You  need  a  networking  specialist.  You  need  I 
www.novell.com/node  or  1-800-509-1800 


Novell 


® 


open/net/works 


Romeo  &  Cleopatra* 

Starsky  &  Gretel? 

Laurel  &  Juliet? 
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Good  partners  make  a  difference.  Do  you  have  a  financial  advisor? 

C^nirtri  finanria    arlv/icnrc  \Mf\rv  \/wi+n  \irs\  i     ac  va/oII  ac  It  \ir\i  \'  A    \\\sa   mora   inmrmatinn   /-in  tha 


Good  financial  advisors  work  with  you,  as  well  as 
for  you.  They  can  make  sense  of  the  thousands 
of  mutual  funds  you  have  to  choose  from.  And 
help  you  plan  out  a  sound  investment  strategy 
for  reaching  your  financial  goals.  Which  is  why, 
at  Kemper  Funds,  we  believe  that  one  of  the 
most  valuable  assets  any  investor  has  is  a  good 
financial  partner. 


If  you'd  like  more  information  on  the 
advantages  of  working  with  a  financial 
advisor,  please  call  1-800-KEMPER5 
for  a  free  brochure  from  Kemper. 
www.kemper.com 


£Wk  KEMPER  FUNDS 

Long-term  investing  in  a  short-term  world" 


For  a  prospectus  on  any  Kemper  Fund  containing  more  information,  including  management  fees  and  expenses,  contact 

Kemper  at  the  number  above.  Investors  should  carefully  read  the  prospectus  before  investing  or  sending  money. 

aurel  name  used  under  license  from  Larry  Harmon  Pictures  Corporation.        ©  1999  Kemper  Distributors,  Inc.  1064320 


Edited  by  Ben  Pappas 
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to  see  a  world  in  a  grain  of  sand..." 

Swords  into  plowshares,  kind  of 
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Talk  about  your  peace  dividend. 
The  U.S.S.R.  is  long  gone  and  Russia  is  adrift  in 
a  sea  of  economic  and  political  chaos.  What 
better  time  to  pick  up  some  scrap  metal, 
cheap,  and  build  a  business  out  of  it? 
And  so  the  Peace  Missile  Corp.,  a 
small  firm  in  San  Rafael,  Calif,  is  using 
what  was  once  a  top-secret,  superlight- 
w  eight  metal  alloy — salvaged  from  the 
Soviet  SS-23  nuclear  missile — to  make 
ballistic  golf  clubs.  The  Peace  Missile 
2000  is  said  to  drive  the  ball  17  yards  far- 
ther than  Callaway  Coifs  biggest  Big  Bertha. 
And  in  golf,  distance  counts. 

The  idea  to  plunder  former  weapons  of 
mass  destruction  came  on  the  links  when 
John  Lisanti  and  Cary  Schuman,  now  co- 
owners,  were  playing  a  few  rounds.  Schuman 
is  a  long-ball  hitter,  having  set  two  world 


You  go,  Gas  Guy 


member 
a  40-foot-tall 

Gas  Guy 
floated  in  the 
holiday 

le. 


Al  LAST,  freedom  of  choice  has  armed  for  nat- 
ural gas  customers — but  do  any  of  them  carer 

Some  15  million  residents  in  15  states  can 
now  sidestep  the  local  monopoly  and  instead 
choose  their  gas  provider,  much  as  they  do  in 
long  distance  phone  service.  But  so  far  this  lib- 
erty has  been  greeted  with  a  big  "ho  hum." 
Fewer  than  4%  have  bothered  to  make  a 
switch. 

The  General  Accounting  Office  notes 
that  local  providers  and  utility  commis- 
sions sometimes  fail  to  educate  people 
about  the  new  options.  AGL  Resources 
Inc.,  parent  of  Georgia's  dominant 
gas  provider,  has  gone  one  step 
better.  Enter:  the  Gas  Guy. 

AGL's    major    gas    subsidiary, 
Atlanta  Gas  Light  Co.,  is  losing  its 
monopoly  lock  on  gas  sales  and 
becoming  a  mere  distributor  that 
will  deliver  gas  on  behalf  of  19  rival 
marketers.  One  of  those  rivals  is 
another  AGL  unit:  the  newly  formed 
Georgia  Natural  Gas  Services. 

To  keep  customers  in  the  AGL  fold, 
Georgia  Natural  Gas  conceived  a 
new  local  celebrity,  Gas  Guy.  Far 
from  a  buff  champion  of  butane, 
he's  a  nerdy  bloke  in  a  blue  flame       ^g 
costume  who  shows  up  in  com-       Wm 


records  for  distance. 

"I  said  his  swing  sounds  like  a  rocket  taking 
off,"  says  Lisanti,  who  had  recently  helped 
develop  a  country  club  in  Moscow.  "We  start- 
ed talking  about  how  it  would  be  interesting  to 
turn  missiles  into  golf  clubs." 

With  just  about  everything  up  for  sale  in 
Russia,  it  didn't  take  them  too  long — a  year — 
to  get  the  scrap  metal  from  the  missiles  deliv- 
ered to  the  U.S.  To  add  to  the  spirit  of 
detente,  Schuman  and  Lisanti  forged  their  new 
club  out  of  metal  salvaged  from  scrapped  U.S. 
warheads,  too. 

Now  the  companv  sells  two  clubs:  the  Peace 
Missile  2000  driver  ($199)  and  the  Peace  Mis- 
sile putter  ($79).  An  infomercial  is  in  the 
works;  think  cruise  missiles  morphing  into  golf 
gear.  Says  Lisanti:  "Once  we  do  that  we  expect 
to  see  these  take  off."  Fore! 


Forbes  ■  March  8,  1999 


mercials  and  in  personal  appearances,  like  at  a 
recent  Super  Bow  1  rally.  In  November  a  40- 
foot  tall  Gas  Guy  balloon  floated  in  Atlanta's 
holiday  parade. 

Gas  Guy  seems  to  be  a  hit.  The  state  had 
expected  it  would  take  18  months  for  33%  of 
customers  to  pick  a  gas  company.  Instead,  the 
33%  mark  is  likely  to  be  hit  in  only  5  months, 
thanks  to  Gas  Guy's  profile  and  advertising 
blitzes  from  such  marketers  as  Colum- 
bia Energy  Group  of  Herndon,  Va. 
and  Shell  Energy  Services  Co. 

No  figures  have  been  released,  but 

the  Gas  Guy  seems  likely  to  have 

locked  up  a  leading  portion  of  the 

first  round  of  sign-ups.  An  early 

lead  is  crucial  because,  under  state 

law,  once  33%  of  customers  have 

picked  a  provider,  everyone  else  will 

be  assigned  randomly  among  the  19 

marketing  companies. 

Under  deregulation,  AGL  can  turn  a 
higher  profit  than  the  old  monopoly's 
1 1%  return  on  equity  cap  if  it  can  cut 
costs  below  its  now-fixed  gas  distribu- 
tion rate.  A.  Clifton  Payne  Jr.,  direc- 
tor of  marketing  for  AGL's  Georgia 
Natural  Gas,  expresses  wonderment 
at  Gas  Guy's  popularity:  "This 
thing  is  explosive."  wm 
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The  Forbes/Bridge  Economic  Forecast 
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{^HE  U.S.  ECONOMY 
Automobile  sales  (mil) 
Capacity  utilization  (%) 
New  housing  starts' (thou) 
Retail  sales '($hil) 
Trade  balance  ($bil) 
Unemployment  rate  (%) 
Gross  domestic  product  (%) 

Vnflation 

CPI  services  (unadjusted)  (%) 
CPI  total  (unadjusted)  (%) 


Actual 

latest  1998 

16.1  *ian  16.0a 

80.9  dec  80.9a 

1,616*p  dec  1,616p 

2,010  *p,an  2,134e 

-164  *nov  -222e 


mean 
14.6 
80.5 
1,519 
2,088 
-264 


1999  est - 
high 

15.7 

82.6 

1,624 

2,150 

-174 


low 
12.0 
78.0 
1,400 
2,038 
-333 


4-wk 
%  chg 
in  mean 

1.6 

0.0 

2.9 

-6.6 


4.3  jan 
5.6  p  4th  qtr 


2.6  dec 
1.6  dec 


4.3a 
3.9P 


2.6a 
1.6a 


5.0 
2.6 


5.3 
3.4 


4.0 

1.5 


13.7 

-0.6' 

10.4 


Interest  rates 

30-year  Treasury  yield  (%) 
3-month  Treasury  yield  (%) 


2.6 

3.1 

2.4 
0.9 

0.0 

1.9 

2.6 

-5.0 

5.13 
4.39 

5.90 
5.20 

4.00 
3.25 

-3.8 
-4.8 
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RICES 

CRB-Bridge  spot  indexes 
Gold  per  troy  ounce  ($) 
Oil/bblW  Texas  Intermediate  ($) 


5.34     5.09a 
4.48      4.48a 


235.67    235.22a    235.00   235.00   235.00   8.3 

288.00    288.10a    273.33   300.00   250.00   -3.0 

11.75     12.05a     13.52    17.00    9.50   -9.9 
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URRENCY 

German  marks  per  dollar 
Yen  per  dollar 
Dollars  per  Euro 


1.73 
114 
1.13 


1.68a 
114a 

1.17 


1.69 
132 
1.09 


1.82         1.60       -5.6 
155  110       -2.2 

1.10         1.08       -8.4 


^^EOERAL  FUNDS  WATCH  Next  Federal  Reserve  meeting:  Mar.  30,  1999 
Current  rate:  4.75%  Last  action:  Nov.  17, 1998     -25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  who  j 
surveyed  biweekly  by  Bridge  Information  Systems  a 
Forbes  magazine.  Consensus  forecasts  as  of  2/10/99. 


Anthony  Chan,  Banc  One  Investmeil 
Advisors    chief   economist,    thinll 
Brazil's  economic  woes  could  cause] 
significant  widening  of  the  U.S.  trad 
deficit.  Chan  is  concerned  the  slovl 
down  in  Brazil  will  spread  to  othJ 
Latin  American  countries  or  ev< 
China.    Chan   points   to   Thailand 
which  in  1997  accounted  for  1.1%  i 
U.S.  exports.  Within  12  months  of  til 
Asian  economic  collapse  that  began  I 
Thailand,  the  U.S.  trade  deficit  rose  tl 
$117  billion.  Chan  notes  that  U.I 
exports  to  Brazil  are  more  than  t\\i<| 
what  they  were  to  Thailand  in  199  J 
He  sees  our  trade  deficit  going  as  hijj 
as  $330  billion  in  1999,  versus 
estimate  of  $263  billion  for  199!| 
The  consensus  1999  forecast  of  sevel 
survey  economists:  $264  billion. 

SPECIAL  FOCUS 


Monthly  retail  sales 

(Sbil,  seasonally  adjusted,  excluding  autos) 


F    M    A    M    J     J     A    S    0    N    0-  J 
1998  1999 

For  the  12  months  ending  January, 
retail  sales  (excluding  autos)  totaled 
a  preliminary  $2.01  trillion,  up  3.3% 
over  the  same  period  last  year.  For 
all  of  1999,  Forbes/Bridge  econo- 
mists expect  retail  sales  to  rise 
5.3%,  to  $2.1  trillion. 
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Current:  309.9*t       Previous:  308.1 1 
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Consumer  credit 

i$bil,  seasonally  adjusted) 


Current 
$1,308.4 


Previous 
$1,301.1 


Change 

0.6% 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  eight  equally  weighted 
elements:  the  cost  of  services  relative  to  all 
consumer  prices,  the  level  of  new  orders  for 
durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new 
housing  starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail  sales  | 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forbes.com,  has  daily 
updates  on  economic  estimates  and  detailed 
information  on  Forbes  Index  components. 


'Twelve  months,  a:  actual,  e:  estimate,  p:  preliminary     utos,  light  and  heavy  trucks,  including  imports.  Total  single  and  multiple  family,  unadjusted.  'Excluding  auto  sales,  annualized  and  seasonall 
adjusted.  'Total  goods  and  services,  annualized  and  seairnally  adjusted.  Percent  ot  civilian  labor  force.  'Quarter-to-quarter  percent  change,  annualized.  Source;  Bridge  Information  Systems  Inc. 
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E-Commerce 
Solutions  Can 
Produce  One 
of  Two  Results 

Choosing  the  right  result  is  easy. 
But  which  e-commerce  solution 
is  right  for  your  Enterprise? 

Since  1994,  INTERSHOP®  has  delivered 
e-commerce  software  that  produces  a  solid 
return-on-investment.We  have  over  9,000 
installations  worldwide,  more  than  anyone 
in  the  business. 

Our  customers  have  deployed  in  less  than  30 
days.  Realized  return-on-investment  in  three 
weeks.  And  earned  $1  million  in  the  first  month. 
Our  technology  even  hooks  into  your  existing 
ERP  systems,  such  as  SAP®  R/3  and  Oracle®. 

Whether  you  need  an  online  storefront  or 
supply  chain  management  —  whether  you  sell 
to  businesses  or  consumers  —  INTERSHOP 
will  supply  your  Enterprise  with  a  complete 
and  powerful  e-commerce  platform. 

Make  the  most  of  your  e-commerce 
initiative.  Call  us  today  at  1.877.644.6709, 
or  visit  www.intershop.com/forbes 


Creating 
the 
Digital    t—     ( 
Economy         /     -^) 


INTERSHOP 


©  1999  INTERSHOP  f..  Communications,  Inc    All  rights  reserved.  All  other  trademarks 
are  the  property  of  their  respective  owners. 
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COMPANIES 


While  the  rest  of  the  lodging  industry 
retrenches,  Hilton's  Stephen  Bollenbach  smells  opportunity. 
He  may  be  one  of  the  few  who  can  take  advantage  of  it. 


Full  house 


By  Seth  Lubove 


ioiAi 

Jen 


Let's  make  a  deal: 
Hilton's  stock  is  slumpin 
but  a  $1.8  billion  credit 
line  means  Bollenbach 
can  still  shop  around. 


ft 


Stephen  Bollenbach's  tenure  as 
chief  executive  officer  of  Hilton 
Hotels  Corp.  hasn't  yet  enhanced  his 
reputation  as  a  master  dealmaker.  It 
was  Bollenbach,  56,  who  in  a  previ- 
ous life  engineered  Walt  Disney 
Corp.'s      stunning      $19      billion 


50 


takeover  of  Capital  Cities/ABC, 
among  other  feats.  His  S3  billion 
takeover  of  Bally  Entertainment, 
soon  after  arriving  at  Hilton  in  1996, 
seemed  perfectly  in  character.  Then 
he  lost  a  bruising  battle  for  ITT  Corp. 
to  Starwood  Hotels  &  Resorts,  saw 


potential  mergers  with  Circus  Circi 
and  Promus  Hotel  Corp.  fizzle,  an 
most  recently  was  in  a  fierce  batt 
with  a  group  led  by  Leon  Black 
Apollo  Real  Estate  Advisors  to  bi 
almost  $1  billion  of  hotels  froi 
shaky  Patriot  American  Hospitality 
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I  The  Apollo  group  countered  with 
i  offer  to  inject  up  to  SI  billion  into 
atnot  American  in  exchange  for  the 
quivalent  of  something  over  40%  of 
le  company  and  six  of  the  15  board 
■ats  Apollo  was  the  front-runner  as 
f  Forbes'  deadline — more  evidence 
iat  the  deals  aren't  coming  as  easily 
>r  Bollenbach  as  before,  despite 
hat  has  been  the  biggest  period  ever 
)r  hotel  mergers  and  acquisitions. 
All  the  while,  Hilton's  stock  has 
Jlen  alongside  the  rest  of  the  indus- 
y's.  Even  Bollenbach's  announce - 
lent  last  lune  that  he  would  spin  off 
lilton's  lower-margin  gambling 
usiness.  Park  Place  Entertainment, 
arelv  goosed  the  stock.  Hilton 
lareholders  have  lived  with  an  aver- 
se annual  return  on  equity  of  9.7% 
nee  Bollenbach's  hiring,  below  the 
wage  for  lodging  and  gambling 
ocks  tracked  by  Value  Line.  Hilton's 
ock  fell  36%  last  year. 
Still,  the  recent  price  of  the  stock 
as  less  to  do  w  ith  Bollenbach  than 
ith  the  state  of  the  hotel  business. 
,s  cyclical  as  ever,  the  industry  is 
ow  lurching  into  a  down  period. 
Whether  a  general  recession  is  immi- 
ent  or  not,  there's  clearly  a  glut  of 
otels,  and  occupancy  rates  will  prob- 
bty  continue  to  slip  from  their  1996 
ligh  of  more  than  66%  to  around 
4%  this  year,  according  to  Salomon 
mith  Barney's  lodging  analyst 
lichael  Rietbrock.  Industrywide, 
er-room  revenue  increases  are 
xpected  to  barely  match  inflation  for 
t  least  two  years,  though  Hilton's 
igher-end  segment  should  do  better. 
But  don't  expect  Bollenbach  to  be 
hastened  by  his  diminished  reputa- 


tion. Relaxed  and  all  smiles  in  his 
office  overlooking  the  mansions  of 
Beverly  Hills,  Calif.,  the  soft-spoken 
Bollenbach  insists  that  the  deals  that 
went  now  here  were  blessings  in  dis- 
guise. When  high-flying  real  estate 
investment  trusts  were  eagerly — fool- 
ishly, he  implies — bidding  up  prices, 
Bollenbach  sat  on  his  money.  In 
1997,  he  tried  out  the  mattresses  at 
40  properties  but  bought  only  one, 
the  Anchorage  Hilton,  for  S67  mil- 
lion. Last  year  he  bought  eight  for  a 
total  of  S950  million,  expanding  his 
room  count  by  9%. 

So  while  Patriot  American  is 
appealing  to  the  tender  mercies  of 
Leon  Black  for  a  rescue,  Bollenbach 
can  tap  into  a  revolving  credit  line  of 
$1.75  billion  available  at  about  6% 
interest 

"So  now  we  find  ourselves  where 
we  have  plenty  of  money,"  contends 
Bollenbach.  "If  Patriot  had  money, 
they'd  be  out  there  competing  with 
us."  With  the  gambling  business  jet- 
tisoned, Bollenbach  expects  his  bor- 
rowing costs  to  fall  even  further  since 
many  lenders  demand  a  premium 
from  casino  companies. 

There  does  seem  to  be  a  new  kind 
of  Bollenbach  emerging,  a  connois- 
seur rather  than  a  glutton.  With  the 
exception  of  the  Patriot  portfolio,  he 
seems  willing  to  patiently  pluck  up 
individual  hotels,  and  only  at  prices 
reflecting  the  slowdown.  In  Decem- 
ber he  paid  an  undisclosed  Japanese 
owner  $82.5  million  for  the  former 
Sheraton  Grande  Torrey  Pines  in  La 
Jolla,  Calif,  a  price  that  works  out  to 
7.5  times  expected  1999  cash  flow 
(earnings  before  depreciation,  inter- 


est and  taxes). 

Here's  a  curious  development.  It 
seems  that  Starwood,  which  paid  14 
times  cash  flow  for  ITT  and  its  Shera- 
ton chain  in  early  1998,  could  have 
bought  the  Torrey  Pines  property  for 
not  much  more  than  Hilton's  7.5 
multiple.  Starwood  held  an  option 
that  entitled  it  to  top  any  other 
bidder  by  5%.  It  let  the  option  lapse. 

Bollenbach  can't  resist  a  tweak. 
"The  reality  is  there  is  no  capital 
available  to  most  other  players  now," 
he  savs.  "It  therefore  must  be  a  good 
time  to  sell.  So  thev  ought  to  give  us 
a  call." 

What  he  wants:  big,  established 
hotels  in  urban  areas  or  resort  areas 
where  there  are  high  barriers  to  entry. 
While  Hilton  currently  owns,  man- 
ages or  franchises  260  hotels,  it 
earned  80%  of  last  year's  room  rev- 
enue— and  60%  of  profits — from  10 
big-city  hotels  like  the  Waldorf-Asto- 
ria in  New  York  and  the  Palmer 
House  Hilton  in  Chicago.  These  are 
old-line  trophy  properties.  Contrast 
what  some  hotel  companies  are  all 
about,  he  sneers:  "Just  a  collection  of 
newer  brands  slapped  together  by 
accountants  and  lawyers." 

If  Bollenbach  seems  to  be  quietly 
busying  himself  with  day-to-day  hotel 
operations  and  the  occasional  pur- 
chase, don't  be  fooled.  This  guy  has 
a  dealmaker's  mentality,  and  he's 
itching  to  make  a  memorable  deal 
with  what  real  estate  people  call  a 
motivated  seller.  In  the  words  of  one 
of  his  flacks:  "Bill  Marriott  is  a  hote- 
lier. Conrad  Hilton  was  a  hotelier. 
Steve  is  no  hotelier,  but  he  knows 
how  to  run  a  hotel  company."       wm 


•lore  room  at  the  inn 

in  overbuilt  hotel  market  is  depressing  occupancy  rates  and  room  revenues  industrywide.  Time  to  buy,  Bollenbach  contends. 
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Changes  in  revenue  per  available  room 
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Source-.  Salomon  Smith  Barney 
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TECHNOLOGY 


The  compa- 
ny that  gave  us  cow-print  PCs 
has  a  new  mantra:  services. 


Gateway 
2005 

By  Elizabeth  Corcoran 

Theodore  W.  Waitt  has  long  rel- 
ished the  role  of  high-tech  maverick. 
When  the  rest  of  the  PC  industry  took 
itself  so  seriously,  the  ponytailed 
Waitt  put  cow  spots  on  his  boxes. 
That  was  a  whimsical  allusion  to  the 
fact  that  his  Gateway  (originally 
named  Gateway  2000)  was  nowhere 
near  any  high-tech  haven.  It  was 
based  amid  cow  pastures  in  North 
Sioux  City,  S.D. 

Just  like  Michael  Dell's  startup  in 
Texas,  Waitt's  Gateway  assembled  PCs 
from  commodity  parts,  bypassing  the 
industry's  powerful  distributors  to 
ship  directly  to  customers.  Waitt  con- 
founded the  skeptics,  racking  up  a 
tidy  $7.5  billion  in  sales  last  year. 

Now  Waitt  has  a  vision  of  what  a 
PC  maker,  circa  2005,  will  look  like — 
and  it  calls  for  a  daredevil  move  into 
high-margin  services  that  look  a  lot 
more  promising  than  the  cutthroat 
PC  assembly  game.  The  PC  "box"  will 
be  nothing  more  than  the  conversa- 
tion starter  with  his  customers,  a  way 
to  get  their  attention.  Waitt's  big 
hopes  center  on  what  he  can  offer 
once  they've  taken  that  first  step  of 
getting  a  Gateway  PC. 

Gateway  will  make  its  profits  by 
offering  a  smorgasbord  of  services — 
Internet  access  and  personalized  Web 
services,  training,  support  and  soft- 
ware, even  financing.  "Three  years 
from  now,  the  majority  of  our  rev- 
enue will  still  come  from  selling  hard- 
wire products,  but  the  majority  of 
our  earnings  will  come  from  service- 
A'stems,"  Waitt  predicts. 

The  newest  nugget  in  Waitt's  plan 
is  a  p  i  icrship  unveiled  ?  few  weeks 
ago  with  Internet  portal  Yahoo.  It 
will  offer  personalized  home  pages,  a 
hybrid  Gateway-Yahoo  creation,  to 
PC  buyers  who  sign  up  for  another 


Gateway  service — Internet  access. 

The  PC  maker  already  asks  buyers 
detailed  questions  about  everything 
from  their  children  to  hobbies.  So 
building  tailored  home  pages  should 
be  a  snap,  Waitt  believes.  Another 
handy  benefit:  Yahoo  will  pay  Gate- 
way a  bounty  for  every  pair  of  eyes 
that  sticks  with  the  site. 

The  shifting  to  services  comes 
none  too  soon.  In  the  past  two  years, 
fierce  price  competition  has  made  PC 
profit  margins  as  fragile  as  filo  pastry. 
Last  year,  after  record  sales  of  3.5 
million  PCs,  Gateway  managed  an 
aftertax  margin  of  4.6%. 

Two  new  radical  schemes  won't 
help.  In  January  Onsale,  Inc.  began 
selling  pes  and  other  gizmos  essen- 
tially at  cost.  A  few  weeks  later,  tiny 
Free-PC,  Inc.  launched  a  whole  new 
price  category:  free.  Free-PC  promis- 
es to  hand  out  at  least  10,000 
Compaq  Presarios  to  people  who 
submit  personal  data  and  agree  to 
receive  direct,  targeted  advertising. 
During  its  first  seven  days,  Free-PC 
received  over  a  million  applications. 

So  on  to  services.  Gateway  began 
its  march  in  November  1997  by 
offering  customers  Internet  access 
through      its      own      service      at 


gateway.net.  Clever  idea,  but  the  m 
vice  was  plagued  with  so  many  prcfl 
lems  that  Gateway  stopped  promt  jj 
ing  it.  Now,  with  a  new  InterdT 
partner  and  a  starting  point  J 
200,000  Net  customers,  Waitt  voj 
to  push  it  harder. 

Last  May,  Gateway  moved  in. 
another  promising  service:  financirj 
Much  as  General  Electric  rakes 
handsome  profits  from  financiij 
leases,  Gateway  originated  $1  billiil 
in  financing  last  year  to  help  col 
sumers  pay  for  their  new  pes.  T 
"Your:)Ware"  program  lets  col 
sumers  pay  a  monthly  fee  for  riieir  f| 
and  get  a  trade-in  value  for  o 
machines  after  two  years. 

Waitt  is  out  in  front  of  what  ml 
be  a  big  movement  of  the  PC  busint 
toward  the  pricing  system  seen  in  o 
lular  telephones  and  satellite  TVs:  Y( 
make  your  money  from  a  month 
contract,  not  from  a  one-time  sale. 

"Everyone  will  move  in  that  [st| 
vices]  direction,"  says  Roger  Kay 
International  Data  Corp.  in  Framin  I 
ham,  Mass.  Gateway's  task,  he  adc 
is  to  take  some  "mindshare"  befo| 
rivals  try  to  muscle  in. 

Its  recent  financial  performance  h  I 
bought    Gateway   some    breathii  [ 
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)m.  .After  a  disastrous  loss  of  SI  07 
lion  in  the  September  1997  quar- 
,  due  largely  to  misjudged 
ynand,  Gate\va\'  has  rebounded.  It 
jsed  1998  with  S346  million 
.18  per  share  i  in  profit,  up  almost 


threefold  from  1997.  Its  count  of  Pes 
sold  in  the  U.S.  grew  38%  last  year, 
says  Dataquest,  second  only  to  Dell's 
staggering  61%  rise  in  shipments. 
And  it  has  a  fresh  management  team: 
Ten  of  the  company's  top  15  execu- 


tives have  joined  in  the  past  year. 

If  anyone  can  get  a  PC  company  to 
do  the  services  jig,  it's  VVaitt,  says 
analyst  Kay.  Not  only  does  Waitt  have 
midwestern  charisma  and  a  vision — 
he  still  owns  44%  of  the  stock.       IB 


COMPANIES 


Nothing  can  compound  at  50%  a  year  forev- 
not  even  mighty  Dell. 


rowing  pains 


Daniel  Fisher 

Jell  Computer  Corp.  turned  in 
|iother  stellar  performance  m  its  fan. 

quarter,  with  worldwide  revenue 
sing  38     from  the  previous  year,  to 

.2    billion.     But 
bt  stellar  enough. 
nticipating       the 
psults,       investors 
urked    down    the 
tluc  of  the  compa- 
ny on   Feb.    12   by 
■2%,     to     a     mere 
ll23  billion.  They 
're  used   to  better 
umbers  than  that. 

! hiring  this  decade 
>ell  has  been  com- 
founding  its  rcv- 
i 


Does  not  compute 


Michael  Dell  watched  his  company's 
growth  rate  slow  last  quarter  as  Christmas 
sales  of  cheaper  PCs  boomed. 


U.S.  computer  sales  (millions  of  units) 
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enue  at  a  55%  annual  rate.  A  mere 
38%  growth  would  suggest  a  turning 
point.  The  great  growth  engine  may 
be  losing  steam. 

It  was  a  good 
ride  while  it  lasted. 
Dell's  stock  is  up 
17,000%  from  a 
little  over  eight 
years  ago.  The 
shares  are  now 
going  for  60  times 
the  $1.47  consen- 
sus estimate  for 
earnings  in  the  year 
ending  Jan.  1999. 

But  good   rides 
do  not  last  forever. 
Look    behind    the 
numbers:     In    t  he- 
fourth   quarter  of 
calendar         1998, 
Dell's     sequential 
z-  growth,  or  the  percentage  increase  in 
1  unit  sales  from  the  third  quarter,  was 
i   12.6%,  according  to  market-research 
|  firm  International  Data  Corp.  That's 
I  well     below    the     industry's    23% 
sequential  gain  and  the  30%  increase 
IDc:  lists  for  Compaq  Computer. 

Sequential  growth  in  the  U.S. 
market,  meanwhile,  was  a  very  un- 
Dell-like  2.6%.  That  laggard  perfor- 
mance in  a  market  accounting  for 
60%  of  Dell's  sales  led  the  Round 
Rock,  Tex.  company's  worldwide 
market  share  to  decline  for  the  first 
time  in  years,  to  8.3%  from  9.1%. 
Only  strong  growth  outside  the  U.S. 
salvaged  the  quarter. 

Dell  fans  pooh-pooh  the  IDC  num- 
bers, saying  Compaq  and  other  per- 


2Q     3Q    4Q     1Q    2Q    3Q 

1997  1998 

E:  estimate.  Source:  International  Data  Corp 
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sonal  computer  makers  benefited 
from  strong  Christmas  sales  of  sub- 
Si, 000  PCs,  a  market  Dell  eschews. 
Nobody  looks  at  sequential  numbers 
anyway,  they  argue;  it's  the  year-over- 
yeaf  gains  that  matter. 

Fair  enough — as  long  as  Dell  can 
keep  selling  higher-priced  boxes.  And 
the  signs  there  are  troubling.  Dell's 
sales  of  servers,  for  example,  the 

Win  big,  lose  big 

Dell  Computer's  spe<  iac  ular  rish  from 

a  split-adjusted  $8  a  share  to  S88  in  the 
rust  two  years  has  made  more  than  a  few 
millionaires,  or  "Dellionaires,"  as  they're 
sometimes  called.  Besides  founder  Michael 
Dell,  whose  14%  stake  is  worth  $16.7  bil- 
lion, it's  hard  to  say  just  how  many  Del- 
lionaires there  are.  But  one  of  the  biggest 
is  La  lolla,  Calif,  stockbroker  William  B. 
Michaels. 

Michaels,  67,  says  he  turned  a  S2.75 
million  stake  into  S49  million  worth  of 
Dell  stock  over  the  past  two  years  by  using 
options,  leverage  and  a  lot  of  guts. 

"If  you  want  to  arrest  me  for  portfolio 
concentration,  come  and  get  me,"  says  the 
Oklahoma  native,  an  unrepentant  practi- 
tioner of  the  win-big,  lose-big  school  of 
investing.  Michaels  and  his  wife  control 
some  550,000  Dell  shares  purchased  with 
a  staggering  $20  million  in  margin  debt. 

Michaels  admits  the  bet  looks  fool- 
hardy to  some.  Even  brokerage  executives 
have  tried  to  talk  him  into  selling.  But 
like  a  lot  of  Dell  fanatics,  Michaels 
believes  the  PC  maker  has  only  begun  to 
grow  and  will  increase  sales  45%  to  S26 
billion  this  year. 

"You  don't  look  at  price/earnings  mul- 
tiples," he  says.  "You  look  at  what  the 
future  income  stream  is  going  to  be.  Then 
you  take  everything  you've  got,  leverage  it 
up  your  you-know-what,  mortgage  your 
dog,  your  wife,  your  house,  put  it  all  in 
Dell  stock  and  sit  down  and  relax." 

Relax?  -D.F.    M 
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building  blocks  of  corporate  comput- 
er networks,  rose  just  9%  between  the 
September  and  December  1998 
quarters,  compared  with  32%  sequen- 
tial growth  for  the  industry  as  a 
whole.  Not  many  servers  end  up 
under  Christmas  trees. 

Dell  has  some  room  to  grow  in  the 
market  it  has  targeted,  feature-rich 
PCs  sold  to  business  customers  and 
sophisticated  consumers.  Dell's  aver- 
age selling  price  in  its  third  fiscal 
quarter  was  $2,400,  several  hundred 
dollars  above  the  industry  average. 


But  even  business  customers  are 
waking  up  to  the  fact  that  $1,000 
buys  a  lot  of  PC  these  days. 

So  far  Dell  has  scored  with  a  direct 
sales  formula  that  both  cuts  out 
dealer  markups  and  enables  Dell  to 
turn  its  inventory  four  times  faster 
than  Compaq.  Inventory  hurts  not 
just  because  it  has  to  be  financed,  but 
because  it  erodes  in  value  as  compo- 
nent prices  decline. 

Ashok  Kumar,  an  analyst  at  Piper 
Jaffray  Inc.,  still  says  Dell  is  a  buy,  but 
he  doesn't  sav  it  with  the  same 


. 


enthusiasm  he  used  to.  At  aboil 
three  times  the  price/earnings  rat,  . 
of  Compaq  or  IBM,  Kumar  says;  D( 
stock  is  vulnerable.  If  the  p/e  fell  t 
30  times  forward  earnings — Dell 
■multiple  of  just  16  months  ago — tl 
price  would  drop  50%,  to  $44. 

"Portfolio  managers  are  in 
quandary — if  they  take  their  mom 
out  of  Dell,  where  the  hell  do  th< 
put  it?"  Kumar  muses.  "But  as  soo 
as  a  Fidelity  Investments  decides  thi 
the  growth  is  slowing  and  starts  t 
sell,  watch  out." 


INVESTING 


Iacocca's  crash  course 
in  retirement  investing 

As  RESCUER  OF  Chrysler  Corp.,  Dee  Iacocca  presided  over  one  of  the 
great  success  stories  of  the  1980s.  As  a  retiree  since  1993,  Iacocca 
has  been  involved  in  rather  less  fortunate  business  endeavors,  an 
assortment  of  which  are  displayed  here.  The  recentiy  plucked  Koo 
Koo  Roo  Inc.,  a  faddish  fast-food  chicken  chain  in  California,  was 
only  the  latest  to  suffer  after  Iacocca's  involvement.  From  scuttled 
in-flight  entertainment  schemes  to  his  much-publicized — and  as  yet 
unrealized — electric  bike  ambitions,  Iacocca  in  retirement  has  yet  to 
show  the  stuff  that  made  him  a  business  icon. 

-Seth  Lubove  and  Anne  Linsmayer    h 


w< 


Company 

Iacocca's  job 

Koo  Koo  Roo  Inc. 

chairman 

EV  Global  Motors 

founder 

Unique  Mobility  Inc. 

director 


Type  of  business 

Moneylosing  flame-broiled 

chicken  chain 

Electric-bicycle  promoter 

Unprofitable  electric  motor 
maker 


Energy  Conversion  Devices 

Robert  Stempel-led.  loss- 

senior  adviser 

riddled  battery  maker 

Full  House  Resorts  Inc. 

Smallish  Indian-casino 

director 

operator 

Branson  Hills  Associates 

Bungled  Branson.  Mo.  real 

investor 

estate/casino  project 

Iacocca  Capital  Group 

Merchant  bank  with  plans  for 

founder 

in-flight  entertainment 

Empire  Casino  &  Resort 

Private  indiana  riverboat 

investor,  pitchman 

project  in  1994 

Bay  Meadows  project 

Proposed  $400  million 

investor 

San  Mateo,  Calif,  project 

Spacehab  Inc. 

Commercial  space 

director 

technology  firm 
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*                         V    ,      V 

Status  of  business 

Delisted  from  Nasdaq  and  taken    1 
over  by  Leon  Black  group. 

Early  hype 

"Lee  Iacocca  is  a  national  treasure," 
company  says. 

Money  sunk 

Helps  raise  $14  million;  owns 
309,000  shares  plus  options 

Promises  to  "lead  the  electric 
revolution." 

Reportedly  invests  $600,000 
and  raises  $6.2  million 

Promised  in  1997  to  begin  sales    ) 
last  June.  Nothing  yet. 

"Iacocca's  expertise . . .  will  jumpstart 
our  growth." 

Spent  $3.2  million  for  12%  stake 
through  EV  Global 

Iacocca  buys  stock  at  over  6; 
recently  trades  at  5 

Shareholder  return  of  negative 
40%  since  Iacocca's  arrival. 

Iacocca:  "Our  new  partner  has 
impressive  credentials." 

Owns  281.000  shares  and 
warrants 

His  "business  expertise  is 
internationally  recognized." 

A 10%  stake,  or  over 
1  million  shares 

Stock  at  around  6  when  Iacocca 
buys;  now  in  2's. 

Includes  Iacocca's  stake  in 
"Will  Rogers  Follies"  musical 

Property  appraised  in  1994 
at  $3.1  million 

Iacocca  and  others  sued  over 
stillborn  project. 

Iacocca:  "an  extraordinary  opportunity." 

Undisclosed 

In-flight  schemes  fizzle  after 
equipment  never  materializes. 

Iacocca  reportedly  provides  "substance" 
for  Wall  Street. 

Company  told  local  paper 
Iacocca  to  invest  "millions" 

Iacocca  group  lost  gambling 
license  to  another  bidder. 

Iacocca  group  issued  one  press 
release,  then  nothing. 

Iacocca  quit  within  one  year  of 
his  1993  appointment. 

"One  of  the  Bay  Area's 
biggest . . .  development  deals" 

Iacocca:  "excited . . .  with  such  a 
iromising  venture." 

Iacocca  group  was  to  pay 
$31  million  for  41  acres 

Undisclosed 
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NBC  got  very  good  for  a  while.  Then  it  got  boring  and 
jrted  losing  viewers.  Who's  going  to  stop  the  slide? 


Hust-fix  TV 


y  Robert  La  Franco 

eneral  Electric  boss  Jack  Welch 
in't  be  too  happy  with  nbc  these 
ays.  For  four  years  his  broadcast 
[vision  has  been  tops  in  the  business, 
inning  in  overall  viewers,  prized 
emographics  and  upfront  ad  sales. 
-  trutting  its  stuff,  the  network 
lamelessly  promoted  itself  as  "Must- 
e  ty" — and  it  was.  Until  this  year. 
Today  the  wheels  are  rattling  off. 
BC's  prime-time  viewcrship  has 
illen  17%  from  a  year  ago,  while 
icwers  aged  18  to  49 — the  group 
ioveted  most  by  advertisers — have 
ropped  by  a  staggering  24%  when 
ou  count  the  boost  last  year  from 
le  World  Series  and  Super  Bowl  on 
BC;  even  excluding  it,  that  group  is 
own  18%. 

Yes,  nbc  is  probably  still  very  prof- 
ile— Nicholas  Heymann  of  Pruden- 
al  Securities  estimates  that  the  net- 
work will  earn  $505  million  this  year, 
•lus  profits  from  the  13  stations  NBC 
kwns.  But  network  profits  were  off 
S%  List  year  and  will  likely  tall  again. 
I  The  only  other  network  to  lose  18- 
ta-49  viewers  this  year  is  ABC,  down 
>nly  4%.  Fox  is  fast  on  NBC's  heels, 
ying  it  in  18-to-49-year olds  for  the 
jirst  time  last  month,  thanks  to  the 
Uiper  Bowl. 

I  Heads  have  rolled.  NBC  Enter- 
ainment  President  Warren  Little- 
icld  resigned  in  October.  His  boss, 
Vest  Coast  President  Donald 
phlmeyer,  leaves  at  year's  end.  In 
heir  stead  is  Turner  cable  veteran 
>cott  Sassa.  In  recent  weeks  NBC  has 
•>een  in  talks  to  hire  a  number  two 
o  head  entertainment. 

The  leading  suspect:  Garth  Ancier, 
H.  He  started  his  career  at  nbc  and 
lelped  put  the  Fox  network  on  the 
map.  He  just  left  Time  Warner's 
uscent  wb  network  after  making  it  a 
lot  property  with  raging-hormone 
.hows  for  teenagers  {Dawson's  Creek, 
Felicity,  Buffy  the  Vampire  Slayer). 

Ancier's  greatest  asset  may  be  his 
ibility  to  schmooze   Hollvwood's 


fickle  creative  community — a  prickly 
bunch  that  so  resented  NBC's  heavy- 
handed  ways  that  at  one  point  last 
year  producers  boycotted  the  net- 
work. Ancier  and  Ally  McBeal  creator 


Seinfeld  is 

gone;  profits           ^     A 
may  slide.               I'm 
NBChasSassa         V    T. 
andcouhHfte                    i 
Ancier  (below)                    ' 
to  find  new  hits. 

If 

^^                            \ 

■ 

David  E.  Iscllev  were 
pals  in  the  same  eating 
club  at  Princeton,  and 
he  is  a  masterful  ego- 
stroker,  calling  his  pro- 
ducers to  rave  after  a 
good  show  airs. 

Two  questions  that 
will  be  on  the  table  as 
NBC  gets  serious  about 
hiring  Ancier:  Can  he 
pick  programs  for  full- 
fledged  grown-ups? 
And  can  nbc  afford 
him?  He  has  a  2% 
stake  in  WB  now  worth 
perhaps  $20  million. 

Some  of  nbc's  slide  couldn't  be 
helped.  Losing  Seinfeld  and  passing 
on  the  costly  contract  for  the  NFL 
hurt  ratings.  But  many  of  NBC's 
problems  go  deeper  than  that — and 


are  of  its  own  making. 

Two  years  ago,  emboldened  by  a 
seemingly  unbeatable  lineup,  NBC 
chief  programmer  Littlefield  flooded 
the  weekly  schedule  with  2  extra 
hours  of  30-minute  sitcoms.  He  also 
began  tossing  shows  around  like  let- 
tuce, rearranging  the  prime-time 
lineup.  "It  became  like  moving  the 
tuna  fish  around  in  a  supermarket  so 
every  time  customers  come  they  have 
to  look  in  a  different  place,"  says 
Mad  About  Ton  cocreator  Danny 
Jacobson. 

Rather  than  seek  fresh 
series  from  new  voices, 
however,  Littlefield 

handed  over  lucrative  time 
slots  as  rewards  to  the 
producers  of  existing  hits. 
It  boosted  the  output  at 
NBC  Studios  in  the  hope 
that,  if  those  series  stuck, 
nbc  would  reap  a  fortune 
in  rerun  sales. 

ER  producer   Warner 
Bros,      brought      forth 
Built    to     Last — which 
didn't — and         Trinity 
(axed).  Seinfeld  produc- 
er Castle  Rock  sold  nbc 
on  The  Single  Guy,  now 
dead,  while  Paramount 
( Frasier)     offered     up 
Encore!     Encore!     and 
Jenny.  She's  long  gone, 
and  Encore!  didn't 
stick  around  for  a 
curtain  call. 

NBC  Studios, 
which  has  spent  an 
estimated  $50  mil- 
lion in  three  years  to 
create  new  shows, 
fared  worse.  Union 
Square  and  Conrad 
Bloom  both  flopped, 
as  did  The  Tony 
Danza  Show,  in 
which  nbc  had  a 
small  stake.  Of  the 
two  dozen  shows 
nbc  has  in  develop- 
ment for  next  fall, 
half  are  from  the  in-house  unit — 
double  the  portion  of  a  year  ago. 

Within  a  year  nbc  retreated  to  its 
normal  14  hours  of  comedy.  It  filled 
the  empty  time  slots  with  extra  air- 
ings of  the  Dateline  news  maga- 
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Plucked  Peacock 


Hoping  to  bolster  the  rest  of  its  schedule,  NBC  reshuffled  time  slots  for  seven  strong  shows  this  year  and  got  shot  down. 
Show  Just  Shoot  Ms  Mad  About  You  Caroline  in  3rd  Rock  Working  Dateline 


1999  viewers 
ages  18-49 


7.8  mil 


5.4  mil 


Caroline  in 

3rd  Rock 

the  City 

from  the  Sun 

5.7  mil 

4.9  mil 

5.8  mil 


5.4  mil 


Frasier 


4.2  mil 


Wl  -B^  Wir  ^^^  -^^  ^^  .^^ 


zine — even  though  news  shows  lure 
the  older  viewers  less  desired  by 
sponsors. 

The  extra  Datelines  also  took  up 
slots  where  new  dramas  might  have 
been  tried.  And  even  Dateline,  put  in 
as  a  cheap  alternative,  is  down  23%  in 
viewership  from  last  year. 

As  the  schedule  floundered,  exist- 
ing hits  like  Mad  About  You,  Just 


Shoot  Me  and  3rd  Rock  from  the  Sun 
were  altered  or  moved.  Not  good. 
This  season  Mad  About  You  has  lost 
36%  of  viewers  18  to  49;  Just  Shoot 
Me  is  down  19%;  and  3rd  Rock  is  off 
34%.  Adding  to  the  pain:  NBC  passed 
on  Dharma  &~Greg,  which  became  a 
hit  for  abc. 

Each  mistake  was  magnified  by 
xbc's  cocky  self-promotion.  Says 


Jacobson,  "Then  to  label  it  all  'Mu| 
See  rv1?  I'm  sorry,  but  there's 
such      thing      as      a      'Must-S<| 
Single  Gtiy." 

For  GE,  the  worrisome  prospecj 
that  NBC's  ratings  may  get  wol 
before  they  get  better.  Once  viewj 
get  turned  off  by  bad  shows,  they  dJ 
away  from  the  good  ones,  too.  In  i( 
TV  biz,  failure  feeds  on  itself. 


MM;lM*imtl  Greasy 
infomercials  help  Salton  sell 
more  stuff. 

Ooh!  Aah! 


By  Erika  Brown 

It's  three  o'clock  in  the  morning. 
Plagued  with  insomnia,  you  grab  the 
remote  and  flip  around  until  a  grin- 
ning blonde  in  an  apron  catches  vour 
attention:  "I'm  going  to  show  you 
something  you  won't  believe!  Juicy 
meals  in  minutes!  Something  else  you 
won't  believe  .  .  .  George  Foreman!" 
The  studio  roars,  and  boxing's 


elder  statesman,  in  a  red  apron, 
shows  off  his  Lean  Mean  Fat-Reduc- 
ing Grilling  Machine  and  highlights 
the  grease  caught  in  the  pan  below. 
"Eew!"  the  audience  screams.  It  can 
be  yours  for  three  easy  payments  of 
$19.95  (plus  shipping  and  handling). 

Don't  laugh.  Foreman  and  Salton, 
Inc.,  in  a  50/50  partnership,  have 
notched  S200  million  in  sales  of  Fore- 
man grills  in  less  than  four  years.  Now 
Salton  is  going  big  time:  The  Nasdaq 
company  is  switching  to  the  New  York 
Stock  Exchange.  On  Feb.  26  Foreman 
and  Chief  Executive  Leonhard  Drie- 
mann  are  slated  to  ring  the  bell  on  the 
Big  Board  to  mark  the  event. 

But  wait — there's  more!  In  a  one- 
hit-wonder  business,  Salton  runs  four 


A  one-two  punch:  George 
Foreman  and  Salton  have 
sold  $200  million  in  grills. 


more  infomercials,  including  t| 
Breadman  and  the  Juiceman.  Rati: 
than  rely  on  just  TV  sales,  Salton  v] 
one  of  the  first  to  sell  its  tacky  ga 
gets  in  Kmart,  Sears  and  the  liij 
Infomercial  products  contributed  hi 
of  its  $306  million  in  1998  revenuj 

The  rest?  A  few  hundred  applian<j 
— waffle  irons,  Marilyn  Monroe  h| 
dryers  and  peanut-butter  makers, 
fixe  years  Salton's  sales  have  increasj 
sixfold.  The  company's  gross  prcl 
margin  is  37%  overall,  but  it  dcj 
43%  on  the  infomercial  lines. 

Salton  had  sold  hot  plates  for 
years  and  was  a  unit  of  Sevko  whl 
Driemann  started  in  1987.  A  year  la 
he  led  a  buyout  with  all  of  $2.5  millicl 
mostlv  from  venture  capital.  Soon  aftl 
Sevko  went  bust.  Windmere,  a  mal 
of  irons,  coffeemakers  and  hair  drye 
held  a  50%  stake  in  Salton  beginning 
1996.  A  master  of  good  timing,  Dr| 
mann  bought  it  back  just  prior 
Windmere's  near  collapse  in  Octob| 
He  paid  $12  a  share  ($67  million 
cash)  and  $15  million  in  an  IOU.  T 
shares  trade  at  a  recent  $30. 

But  can  $alton  stay  champ  wh 
the  Foreman  grill  fades?  It  recen 
lired  Toastmaster,  with  sales 
)  million.  And  five  new  inform  I 
cials  are  due  this  year,  including  | 
mass  that  exercises  your  face 
hawked  by  Dynasty's  Linda  Evans. 

Si   v  tuned.  .  .  . 
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fe've  helped 
Ns,  PhDs,  CPAs 
nd  MBAs  choose 


e  perfect  IRA. 


People  from  all  walks  of  life  are  benefiting  from  the  new  IRA 
choices.  But  what's  right  for  someone  else  may  not  be  right 
for  you.  How  do  you  decide  whether  you  need  an  IRA? 
Or  which  IRA  to  get? 

Just  talk  to  one  of  our  Financial  Advisors.  They'll  use 
our  exclusive  tool,  IRAdvisorSM,  to  analyze  your  situation 
and  help  you  choose  the  IRAs  that  are  right  for  you. 
Call  toll-free  1 -800-TH E-DE AN  for  the  office  nearest 
you.  And  be  sure  to  ask  for  a  copy  of  our  free  IRA 
brochure,  "New  legislation,  New  opportunities." 


MORGAN  STANLEY  DEAN  WITTER 

Measuring  success  one  investor  at  a  timeSM 


»n  Stanley  Dean  Witter  is  not  a  tax  advisor.  Investors  are  urged  to  consult  with  their  personal  tax  advisors 

Mg  the  effects  of  the  new  legislation  on  their  situations  as  well  as  the  tax  consequences  of  any  investment 

ons  they  may  make. 
'  an  Stanley  Dean  Witter  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co. 
'  ;es  are  offered  through  Dean  Witter  Reynolds  Inc.,  member  SIPC. 

S9  Dean  Witter  Reynolds  Inc. 


Performance.  A  range  of  screaming-fast  Intel* 
Pentium"  II  processors  up  to  366MHz.  Spacious 
hard  drives  up  to  6.4  billion  bytes.  No  matter  which 
Satellite"  4000  series  model  you  choose,  you  can 
count  on  plenty  of  horsepower  and  capacity  at  a 
very  competitive  price. 


Brilliance.  Stunningly  vivid  TFT  ac 
displays  rival  the  viewable  area  of  deskti 
3-D  sound  systems  with  Stereo  Bass  RefU 
ensure  dramatic  audio.  Features  like  the 
your  most  demanding  multimedia  applic 
extraordinary  dynamic  impact. 


01999  Toshiba  America  Information  Sy$    -ns.  Inc  Satellite  is  a  registered  trademark  of  Toshiba  America  Information  Systems,  Inc.  The  Intel  Inside  logo  and  Pentium  are  registered  trac 
Intel  Corporation.  All  other  products  at  i  names  mentioned  are  the  property  of  their  respective  companies.  All  prices,  specifications  and  availability  are  subject  to  change.  All  rights  i 


pentiurrrQ 


When  you  have  to  trim  the  budget, 
but  you  can't  afford  to  cut  performance. 


j 


Connectivity.  56K  V.90  modems  accelerate 
Internet  and  remote  access  to  the  new  standard  in 
high-speed  communications.  The  Satellite  4000 
series  connects  easily  to  desktop  accessories  and 
networks  through  convenient  built-in  ports  or 
optional  docking  accessories. 


n 


Design.  The  slim,  convenient  all-in-one  design,  including 
built-in  24X  max.  speed  CD-ROM,  floppy  and  hard  disk 
drives,  give  you  the  tools  you  need  without  any  add-ons 
or  plug-ins.  So  you  get  top  performance  at  an  affordable 
price  from  the  world  leader  in  portable  computing.  Call 
1-800-TOSHIBA  or  visit  www.toshiba.com. 


i 


TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 


These  powerful  solutions  n  n 


Satellite9  4080XCDT 

•  Intel*  Mobile  Pentium*  II 
processor  366MHz 

•  6.4  billion  byte  hard  disk  drive 

•  14.1"  dia.  TFT  active-matrix 
color  display 

•  64MB  high  performance 
Synchronous  DRAM 

•  24X  max.  speed  CD-ROM 

•  Integrated  56K  V.90  Modem 

•  ESS  audio  with  3D  Sound 
Support 

•  Windows*  98  operating 
system 


$3,199 


Satellite  4020CDT 

•  Intel  Mobile  Pentium  II 
processor  300MHz 

•  6.4  billion  byte  hard  disk  drive 

•  13.3"  dia.  TFT  active-matrix 
color  display 

•  64MB  high  performance 
Synchronous  DRAM 

•  24X  max.  speed  CD-ROM 

•  3Com-Noteworthy* 
56K  PC  Card  modem 
with  V.90  support 

•  Yamaha  3D  sound  effect- 
enabled 

•  Windows  98  operating 
system 


Satellite  4010CDT 

•  Intel  Mobile  Pentium  II 
processor  266MHz 

•  4.1  billion  byte  hard  disk  drive 

•  12.1 "  dia.  TFT  active-matrix 
color  display 

•  32MB  high  performance 
Synchronous  DRAM 

•  24X  max.  speed  CD-ROM 

•  3Com-Noteworthy 
56K  PC  Card  modem 
with  V.90  support 

•  Yamaha  3D  sound  effect- 
enabled 

•  Windows  98  operating 
system 


Satellite  4010CDS 

•  Intel  Mobile  Pentium  II 
processor  266MHz 

•  4.1  billion  byte  hard  disk  drive  | 

•  12.1"  dia.  Color  bright 
dual-scan  color  display 

•  32MB  high  performance 
Synchronous  DRAM 

•  24X  max.  speed  CD-ROM 

•  3Com-Noteworthy 
56K  PC  Card  modem 
with  V.90  support 

•  Yamaha  3D  sound  effect- 
enabled 

•  Windows  98  operating 
system 


$2,499 


$1,899 


$1,399 


pentium*  [J 


To  find  out  more,  call  1-800-TOSHIBA  or  visit  www.toshiba.com. 


01999  Toshiba  Amenca  In-  >,- nation  Systems,  tnc  'Monitor  sold  separately  Dealer  pnoes  may  vary  Satellite  is  a  registered  trademark  and  Equium  is  a  trademark  of  Toshiba  America  Information  Systems.  In 


mfortably  on  your  bottom  line. 


Equium    7100D 

•  Intel  Pentium  II  processor  450MHz 

•  128MB  high  performance  Synchronous 
DRAM 

•  8.0  billion  byte  hard  disk  drive 

•  32X  max.  speed  CD-ROM 

•  Integrated  3Com  Fast  EtherUnk*  XL 
10/100 

•  Instant  Access  Door  for  improved 
upgradeability  and  serviceability 

•  Value  Keyboard 

•  Windows  95  operating  system 

•  Desktop  chassis  with  5  drive  bays  and  4 
slots.  Slimline  chassis  available  with  3 
drive  bays  and  2  slots 


$1,549* 


Equium  7100D 

•  Intel  Pentium  II  processor  400MHz 

•  64MB  high  performance  Synchronous 
DRAM 

•  6.0  billion  byte  hard  disk  drive 

•  32X  max.  speed  CD-ROM 

•  Integrated  3Com  Fast  EtherLink  XL 
10/100 

•  Instant  Access  Door  for  improved 
upgradeability  and  serviceability 

•  Value  Keyboard 

•  Windows  95  operating  system 

•  Desktop  chassis  with  5  drive  bays  and  4 
slots.  Slimline  chassis  available  with  3 
drive  bays  and  2  slots 


$1,199* 


Equium  7100S 

•  Intel  Pentium  II  processor  350MHz 

•  64MB  high  performance  Synchronous 
DRAM 

•  6.0  billion  byte  hard  disk  drive 

•  32X  max.  speed  CD-ROM 

•  Instant  Access  Door  for  improved 
upgradeability  and  serviceability 

•  Value  Keyboard 

•  Windows  95  operating  system 

•  Slimline  chassis  with  3  drive  bays  and  2 
slots.  Desktop  chassis  available  with  5 
drive  bays  and  4  slots 


$999* 


7100S:  PV1045U-324J0 
7100D:  PV1046U-324J0 


7100D:  PV1046U-PD4J0 
7100S:  PV1045U-PD4J0 


7100D  PV1046U-D34J0 
7100S:  PV1045U-D34J0 


TOSHIBA 


Portables.  Desktops.  Servers. 


5  registered  trademarks  of  Intel  Corporation.  All  other  products  and  names  mentioned  are  the  property  of  their  respective  companies.  All  prices,  specifications  and  availability  are  subject  to  change.  All  nghts  reserved. 


Carpets  up,  camping  down— 
the  economy  in  flux. 

Creation 

and 

destruction 


Percentage 
change 
1970-96 

Number  of 

establishments 

1970       1996 

NM* 

• 

VIDEOTAPE  RENTAL 

0           20,816 

1,264% 

• 

COMPUTER  &  DATA  PROCESSING  (1975) 

6,517 

88,911 

988 

• 

CARPET  &  UPHOLSTERY  CLEANING 

816 

8,879 

496 

PREPACKAGED  SOFTWARE  (1975) 

1,522 

9,084 

473 

VOCATIONAL  SCHOOLS 

1,188 

6,816 

402     i 

' 

MOTION  PICTURE  PRODUCTION 

2,922 

14,680 

&  SERVICES  (1975) 


By  Peter  Brimelow 

Remember  downsizing?  There's  also  upsizing, 
as  we  pointed  out  during  the  last  presidential 
primaries  (Forbes,  May  6, 1996).  Overall  employ- 
ment was  increasing,  even  though  the  occupation- 
al categories  in  which  Americans  work  were  chang- 
ing at  a  bewildering  rate. 

This  alarming  if  ultimately  advantageous 
process  has  been  called  "the  churn"  by  Dallas 
Federal  Reserve  Chief  Economist  W.  Michael 
Cox.  Cox's  conclusion,  citing  Austrian  economist 
Joseph       Schum- 

peter's  insight  that  Tremend0US  tUNnOH 
entrepreneurial 
innovation  contin- 
ually destabilizes 
the  economy:  "Job 
creation  and  job 
destruction  are 
intertwined." 

In  his  fascinat- 
ing Myths  of  Rich 
&  Poor:  Why  We're 
Better  Off  Than 
We  Think  (coau- 
thored  by  Richard 
Aim;  Basic  Books, 

1999),  Cox  offers  another  measure  of  the  churn: 
shifts  in  the  number  of  establishments  devoted 
to  different  economic  activities. 

People  can  now  afford  to  outsource  their 
domestic  drudgery,  Cox  suggests,  noting  the 
increases  in  eating  places  and,  oddly,  carpet 
cleaning.  Hotels  are  up,  campsites  down. 
Male-only  barbershops  yield  to  unisex  beauty 
ilons.  But  even  Cox's  optimism  falters  at 
the  spectacular  upsurge  (178%)  of  political 
organizations.  m 

Research:  Edwin  S.  Rubenstein, 

.    earch  director,  Hudson  Institute,  Indianapo 

edwinr@hii.hudson.org 


in  economic 
activity,  driven 
by  such  factors 
as  technology  (soft-' 
ware),  affluence 
(amusement  parks), 
fashion  (fur). 


250/    — 


100 


50      — 


-50 


• 

SEMICONDUCTORS  & 
RELATED  DEVICES 

291 

1,052 

• 

i 

AMUSEMENT  PARKS 

362 

1,174 

CHOCOLATE  &  COCOA 

51 

165 

[ 

PRODUCTS  (1975) 

• 

CAR  WASHES 

4,624 

13,334 

• 

POLITICAL  ORGANIZATIONS 

928 

2,579 

9   OFFICE  &  COMPUTING  EQUIPMENT 


923 


2,112 


EATING  &  DRINKING  PLACES 

233,048 

466,386 

t 

COLLEGES  &  UNIVERSITIES 

1,855 

3,663 

• 

FLORISTS 

13,865 

26,728 

TOUR  OPERATORS  (1988) 

2,464 

4,725 

DENTAL  OFFICES 

63,817 

113,054 

• 

INTERNAL  COMBUSTION  ENGINES 

162 

277 

e 

PASSENGER  CAR  RENTAL 

2,556 

4,231 

• 

DRUGS 

1,041 

1,637 

AIRCRAFT 

163 

255 

• 

PLASTIC  BOTTLES  (1988) 

280 

437 

% 

AIRCRAFT  ENGINES  &  PARTS 

247 

355 

• 

PHYSICAL  FITNESS  FACILITIES  (1990) 

7,723 

10,720 

t 

HOTELS  &  MOTELS 

34,674 

45,252 

TRAVEL  AGENCIES  (1988) 

22,609 

28,735 

e 

SPACE  VEHICLE  EQUIPMENT  (1975) 

39 

45 

BEAUTY  SHOPS 

70,967 

81,872 

e 

LABOR  ORGANIZATIONS 

20,376 

19,536 

RADIO  &  TV  REPAIR 

7,953 

6,212 

VARIETY  STORES 

14,439 

10,848 

f 

MANUFACTURED  ICE 

800 

578 

| 

CONCRETE  BLOCK  &  BRICK 

1,332 

901 

• 

BOWLING  CENTERS 

9,215 

5,735 

I 

TRAILER  PARKS  &  CAMPSITES 

6,419 

3,984 

BROOMS  &  BRUSHES 

449 

GLASS  CONTAINERS 

128 

78 

GENERAL  MERCHANDISE  STORES 

25,032 

14,797 

LEATHER  &  LEATHER  PRODUCTS 

3,430 

1,938. 

# 

DRIVE-IN  THEATERS 

1,567 

I 

ASBESTOS  PRODUCTS 

133 

• 

BARBER  SHOPS 

24,577 

4  499 

• 

FUR  GOODS 

980 

133 

-100      — ' 

*NM:  Not  meaningful.  tDefined  by  the  U.S.  Census  Bureau  as 
discrete  location  at  which  an  economic  activity  is  carried  out. 


Source:  Myths  of  Rich  &  Poor  oj 
W.  Michael  Cox  and  Richard  Aln 


Forbes  ■  March  8,  199S 


Start  with  sixty-four  of  the  world's  top  golfers. 


>^\ 


/  j '.  '*&<: 


Add  a  single-elimination  match  play  format. 


Presenting  the  first  leg  of  the  World  Golf  Championships. 


The  Andersen  Consulting  Match  Play  Championship. 


.°flU'cV 


Andersen 
Consulting 
Match  Play 
Championship 


Who  will  take  home  one  of  golfs  biggest 
prizes?  Watch  ESPN,  Feb.  24-26,  2pm-6pm 
EST.  Tune  in  ABC,  Feb.  27-28,  2pm-6pm  EST. 
For  more  information,  visit  us  at  www.ac.com. 


1999  Andersen  Consulting.  AIT  rights  reser 


You  have  to  be  a  little  suspicious  when  you  hear  utility  execs  say 

they  welcome  deregulation.  But  maybe  the  ones  at  CMS  Energy  are  sincere.     - 

Bring  on  the  competition 


i 


By  Carleen  Hawn 

Transforming  a  troubled  regional 
gas  and  electric  utility  into  a  profitable 
$5  billion  (1998  sales)  international 
power  company  would  be  feat  enough 
to  satisfy  the  ambitions  of  most  chief 
executives.  Not  so  CMS  Energy  Corp.'s 
William  McCormick. 

"We  want  to  be  a  growth  compa- 
ny," he  says  of  his  Dearborn,  Mich.- 
based  utility.  A  growth  company?  This 


is  the  outfit  that  nearly  sank  into  bank- 
ruptcy in  1986  from  cost  overruns  on 
a  nuclear  power  plant. 

And  now  deregulation  is  coming — 
at  a  time  when  cms  still  generates  70% 
of  its  profits  from  the  staid  business  of 
selling  regulated  power  to  6  million 
Michigan  residents. 

CMS  has,  like  just  about  all  electric 
utilities,  so-called  stranded  costs,  long- 


The  spine  of  a  modern 
energy  empire:  12,000 
miles  of  gas  pipelines 
from  Texas  to  Michigan. 


term  obligations  to  buy  power  at  si; 
rates  that  will  be  hard  to  recover  imB 
deregulated  world.  Morgan  Stanltl 
Dean  Witter's  Kit  Konolige  figun 
CMS  has  about  $7  billion  in  uncompe 
itive  (regulated)  assets  out  of  a  tot 
asset  base  of  $11  billion.  CMS  may  nc 
succeed  in  fully  recovering  strande 
costs  by  assessing  fees  on  existing  ( 
departing  customers. 

McCormick,  a  nuclear  engineer  t 
training  who  has  spent  14  years  at  CM 
has  this  answer:  Deregulation  will  hur 
but  it  will  hurt  the  other  guy  morn 
The  Midwest  is  full  of  coal  plants  th 
are  costly  to  operate  because  the; 
exhaust  has  to  be  scrubbed  of  sulfu. 
McCormick  plans  to  invade  the  terr 
ton'  with  spanking  new,  clean- burninj 
gas-fired  plants.  Some  of  the  electric 
ty  to  be  generated  in  these  new  plan 
will  be  sold  to  industrial  customer 
(some  of  which  now  generate  the 
own  electricity),  but  the  rest  will  t 
sold  to  other  utilities  that  will  b 
forced  in  a  deregulated  world  to  bu 
from  the  cheapest  possible  source. 

It  helps  that  cms  is  already  in  the  ge 
business,  both  as  a  local  distributor  an 
as  an  oil  and  gas  producer.  It  is  goin 
to  get  deeper  into  gas.  Last  Novemb< 
cms  announced  it  would  pay  $2.2  bi 
lion  for  the  Panhandle  Eastern  Pipelir 
and  Trunkline  Gas  companies  of  Cha 
lotte,  N.C.- based  Duke  Energy.  Th 
acquisition  will  give  CMS  12,000  mil< 
of  natural  gas  pipelines  stretching  froi 
Texas  to  Michigan.  The  pipeline 
increase  cms'  working  gas  storag 
capacity  by  54%  to  200  billion  cubi 
feet,  the  second -largest  capacity  in  th 
midcontinent  region,  behind  America 
Natural  Resources.  Such  reserves  ai 
an  asset  during  the  winter,  when  util 
ties  need  extra  gas.  And,  of  course,  th  j 
pipeline  will  supply  fuel  to  cms'  ne1 
power  plants. 

"Our  business  will  be  50%  regulate 
and  50%  nonregulated  in  four  years, 
predicts  McCormick,  54.  If  he  can  g< 
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We  see  reliable  Internet  solutions 


In  a  national  test,  Sprint  outperformed  the  competition  and  won  top  honors  for  reliability. 

The  dependable  and  timely  delivery  of  mission- critical  data  is  essential  to  the  success  of  your  business. 
Who  can  you  trust  to  ensure  everything  runs  smoothly?  Well,  Sprint  was  awarded  the  top  ranking 
in  a  recent  national  Internet  backbone  test?  achieving  100%  uptime.  So,  whether  you're  managing 
a  dispersed  workforce,  conducting  business  on  the  Internet  or  linking  vendors,  suppliers 
and  customers,  Sprint  keeps  you  connected  and  doing  business.  What's  more,  Sprint  offers  a 
complete  range  of  dynamic  Internet  and  intranet  solutions.  And,  Sprint  IONf  our  Integrated 
On-Demand  Network,  combines  all  your  communication  services  through  a  single  connection. 
Whatever  your  needs,  Sprint  provides  the  reliability  you  need  to  outperform  your  competition. 
Business  Runs  on  Data.  Data  Runs  on  Sprint^1  www.sprint.com/data  1-888 -730  DATA 


Sprint 


: 


We  help  your  business  do  more  business, 

•  Data  Communications,  November  1998.  ©1999  Sprint  Communications  Company  LP. 


David  and  a  few  Goliaths 


CMS  Corp 

$5 

$4 

13 
17 
14 
27 

65%                6.3% 

Duke  Energy 

17 
10 
31 

22 
9 

21 
12 
18 

43 

9.5 

Edison  Intl 

59                   7.0 

Enron  Corp 

41 

6.5      • 

PG&E  Corp 
Southern  Co 

20 

11 

15 
14 

53 
46 

9.0 
7.5 

Sources:  Value  Line;  Standard  &  Poor's-,  company  financials. 

With  a  heftier  debt  load,  fewer  sales  and  a  smaller  market  capitalization, 
CMS  can't  wait  for  deregulation  to  be  able  to  outshine  its  peers. 


there,  he  just  might  be  able  to  deliver 
on  his  goal  of  10%  to  12%  in  annual 
earnings-per-share  growth.  With  his 
present  collection  of  assets,  such 
growth  would  be  difficult  or  impossi- 
ble to  achieve.  Indeed,  over  the  past 
five  years  the  EPS  has  grown  at  an  8% 
annual  rate,  to  $2.46  last  year,  exclud- 
ing nonrecurring  gains. 

Some  growth  is  supposed  to  come 
from  overseas.   CMS  has  $3   billion 


invested  overseas  in  34  independent 
power  plants,  pipelines  and  energy  pro- 
ducers in  21  countries,  including  the 
United  Arab  Emirates,  Brazil,  Argenti- 
na and  Morocco.  Last  December  cms 
and  four  partners  trumped  Enron  to 
win  the  contract  for  a  coveted  $1.6  bil- 
lion, 1,886-megawatt  gas-fired  power 
plant  in  Tamil  Nadu,  India. 

Back  home  cms  just  won  a  half-bil- 
lion-dollar contract  to  build  a  710- 


megawatt  gas-fired  plant  that  wi 
supply  electricity  and  steam  to  Foi 
Motor  Co.  and  Rouge  Steel 
Detroit — the  same  facility  at  which  a 
existing  coal-fired  power  plant  exploc 
*ed  last  month.  Power  plants  like  th 
are  exactly  what  McCormick  plans  t 
erect  along  cms'  new  pipeline. 

CMS  has  budgeted  another  $1.5  bi 
lion  for  capital  expenditures  in  199S 
60%  will  be  spent  on  power  plants  an 
utilities  overseas,  the  rest  in  the  U.S.  A 
this  will  further  weigh  down  cms'  ba 
ance  sheet,  which  already  has  a  hefl 
$4.2  billion  in  long-term  debt.  CM; 
ratio  of  debt  to  total  capital  is  65%,  a 
average  of  17  points  higher  than  seve 
al  peers  (see  table).  Its  pretax,  pre-inte: 
est  earnings  cover  its  interest  bill  ju: 
over  two  times,  a  tight  margin  for  erro 

McCormick  says  his  company  ca 
handle  the  financial  leverage.  "If  thet 
is  a  risk,"  he  says,  "it's  an  executio 
risk."  That's  right.  In  a  deregulate 
world,  if  you  build  a  plant  that  cm 
tomers  don't  want,  you're  stuck  wit 
it.  But  then  who  ever  heard  of 
growth  company  without  risk?        I 


THE   MORE  YOU    KNOW  THE 
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THE   MORE  ATTRACTIVE   FOUNDERS   BALANCED   FUND   BECOMES. 


"Rated  ****  In/  Morningstdr." 


i  35-year  track  record  in  up-and-dt 
"A  member  o\  [he  Dreyfus  investm 


market'. 


Our  Balanced  Fund's  ••••  rating  from  Morningstar  is  no  small  honor.  It's  based  on  a  ••••  overall  rating,  with  ••••  for  the  3-,  5-,  and  10-year 
periods  ended  12/31/98,among  2802, 1 702,and  732  domestic  equity  funds,  respectively.  Find  out  how  this  or  any  of  our  other  no-load  growth-and-income, 
aggressive  growth,  or  growth  funds  may  fit  into  your  investment  plan.  Call  today  for  a  prospectus  to  put  Founders'  60  years  of  experience  to  work  for  you. 


PERFORMANCE    HISTORY: 

AVERAGE   ANNUAL  TOTAL    RETURN    AS    OF     12/31/98 

1  year    5  year    10  year   20  year   35  year 

FOUNDERS   BALANCED   FUND         13.96%        14.96%        14.26%        14.03%        10.78% 


Founders  Funds 

Growth  Specialists  from  J^fvnrfiic 


1-800-265-4944  www.founders.com 


Past  performance  is  no  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Please  read  the 
prospectus  carefully  before  you  invest  or  send  money.  It  contains  more  complete  information,  including  management  fees  and  expenses  that  apply  to  a  continued  investment  in  the  Fund.  Morningstar  proprietary  ratings  reflect 
risk-adjusted  performance  through  12/31/98.  The  top  10%  of  the  funds  in  an  investment  category  receive  5  stars  and  the  next  22.5%  receive  4  stars.  Subject  to  change  every  month,  a  fund's  rating  is  based  on  its  3-,  5-,  and 
(when  available)  10-year  average  annual  total  returns  (with  fee  adjustments)  in  excess  of  90-day  Treasury  bill  returns,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill  returns.  "Dreyfus"  is  the  umbrella 

'  fur  the  investment  products  and  services  available  from  affiliates  of  Mellon  Bank  Corporation,  including  founders  Asset  Management  LLC.  founders  Funds  is  a  registered  trademark  and  the  logo  is  a  trademark  of 

iset  Management  LLC.  ©  1999  Founders  Asset  Management  LLC,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor. 


TRY  TO  explain  to  your  best  buddy  that  he 
can't  come  inside  because  you  can't  seem  to 
"f[  rid  of  his  fleas.  Well? 


Bayer's  Advantage 

flea  treatment  is  one 
of  the  most  effective 
ways  to  control  fleas 
ever  developed. 


Changing  the  world 
with  great  care. 


BaverUS.com 
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OL'PE  PSYCHED  ABOUT  THE  EUTU1E 


YOL'PE  EL'LE  OP  MEW  IDEAS. 


YOL'PE  LOOKING  TO  STAPT  A  1USINE 


you1  re  the  one  on  the  riant. 


JhQU  SCZt/   retirement  means  the  end  of  your  working  years. 

we  SQ.U  plan  well  —  so  you  can  redefine  retirement  any  time  and  any  way  you  want.  For  many, 
it  will  be  a  bridge  to  a  second  career.  A  new  business.  Or  a  true  labor  of  love.  At  PaineWebber,  we 
know  that  different  ways  of  thinking  about  retirement  also  mean  different  ways  of  helping  you 
plan  for  it.  A  PaineWebber  Investment  Executive  can  help  you  find  your  own  path  through  the 
multitude  of  investment  choices  that  are  out  there  today.  With  advice  tailored  to  your  individual 
goals  and  needs,  as  well  as  your  own  personal  timeline.  When  you  know  that  retirement  could  lead 
you  to  the  best  job  description  of  all  —  doing  what  you've  always  wanted  to  do  — 


Vou'ii 


sa 


iy 


Thank  you  EaineVffebber 


ojgin  a  relationship  with  a  PaineWebber  Investment  Executive,  call  1-888-PWJ-2001,  Ext.  30,  or  visit  our  web  site  at  www.painewebber.com 


Lunch 

News  Corp.'s  Anthea  Disney  is  self-doubting, 
but  there  is  no  reason  for  her  to  be  that  way. 

Death  Angel's 
endearing  side 


by  Dyan  Machan 

Anthea  Disney  greets  me  at 
her  mid-Manhattan  office  at 
media  giant  News  Corp.  I 
dare  to  ask  for  a  drink  of 
water,  and  after  getting  it  for  me,  she 
coolly  clinks  it  down.  No  waitress,  she. 
Then  she  paces  about,  dashing  on  lip- 
stick, with  nary  any  eye  contact.  This 
protege  of  Rupert  Murdoch  is  on  her 
way  to  a  new  position  in  the  company. 
Her  anxiety  shows.  During  lunch  she 
admits:  "Whenever  I  get  hurled  [into 
a  new  job  by  Rupert  Murdoch],  I 
always  think  this  is  the  one  I'm  going 
to  screw  up." 

Today  Disney,  52,  is  chairman  and 
chief  executive  of  News  America  Pub- 
lishing Group,  the  book,  magazine  and 
digital  division  that  generates  $1.7  bil- 
lion in  sales  a  year.  But  soon  she'll  have 
a  key  role  in  a  new  Murdoch  venture 
involving  the  venerable  TV  Guide. 

In  1988  Murdoch  paid  Walter 
Annenberg  a  hefty  $2.8  billion  for  TV 
Guide  and  some  other  media  proper- 
ties. He  probably  paid  too  much,  but 
he  is  doing  his  best  to  salvage  the  deal. 
Last  summer  he  pushed  TV  Guide  into 
the  digital  future  by  contributing  it  to 
a  joint  venture  with  United  Video 
Satellite  Group,  an  arm  of  AT&T's  Tele- 
Communications,  Inc.  TV  Guide's 
operations,  which  include  a  Web  site 
and  an  electronic  program  guide,  are 
being  combined  with  the  Prevue 
Channel,  a  passive  electronic  listing 
available  to  53  million  cable  sub- 
scribers. The  combined  entity  will  be 
ken  public  this  spring.  News  Corp. 
i  >wn  49%. 

word  is  that  Anthea  will,  per- 

rake  the  top  job. "If  so,  I  will  fake 

I  can  do  it,"  she  says.  "When  I 

le  a  TV  producer,  I  had  no 

in  TV.  Rupert  said,  'Oh,  you 


can  do  that.'  When  I  was  put  in  charge 
of  HarperCollins,  I'd  never  run  a  busi- 
ness. He  said,  'Oh,  you'll  do  fine.' 
That's  the  way  he  does  things,  he  bets 
on  the  person." 

Native  to  Surrey,  England,  Disney's 
family  was  one  of  the  first  in  the  neigh- 
borhood to  own  a  TV.  Her  father  was 
in  the  television  manufacturing  busi- 
ness; she  started  her  career  in  1969  as  a 
Fleet  Street  journalist  fetching  tea. 
When  she  landed  her  first  big  story, 
about  racial  discrimination,  she  began 
to  be  taken  seriously. 

Anthea  has  reason  to  be  uneasy.  She 
knows  how  the  press  can  paint  business 
executives  with  a  dark  brush.  Why  is 
she  talking  now?  "My  job  is  to  make 
people  understand  what  we're  doing 
and  try  to  explain  that  he  [Murdoch]  is 
not  Darth  Vader." 

As  chief  executive  of  HarperCollins 
Publishers,  Disney  was  dubbed  Mur- 
doch's Angel  of  Death.  Why?  Well,  to 
bring  the  company  back  to  its  present 
salubrity,  she  dared  to  cancel  100  book 
contracts  with  the  publisher's  stable  of 
authors.  "At  the  time  it  didn't  seem 
like  such  a  big  deal,"  she  says.  "It 
seemed  blindingly  obvious,  yet  I  was 
treated  like  a  war  criminal." 

In  1996,  when  she  took  control  of 
Harper,  its  operating  income  was  down 
82%  from  the  year  before,  to  $11  mil- 
lion. Revenue  was  down  23%,  to  $946 
million.  And  the  return  rate  for  unsold 
books  was  a  deadly  40%.  "I  said  we'll 
publish  fewer  books,  which  was  barely 
brilliant  because  everyone  else  in  pub- 
lishing was  doing  the  same  thing.  We 
would  concentrate  on  where  we  had 
skills  and  be  able  to  properly  market 
the  books." 

I  teasingly  accuse  her,  as  others  have, 
of  destroying  the  sacred  bond  between 


writer  and  editor. 

First  a  frown,  then  a  stare  and  fina  J 
she  smiles.  "That  'sacred'  bond  is  ! 
ridiculous.  To  be  very  kind,  the  boc  I 
that  were  canceled  were  not  disti  i 
guished.  It  was  not  a  blow  to  litei : 
ture."  One  victim  was  a  contract  fo  I 
gelatin  cookbook. 

She  goes  on:  "The  answer  is,  we  ;  t 
making  money,  we  are  profitable,  a  . 
however  misunderstood,  we  are  pois . 
to  grow."  The  book  return  r;  c 
improved  to  a  more  normal  25 . 
Operating  income  recovered  to  $3'  • 
million  on  $1  billion  of  revenue  in  1  i 
fiscal  year  that  ended  last  June.  I  I 
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that's  still  less  than  2%  of  News  Corp.'s 
$2  billion  in  operating  income.  Why 
would  Murdoch  want  something  that 
contributes  only  nickels  and  dimes  to 
his  income  statement? 

"Number  one,  it  fits  in,"  she  says, 
"There  are  synergies.  Second,  Rupert 
likes  books.  He  reads  books.  He  enjoys 
having  [a  publishing  house] — it  makes 
him  feel  good." 

My  ears  perk  up.  "News  Corp.,  a 
public  company,  owns  book  publishing 
because  it  makes  Rupert  feel  good?" 

"Yes,"  she  says.  "It's  not  a  disaster. 
No  reason  to  unload  it.  When  you're 
running  lots  of  businesses,  some  make 
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lots  of  cash  flow  and  some  don't.  Some 
make  steady  profits  and  some  don't. 
We  are  a  content  company.  Rupert  sees 
HarperCollins  as  a  successful  content 
company." 

Anthea  and  Rupert  have  known  each 
other  for  years,  first  meeting  each  other 
in  New  York  bars  like  Costello's  where 
newspaper  people  hang  out.  Murdoch 
would  be  sitting  with  his  sleeves  rolled 
up,  planning  America's  The  National 
Star.  Disney  was  at  the  London  Daily 
Mpiil  as  a  foreign  correspondent  based 
in  New  York.  "After  a  flight  from 
somewhere,  I'd  grab  a  white  wine  and 
chat  with   my  pals.   Murdoch  was 


approachable." 

She  left  the  Daily  Mail  at  age  33  to 
edit  Us  magazine,  and  later  Self,  in 
New  York.  Si  Newhouse  canned  her 
from  Selfm  1990. 

Luckily  her  New  York  bar  acquain- 
tance came  calling.  They  hit  it  off.  Both 
were  nurturing  dreams  of  starting  a 
picture-oriented  news  magazine.  Mur- 
doch hired  her  shortly  thereafter  to 
plan  the  new  magazine,  but  it  never 
got  off  the  ground.  Eventually,  she 
wound  up  at  TV  Guide,  where  disaster 
loomed:  The  debt  load  News  Corp. 
took  on  to  acquire  the  Annenberg 
properties  almost  sank  the  company. 
To  make  matters  worse,  in  1991,  three 
years  after  Murdoch  bought  it,  TV 
Guide  was  losing  ground. 

Rupert  asked  Anthea  what  she 
thought  of  the  magazine.  She  replied 
that  it  was  small  and  a  bit  irrelevant, 
and  got  the  job  as  editor-in-chief. 
During  the  next  five  years  Disney  intro- 
duced a  redesign  and  added  more  seri- 
ous journalistic  pieces.  Circulation 
stuck  around  1 1  million,  but  ad  rev- 
enue rebounded  to  $407  million  in 
1995  from  $279  million  in  1991. 

She  did  not,  that  is,  reverse  TV 
Guide's  slide  in  circulation,  from  a  peak 
of  17  million  in  the  1970s.  Disney's 
cold  calculation:  "TV  Guide  is  declining, 
just  as  the  broadcast  networks  are.  But 
it  doesn't  mean  the  magazine  goes 
away.  There  will  always  be  people  who 
want  dieir  printed  TV  schedules  to  get 
out  their  yellow  highlighter."  In  fact, 
the  digital  age  may  be  an  opportunity: 
"In  this  environment  of  100  to  500 
channels,  you  need  to  find  your  way." 
Disney  is  going  to  provide  that  guid- 
ance in  her  new  job.  Essentially,  the 
cable  Prevue  Channel  has  become  the 
TV  Guide  channel.  There  is  also  TV 
Guide  Interactive,  an  on-screen  elec- 
tronic program  guide,  which  goes  to 
1.1  million  households  via  a  set-top 
box.  Meanwhile,  News  Corp.'s  current 
Web  site  TvGen  becomes  TV  Guide 
Online. 

Says  Disney:  "It  springs  TV  Guide 
out  of  the  straitjacket  to  become  a  real 
brand  with  real  brand  extensions." 

In  the  new  company,  TV  Guide 
Interactive  becomes  even  more  inter- 
active. The  guide  will  deliver  movie 
trailers  on  demand;  TV  mail,  which  will 
enable  subscribers  to  contact  other  sub- 
scribers with  instant  messages  on  the 
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Carpe  Schedulum:  A  short  course  on  the 
subject  of  time  (yours),  and  jet  aircraft 
(in  this  case,  ours). 

Our  Flexjet  Fractional  Ownership  program 
puts  control  of  your  schedule  back  where 
it  belongs:  with  you.  Now  you  can  own  as  much 
of  a  Learjet*  or  Challenger*  business  jet  as  you 
need;  for  extremely  busy  people  (that's  you), 
direct  from  the  manufacturer  (that's  us).  For  as 
little  as  $175,000**  per  year.  To  learn  more,  give 
us  a  toll-free  call  at  1-800-FLEXJET  (353-9538). 
No  need  to  wait  any  longer.  As  we  like  to  say, 
we're  ready  when  you  are. 


BOMBARDIER 

AEROSPACE 


/ou  decide  when  to  start 

/ou  decide  when  to  study. 

/ou  decide  when  to  take  exams. 


we  mention  our 


/VlbA  program  is  flexible!' 


L 


cooking  for  an  MBA  program  that 
defines  "flexible"?  Consider  the  Heriot-Watt 
MBA  by  distance  learning. 

Heriot-Watt  University  in  Edinburgh, 
Scotland  dates  back  to  1 82 1 ,  and  is  regarded 
as  one  of  Britain's  leading  business  and  tech- 
nical universities.  For  the  tenth  year  in  a  row, 
its  distance-learning  program  has  Deen  rated 


one  of  the  finest  MBA  programs  in  the  world 
by  The  Economist  Intelligence  Unit. 

Study  according  to  your  own  so^edule, 
pass  nine  course  exams,  and  the  pres.  igious 
Heriot-Watt  MBA  is  yours.  For  a  free 
prospectus  call  800-622-9661  or  e-mail  vis  at 
mfo@hwmba.net 


The  Heriot-Watt  University  MBA 


<Ol999  fwwncul  T.m«  M*v^e» 


by  distance  learning 


What  had  t 
be  done  wa 
obvious. 
Yet  I  was 
treated  like 
a  war 
criminal. 


screen;  and  home  shopping.  "But  it 
doesn't  take  any  work,"  she  promises 
"You  could  operate  it  with  a  beer  in 
your  hand." 

We  trot  to  her  office  for  a  demo.  On 
the  way  she  points  to  an  open  door  and 
jokes:  "That's  Darth  Vader's  office." 

Once  in  her  office,  she  slips  a  video- 
tape into  a  VCR.  The  sound  doesn't 
work  right.  We  hear  a  breathy  scene 
from  an  afternoon  soap  while  we  sec 
the  guide  on  the  screen.  She  points  the 
remote  and  starts  clicking  like  mad. 
getting  frustrated.  We  finally  give  up 
and  go  to  the  next  demo.  For  all  this 
TV  guidance,  as  she  calls  it,  subscribers 
will  pay  a  modest  amount  on  their 
cable  bill.  TV  Guide  Inc.  will  receive  feesi 
from  cable  operators 
and  from  selling  ads. 

"We  found  out 
that  the  possibility  of 
missing  a  show  cre- 
ates anxiety  for  view- 
ers— which  obviously 
we'd  like  to  encour- 
age," she  says  devil- 
ishly, "We  like  anxiety 
in  this  world." 

Let's  talk  about 
anxiety.  How  about 
those  Murdoch  kids?  James  Murdoch 
26,  the  most  wired  Murdoch,  workec 
for  Disney  on  TvGen.  Roaming  else 
where  in  the  company  are  the  othe.i 
two  Murdochs — Elisabeth,  30,  anc 
Lachlan,  28. 

Says  Anthea  cheerfully,  "They  arc 
breathing  down  my  neck  and  wil 
undeniably  overtake  me."  In  fact,  the) 
are  right  on  her  heels.  Lachlan  wa: 
recently  named  a  senior  executive  o 
HarperCollins  and  other  publishing 
properties. 

"People  fawn  all  over  the  kids,"  sh< 
says  sympathetically.  "Either  they  wan 
to  lick  them  to  death  or  murder  them.' 
At  this  point  she  begins  to  freeze  up  ; 
bit,  making  eye  contact  with  the  wall 
"They  were  accelerated  into  their  jobs 
but  all  three  would  have  arrived  there 
ultimately,  because  they've  got  th 
genes  and  pressure  to  perform." 

The  Angel  of  Death  wasn't  so  scar 
after  all.  "I  live  with  small  aspirations, 
she  says  with  what  seems  a  very  hones 
sigh.  "I  don't  want  to  nm  countries  o 
become  a  corporate  superstar.  My  aspi 
ration  is  not  to  screw  this  up."  Sh 
probably  won't.  ■ 
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At  GPU,  we're  doing 
what  we  do  best, 
continually  doing  it  better 
and  leveraging  that 
expertise  into  new  markets. 


For  further  information  go  to: 
http://www2.gpu.com/home/financial.htm 
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5,280  phone  calls  taken. 
2,050  web  queries  resolved. 
3,400  brochures  sent. 
1,450  questions  answered. 

What  a  great  day. 
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►  up  &  COMERS 

Someday  a  smart  marketer  will  take  over  little 
WD-40  and  make  it  into  something  big. 

Johnny  One-note 


U 


Edited  by  Tom  Post 


By  William  P.  Barrett 

W'ho  doesn't  know  WD-40?  Four  out  of  five 
American  households  have  at  least  one  blue- 
and-yellow  spray  can  for  loosening  the  stub- 
born elbow  joint  under  the  kitchen  sink  or 
silencing  the  squeaky  screen  door.  Despite  some  200 
rivals,  WD-40  has  an  estimated  70%  of  the  U.S.  market 
for  multipurpose  lubricants — which  has  led  to  something 
of  a  cult  following. 

Consider  the  newspaper  accounts  of  how  WD-40  was 
used  to  extract  a  python  from  a  bus  exhaust  pipe  or  a  bur- 
glar stuck  in  an  air  duct  (yes,  he  was  arrested).  Jay  Leno 
uses  it  for  jokes:  "Prevents  chafing  when  handcuffed  by 
Madonna."  Recently  the  TV  sitcom  Dharma  &  Greg 
showed  a  grieving  relative  using  WD-40  at  an  open-casket 
viewing  to  remove  a  promised  ring  from  the  deceased. 

Who  wouldn't  kill  for  that  kind  of  brand  recognition? 
And  who  wouldn't  kill  WD-40  management  for  doing 
such  a  lethargic  job  of  capitalizing  on  it?  Everywhere  else 
in  American  business,  marketers  are  hard  at  work  looking 
for  ways  to  exploit  famous  brands  by  extending  them  into 
related  products.  Not  at  this  sleepy  outfit,  whose  earnings 
have  inched  ahead  at  a  3%  rate  over  the  past  decade. 

A  market  share  of  70%  is  tough  to  boost — a  predica- 
ment Forbes  long  ago  noticed  (Sept.  5,  1988).  So  the 
company  should  have  been  slapping  its  familiar  logo  on 
related  products.  In  the  fiscal  year  that  ended  last  August, 
WD-40  earned  $22  million,  or  $1.40  per  share,  on  rev- 


enue of  $144  million.  The  potential  for  much 
bigger  sales  than  that  puny  sum  would  seem  to  be 
great.  How  about  a  WD-40  grease  gun,  or  paraf- 
fin lube  stick  for  windows,  or  lithium  spray  grease 
or  two-stroke  oil  for  your  chain  saw?  There  is  no 
WD-40  version  of  any  of  these  things.  You  go  to 
Home  Depot  or  Pep  Boys  looking  for  such  lubri- 
cants and  you  will  see  shelves  filled  with  forget- 
table brands  that  Jay  Leno  doesn't  joke  about. 

Heaven  forbid  that  WD-40  went  after  a  long 
shot,  like  a  piece  of  the  huge  market  for  motor 
oils — or  maybe  something  outside  the  lubricant 
business.  That  might  require 
risk-taking,  and  the  managers  Squeezed:  Ridge 
at  WD-40  haven't  been  risk  has  a  great 
takers.  Instead,  they  take  plea-  product,  but 
sure  in  paying  out  a  hand-  needs  to  expand. 
some  dividend  (91%  of  earn- 
ings last  year,  currently  yielding  5%  on  a  recent  stock  pric 
of  $25.25)  and  sitting  on  a  squeaky-clean  balance  sheei 
with  $19  million  in  cash  and  liquid  investments  and  lea 
than  $1  million  in  debt. 

"We're  a  bond  in  drag,"  laughs  Garry  Ridge,  the  stock, 
42-year-old  chief  executive,  a  onetime  traveling  salesman 
from  Australia.  "We  are  the  ultimate  defensive  stock." 

Is  that  something  to  be  proud  of? 

Very  little  has  changed  since  the  early  1950s,  who   . 


►  follow  the  money/  VENTURE  CAPITAL 

Show  them  the  money 


To  make  the  really  big  bucks, 
young  venture  capitalists  once 
had  to  wait  years  to  make  gener- 
al partner.  No  more.  These  days 
more  junior  vcs  are  demanding, 
and  getting,  a  piece  of  the  car- 
ried interest,  the  industry's  ver- 
sion of  stock  options. 

Carried  interest  typically  sets 
aside  20%  of  a  fund's  total  net 
realized  gains  to  the  venture 
capital  firm.  The  bigger  the 
fund,  the  bigger  the  payout. 


That  20%  is  divvied  up  at  the 
discretion  of  the  top  partners, 
based  on  seniority  and  perfor- 
mance. Today  a  junior  partner 
may  get  as  much  as  1.5%,  an 
associate  1% — still  less  than 
senior  partners,  who  make  4% 
to  7%,  but  more  than  they  got 
three  years  ago.  Moreover, 
firms  are  starting  to  draw  down 
the  carried  interest  well  in 
advance  of  a  fund's  termina- 
tion— typically  ten  years — realiz 


ing  those  gains  when  a  com 
pany  in  the  portfolio  goes 
public  or  gets  bought  out. 
Carried  interest  is  even 
being  used  as  a  recruiting 
lure  to  find  the  best  and  the 
brightest  at  the  associate  leve 
an  incentive  almost  unheard-ol 
five  years  ago.  Marc  Fogassa, 
an  M.D.  who  will  graduate  frorr  | 
Harvard  Business  School  in 
June,  has  already  received  two 
offers:  One  promised  carried    | 
interest  right  away;  the  other 
agreed  to  consider  it  after  one 
year.  (Taking  the  second  offer 
from  what  he  considered  a 
better  firm,  he  has  already 
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hers  at  Rocket  Chemical  Co.  were  trying  to  devel- 
k  a  petroleum- based  substance  to  protect  missile  skins 
lorn  moisture.  After  39  formulations,  they  finally  hit  on 
Ine  that  worked.  Hence  the  name:  Water  Displacement- 
lOth  attempt.  In  1959  the  company  began  peddling  WD- 
lO  to  consumers  around  the  San  Diego  area;  it  went 
jublic  in  1973. 

•  The  company  operates  with  165  employees,  outsourc- 
pg  80%  of  the  manufacturing.  Most  of  the  concentrate  is 


made  at  company  headquarters  in  a 
surprisingly  small  vat,  12  feet  across 
and  6  feet  high.  The  result  is  a  magic 
brew,  with  a  faintly  sweet  odor  that 
handymen  find  addictive  (many  com- 
petitive products  stink). 

The  concentrate  is  shipped  to  con- 
tractors, who  fill  100  million  cans  a 
year.  The  cans  could  be  designed  a  lot 
better.  The  red  plastic  caps  don't  stay 
on  the  cans  and  there's  no  snap  to 
hold  the  auxiliary  spray  tube.  You  end 
up  cussing  the  manufacturer — but  still 
you  go  back  for  more,  because  WD- 
40  is  the  closest  thing  to  a  panacea  in 
the  world  of  home  repair. 

So  what's  the  company  doing  to 
exploit  the  legend?  After  decades  as  a 
one-product  outfit,  it  shelled  out 
$15.5  million  to  buy  the  3-In-One 
oil  brand  in  1995.  That  deal  now 
accounts  for  maybe  5%  of  earnings 
but  did  nothing  to  exploit  the  WD- 
40  brand  name.  In  1996  the  compa- 
ny rolled  out  a  more  viscous  version 
of  WD-40  called  T.A.L.  5  ("Triple 
Additive  Lubricant").  Sales  so  far  are 
minimal. 

Ridge,  a  12-year  company  veteran 
and  chief  executive  since  late  1997, 
says  he's  looking  to  make  a  big  acquisition.  But  he's 
mighty  picky — having  sifted  through  160  opportunities 
without  finding  one  he  likes.  He  is  striving  to  lift  foreign 
sales  from  a  current  45%  of  revenue  to  80%.  Can  he  stand 
the  risk?  Last  year  WD-40  Co.'s  provision  for  bad  debts 
rose  50%  after  two  Latin  American  distributors  failed  to 
pay  $500,000  of  invoices. 

Last  time  we  looked,  Ridge  and  other  insiders  owned 
only  15%  of  the  float.  Any  raiders  out  there?  m 


ined  Boston-based  Atlas  Ven- 
ire as  a  part-time  associate.) 

Competition  for  new  recruits 

Qever  been  so  intense. 
jnture  capital  firms  are  going 

ad-to-head  with  other  private 
luity  firms,  investment  banks 

id  Silicon  Valley  startups— all 

arching  for  the  same  fresh 
ilent.  "A  lot  of  us  are  looking 
>r  someone  with  a  very  similar 
oec,"  says  George  Pavlov,  a 

neral  partner  at  Mayfield 

jnd.  "There's  not  a  lot  of 

tern  to  go  around."  What  they 

ant  is  a  sharp  financial  mind, 

technical  background  and 

ome  operating  experience. 
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At  the  same  time,  venture 
capitalists  are  desperate  for 
new  blood.  A  record  amount  of 
money  is  pouring  in— $16  bil- 
lion in  1998 — and  more  hands 
are  needed  to  find  target  com- 
panies for  those  investments. 
The  latest  crop  of  recruits 
seem  to  be  earning  their  keep. 
"Senior  partners  are  doing 
less  work  and  the  younger  guys 
are  picking  up  the  slack,"  says 
a  30-year-old  junior  partner  at 
a  Silicon  Valley  firm.  "So  we're 
starting  to  get  a  piece  of  the 
action — relatively,  speaking." 

It's  more  than  relative. 
According  to  William  M. 


Mercer's  1998  Compensation 
Survey,  which  analyzed  pay  for 
60  venture  capital  and  private 
equity  firms  through  May 
1998,  total  compensation 
jumped  128%  for  junior  part- 
ners and  35%  for  associates. 
Most  of  that  rise  is  attributable 
to  carried  interest.  Boston- 
based  Summit  Partners,  with 
$3  billion  under  management, 
figures  that  in  the  last  three 
years  it  has  doubled  the  com- 
bined value  of  salary,  bonus 
and  carried  interest  for  its 
junior-level  venture  capitalists. 

The  newfound  bounty  of 
young  ves  is  something  of  a 


mixed  blessing  for  entrepre- 
neurial clients.  On  the  plus 
side,  the  same  market  forces 
driving  the  competition  for  top 
new  talent  are  also  spurring 
the  search  for  hot,  young 
entrepreneurs  with  cool  ideas 
to  back.  This,  in  turn,  is  pump- 
ing up  companies'  valuations. 
Younger  turks  may  be  open  to 
new  approaches  and  business 
models  that  are  taboo  to  the 
older  school.  But  there's  a 
downside,  too:  The  new  care- 
takers of  startups  often  lack 
the  experience  and  extended 
networks  of  their  elders. 

-Luisa  Kroll   m 
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Entrepreneurial  odd  couples 
can  make  or  break  a  compa- 
ny. In  the  case  of  Aerotec 
LLC,  the  chance  meeting 
between  two  people  of  very  different 
talents  and  temperaments  saved  the 
startup  from  certain  death. 

It  was  October  1997.  Clay  Graham, 
a  onetime  Chicago  business  owner 
who  was  then  evaluating  potential 
investments  for  a  venture  capital  friend, 
sat  fidgeting  in  a  conference  room  at 
the  Sears  Tower.  He  was  listening  to 
James  Dow,  a  mechanical  and  aero- 
space engineer  for  21  years  at  Alabama 
Power  Co.,  make  a  pitch  for  his  air- 
borne surveying  business.  Dow  droned 
on  in  detail  about  how  a  laser  mount- 
ed on  a  helicopter  could  map  electric 
utility  power  lines — noting,  almost  as 
an  afterthought,  that  the  gadget  could 
provide  better  engineering  drawings 
than  traditional  ground  surveying,  in 
less  time  and  for  the  same  price  (and  at 
a  fraction  of  the  cost  of  satellite  pics). 
"It  was  an  engineer's,  not  a  business, 
presentation,"  says  Graham. 
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This  odd 
couple  rebuilt 
a  moribund 
startup. 


Still,  he  saw  promise,  and 
approached  Dow  afterwards. 
The  methodical  Southerner 
and  the  energetic  Chicagoan 
hit  it  off.  But  after  Graham  started 
looking  into  the  finances  of  what  was 
then  called  Airborne  Remote  Map- 
ping, his  hopes  plunged.  There  were 
no  ledgers  to  examine;  receipts  and 
invoices  lay  scattered  around  the  office 
if  they  existed  at  all.  The  company  had 
not  made  regular  lease  payments  on 
the  laser  or  the  helicopters  for  nearly  a 
year.  One  investor  had  written  person- 
al checks  to  help  make  payroll.  Graham 
guessed  the  company  was  losing  more 
than  $100,000  a  month. 

But  Dow  was  onto  something. 
Flying  at  1,000  feet,  his  helicopters 
could  survey  about  100  miles  of 
transmission  lines  a  day.  After  a  laser 
swept  the  ground  with  7,000  pulses 
per  second,  Dow's  filtering  software 
turned  the  data  points  into  detailed 
engineering  drawings  and  diagrams 
on  cd-rom.  Accurate  to  within  10 
centimeters,   they  showed   exactly 


which  tree  branches  migh 
be  too  close  to  power  lines- 
and  how  much  slack  was  i 
the  lines. 

The  timing  was  right,  toe 
Utilities  were  just  beginnin; 
to  resurvey  their  systerr 
after  decades,  now  xhi 
deregulation  was  on  the  wa 
which  would  force  them  t 
open  up  their  transmisskx 
grids  to  competitors. 

Last  January,  Graham  su£ 
gested  to  his  venture  capit; 
friend  that  instead  of  invest 
ing  in  Airborne  Remote,  h 
ought  to  purchase  the  asse* 
of  the  company  and  let  Do 
start  fresh.  Two  month 
later,  with  $10.5  million  i 
venture  capital,  Aerotec  w; 
born,  with  Graham  as  chin 
executive  and  Dow  as  chin 
operating  officer.  Some  < 
the  money  helped  pay  o 
old  debt  and  phase  out  th 
original  investors. 

Graham's  first  order 
business  was  to  spruce  up  tl 
sales  pitch.  Utility  executiv 
could  be  spared  most  of  th 
technical  wizardry.  Th< 
wanted  to  hear  cost  benefits- 
how  Aerotec  could  char] 
roughly  the  same  amount 
ground  surveyors  ($4,000  »| 
$7,000  per  mile  of  grourJ 
surveyed),  but  do  the  job  in  a  fractic 
of  the  time  (less  than  two  weeks,  vers1 
closer  to  six  months)  and  deliver  mo 
detailed  and  accurate  data. 

Next  came  the  job  of  cleaning  i 
the  balance  sheet.  Airborne  Remo 
had  lost  prospective  customers 
word  spread  that  its  helicopters  h; 
been  repossessed  a  time  or  tw 
Graham  spent  $1.4  million  on  tv 
Eurocopter  commercial  choppei 
and  another  $2.6  million  on  the  las 
technology  they'd  been  leasing  fro 
Saab,  Inc.,  of  Sweden.  Today,  whi 
clients  wonder  if  Aerotec  will  I 
around  long  enough  to  finish  a  jo 
Dow  and  Graham  can  point  to  $9 
million  in  fixed  assets  against  $5  m 
lion  in  long-term  debt. 

Since  Graham,  56,  took  over  h 
March,  Aerotec,  based  in  Bessemi 
Ala.,  has  done  business  with  21  ci 
tomers,  up  from  3,  including  Paci 
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Who  can 
help  you 
manage 
the  details 
of  your 
dream? 

You  have  goals  for  your 
business  and  for  yourself. 
But  when  you  have  a 
dream,  it  helps  to  have 
someone  minding  the 
details. 

Talk  to  your  American 
Express  financial  advisor. 
We  can  address  a  range 
of  personal  and  business 
issues  such  as  cash  flow, 
tax  planning,  retirement 
planning,  plus  benefits  for 
you  and  your  employees. 
With  the  expertise  and 
insight  you  need  to  make 
smarter  decisions.  So 
you  can  take  control  of 
your  future. 

Do  more  for  your  business 
and  for  yourself.  Call 
1-800-GET-ADVICE  and 
own  your  world. 

www.americanexpress.com/advisors 


Financial 
Advisors 
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Gas  &  Electric  and  Duke  Energy 
Corp.  The  company  came  close  to 
breaking  even  last  year  on  revenues  of 
$2  million,  compared  with  $120,000 
in  1997.  This  year,  Graham  expects 
to  earn  at  least  $1  million  on  $4  mil- 


lion in  revenues. 

He  and  Dow,  51,  are  branching 
out  from  utilities — surveying  small 
airports  in  Massachusetts  and  a  petro- 
leum pipeline  in  Minnesota.  And 
they're  going  international:  setting 


up  shop  in  Calgary  in  July. 

There  are,  however,  limits  to  their 
partnership.  Recently,  when  Dow 
threatened  to  take  him  fishing,) 
Graham  bowed  out,  saying,  "My  five 
iron  doesn't  have  a  fishing  line."  ■■ 


Will  Wilkinson  has  designed  a  workout  suit  to  help  you 
shed  extra  pounds— and  put  tons  of  money  in  his 
pocket.  He's  hoping  for  a  $10  billion  market.  Hello? 

A  bit  of  a  stretch 


By  Joanne  Gordon 

Inventor  William  Wilkin- 
son has  some  200  patents 
in  his  name — and  he's 
made  some  money  on  a  few. 
Remember  step  aerobics, 
which  had  people  hopping 
up  and  down  on  colorful 
plastic  boxes?  Wilkinson  cre- 
ated that  workout  while  in 
the  hospital  recovering  from 
a  back  injury,  then  licensed  it 
to  Reebok  for  what  he  calls 
"millions."  Other  big  win- 
ners: the  Nordic  Track  Walk- 
Fit  treadmill  and  the  Motor- 
Ball,  a  radio-controlled  toy. 

Now  comes  a  bodysuit 
made  with  Lycra — DuPont's 
brand  of  spandex — designed 
to  help  people  burn  off  extra  calories 
while  exercising.  "Our  slogan  is  'wear 
a  workout,'"  says  53-year-old  Wilkin- 
son, who  has  spent  ten  years  and 
about  $1  million  of  his  own  develop- 
ing the  garment.  The  sleek,  black 
outfit  weighs  less  than  a  pound  and 
looks  like  something  Cat  Woman  or 
Batman  might  wear. 

Here's  how  it  works:  Two-inch- 
wide  bands  of  Lycra,  stitched 
throughout  the  suit,  lie  parallel  to 
muscle  groups  up  and  down  the 
arms,  legs  and  torso,  adding  what 
Wilkinson  calls  a  "subtle  resistance" 
to  the  body's  natural  movements. 
Result:  You  expend  50%  to  75%  more 
depending  on  how  vigorous- 
nove. 

n,  who  has  a  degree  in  his 
inguages  from  the  Universi- 


Plenty  of  sweat  equity:  Wilkinson,  du  Pont  and  Dicker, 


ty  of  Delaware  and  an  M.B.A.  from 
the  Wharton  School,  first  got  the  idea 
while  recovering  from  back  surgery; 
he  wanted  to  get  more  out  of  his  30- 
minute  walk  in  Chaddesford,  Pa.  But 
when  he  tried  to  patent  the  technolo- 
gy he  discovered  that  Timothy  Dicker, 
a  Los  Angeles  chiropractor,  was  work- 
ing on  a  better  concept — strips  instead 
of  weights.  Wilkinson  bought  the 
rights  to  Dicker's  work  and  they 
became  partners. 

The  bodysuit  went  through  more 
than  a  dozen  incarnations,  ending  up 
in  the  hands  of  Robert  Neeves,  a  direc- 
tor at  the  University  of  Delaware's 
Sports  Science  Center,  a  popular  train- 
ing spot  for  Olympics- bound  athletes. 
"I  pooh-poohed  the  original  idea," 
recalls  Neeves.  But  initial  test  results 
were  promising,  and  Neeves  suggest- 


ed different  ways  to  position  the  strips.- 
Successive  tests  yielded  better  results,- 
as  Neeves  compared  the  oxygen  intake 
of  people  walking  casually  on  a  tread-: 
mill  with  that  of  subjects  wearing  the 
suit  while  walking  briskly. 

Wilkinson  contacted  DuPont  in 
1991  in  search  of  an  adviser  andi 
investor.  He  says  he  didn't  trade 
on  his  connections — Wilkinson's 
dad,  Bud,  opened  DuPont's  first 
nylon  factory  60  years  age 
in  Seaford,  Del. — but  founc 
Benjamin  du  Pont,  a  sixth- 
generation  descendant  o: 
the  company  founder  anc 
an  executive  in  charge  o 
new  product  developmen 
for  Lycra.  "Years  age 
DuPont  would  never  havt 
considered  something  wc 
didn't  invent,"  says  du  Pont 
"Those  days  are  gone." 

The  manufacturing  gian 
has  invested  less  thai 
$100,000.  More  important 
it  is  helping  Wilkinson  cut  | 
deal  with  an  unidentifie 
sports  apparel  company— 
probably  Reebok  or  Nike 
to  make  and  distribute  th 
body  suit,  which  should  debut  in  th' 
fall  and  sell  for  about  $175.  DuPon 
will  get  a  small  percentage  of  sales 
perhaps  2%  or  3%.  (Wilkinson  decline 
to  discuss  his  royalties.) 

The  apparel  deal  puts  visions  c 
dancing  dollar  signs  in  Wilkinson' 
head.  He  mentions  the  figure  of  $1 
billion  in  annual  global  retail  sale; 
Ben  du  Pont  quickly  knocks  tha 
down  to  $1  billion.  That's  mor 
credible:  Last  year,  according  to  th 
Sporting  Goods  Manufacturers  Assc 
ciation,  Americans  spent  $35  billio 
on  sporting  apparel  and  $30  billio 
on  sports  equipment. 

"The  industry  is  dying  for  somt 
thing  new,"  says  John  Agoglia,  mar 
aging  editor  of  Health  &Fitnel 
Business  magazine.  Maybe  somethinj 
as  goofy  as  an  exercise  suit.  ■ 
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Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG 180,  18.1"  viewable  LCD 
ViewPanef  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  x  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  priority  list,  you'll  ensure  your  Visual 
Computing™  experience  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange*  Service  option  available. 

For  more  information  call  800-888-8583 
or  visit  our  website  at: 
www.  ViewSonic.com/forbes 

(800)  888-8583  •  Specifications  subiecl  to  change  without  notice. 
Copyright  ©  1999.  ViewSonic  Corporation  •  All  rights  reserved. 
Corporate  names  and  trademarks  are  property  ol  their  respective  companies. 
Intel  and  the  Intel  Inside  logo  are  registered  trademarks  of  Intel. 
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LIFE  IS  SO  MUCH  EASIER  WHEN  YOU  HAVE  THE  RIGHT  SUPPORT 


A  CDW  account  manager,  your  Direct  Solutions  Provider, 
can  make  life  a  whole  lot  easier.  Because  he's  an  expert, 
assigned  to  you  personally  and  always  there  to  help. 
Drawing  from  the  top  names  in  every  computing  category, 
like  Compaq,  IBM,  Toshiba,  Hewlett-Packard, 
Cisco  and  Microsoft,  he'll  build  a  computing 
solution  just  right  for  you.  He'll  ship  it  the  same 
day  and  give  you  lifetime  support  too,  making 


CDW  your  one-stop  resource  for  everything  you  n» 
No  wonder  we're  the  number  one  direct  source 
industry  leaders  including  Compaq,  Microsoft,  IBM 
many  others.  So  call  us  today  at  800-778-4239  or 
us  at  www.cdw.com.  And  see  how  much  a  bi 
dollar,  FORTUNE8  1000  company  can  help 
CDW.  Solutions  that  make  your  job  ea; 
And  that  puts  you  in  the  best  seat  in  the  hoi 


Computing  Solutions  Built  for  Business* 

800-778-4239    www.cdw.com 


©  1999  CDW  Computer  Centers 
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Campbell  put  a  bunch  of  its  losers  into  a  shopping 
cart  and  handed  them  to  Robert  Bernstock. 
If  he  can  make  Vlasic  International  work, 
he  will  be  viewed  as  a  genius. 

In  a  pickle 

By  Thomas  Jaffe 


Be  CAREFUL  what  you  wish  for.  All  his 
working  life  Robert  Bernstock  ached 
to  be  the  top  man.  He  slaved  away  at 
General  Foods  for  9  years,  flogging 
Stove  Top  stuffing  and  Minute  Rice. 
He  worked  as  an  executive  at  a  direct 
satellite  broadcasting  company  and  a 
software  startup.  Then  lie  joined 
Campbell  Soup,  rising  through  the 
ranks  for  13  loyal  years,  scoring  big 
with  such  brand  innovations  as  V'8 
Splash  fruit  juices. 


84 


Then  the  big  day  came.  Last 
March  Campbell  spun  off  a  bunch  of 
its  businesses  and  Bernstock  was 
named  chief  executive  officer  of  the 
new  outfit.  His  piece  of  the  action? 
Pickles  and  TV  dinners.  Yech! 

Bernstock,  now  48,  accepted  the 
assignment  eagerly.  This  was  his  big 
chance  to  run  a  packaged-goods 
company.  Why  not  make  the  most  of 
it?  The  piece  he  got — Vlasic  Foods 
International  in  Cherry  Hill,  N.J. — 


is  rather  large,  at  $1.4  billion  ij 
sales.  But  Vlasic  isn't  somethin; 
many  would  want.  It  includes 
besides  the  pickles  and  Swansoi 
frozen  foods,  a  moneylosing  Argen 
tinean  cattle  operation  and  a  $60< 
million  load  of  debt — six  times  it 
equity.  It  was  a  hodgepodge  of  stu: 
Campbell  was  anxious  to  get  rid  ol 
In  the  fiscal  year  that  ended  last  Jul) 
Vlasic — penalized  in  particular  bl 
losses  in  beef — eked  out,  on  thai 
large  sales  base 
Vlasic's  Bernstock  a  profit  of  $2\, 
Stackers  backer.  million,  or  5 
■■■■  cents    a    share 

and  those  figure 
are  before  restructuring  charges. 

All  by  itself  the  Swanson  divisio: 
would  drive  any  sane  consume 
goods  marketer  to  despair.  "Ther 
hasn't  been  a  new  dinner  introduce' 
in  the  Swanson  line  since  the  Korea, 
War,"  says  Bernstock.  "It's  one  thini 
to  have  missed  food  trends  like  Tha 
but  we  even  missed  Italian." 

In  pickles,  Vlasic  is  at  least  thl 
leader  in  its  category  (32%  of  supei 
market-sold  pickles,  almost  doubh 
that  of  second-ranked  Claussen).  Bu 
any  way  you  slice  it,  the  pickle  markt 
is  not  a  glamorous  one. 

Bernstock  reels  off  some  statistic: 
It  seems  that  the  U.S.  homemad> 
sandwich  market  comes  to  35  billio 
units  a  year.  Only  3%  of  those  sane 
wiches  are  served  with  pickles.  If  onl 
there  were  some  way  to  boost  pick! 
penetration.  .  .  . 

Even  before  Bernstock  took  ove 
researchers  at  Vlasic  studied  th 
matter.  In  1995  they  introduced 
brilliant  idea:  Cut  pickles  lengthwis 
into  flat  slices  rather  than  crosswise 
That  way  you  can  put  them  inside  th 
sandwich — and  they  won't  fall  ou 
Vlasic's  innovative  pickle  slices,  calle 
Sandwich  Stackers,  were  an  instar 
hit,  reaching  $60  million  in  sales  th 
first  year. 

Alas,  it  is  not  possible  to  patent 
new  way  to  cut  pickles.  Sandwic 
Stacker  knockoffs  cropped  up  even 
where  and  Vlasic's  sales  for  th 
lengthwise  category  have  stalled. 

Time  for  another,  more  darin 
innovation.  Think  of  all  the  Who{ 
pers  and  Big  Macs  sold  every  yea 
with  those  little  pickle  slices  th; 
can    fall    into    your    lap.    Vlas 
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See?  There  it  is.  Right  under  the  cargo  area.  The 
re  tire  that  used  to  be  out  in  the  open  is  now  care- 
y  tucked  inside  a  well  underneath  the  cargo  floor, 
at  leaves  more  room  for  your  gear  and  provides 
y  access  to  a  clean  tire,  should  you  ever  need  it. 


That's  just  one  of  the  many  interior  refinements 
we've  made  to  the  all-new  1999  Jeep  Grand  Cherokee. 
There's  also  an  available  all-new  overhead  console  with 
13  programmable  features  to  help  make  this  one  of 
the  most  user-friendly  sport  utility  vehicles  around. 

To  find  out  what  else  is  hidden  inside  our  newest 
4x4,  visit  us  at  www.j eep.com  or  call  1-800-925-JEER 
The  thoughtfully  designed  Jeep  Grand  Cherokee. 
You'll  find  all  the  improvements  easy  to  swallow: 


Jeep 


THERE'S     ONLY     ONE 


THE       ALL-NEW       JEER.     GRAND       CHEROKEE 

THE    MOST    CAPABLE    SPORT    UTILITY    EVER* 


'Based  on  AMCI  overall  on-  and  off-road  performance  tests  using  Grand  Cherokee  with  available  Quadra-Drive'M  and  V8  engine. 

leeD  is  a  registered  trademark  of  DaimlerChrvsler. 


Switching  Jobs  Can  Have  An 
Unfortunate  Effect  On  Your  Retirement  Savings. 
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Don't  Lose  40%  Or  More  Of  Your  Retirement  Plan  To  Taxes  And  Penalties. 
Call  For  Your  Free  Information  Kit  Today. 


T.  Rowe  Price  can  help.  Call 
for  our  free  kit  on  managing  the 
payout  from  your  former  employer's 
retirement  plan.  The  kit  clearly 
explains  the  pros  and  cons  of  all 
the  distribution  options,  so  you 
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can  decide  what's  best  for 
you.  Because  we'd  hate  to 
see  your  retirement  plan  go 
all  to  pieces. 

1-800-541-8457 


Invest  With  Confidence 

T.RoweRlce 


Request  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges 

and  expenses.  Read  it  carefully  before  you  invest  or  send  money. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  iraro46584 


"There  hasn't  been  a  new 
dinner  introduced  in  the 
Swanson  line  since  the 
Korean  War.  It's  one  thing 
to  have  missed  food  trends 
like  Thai,  but  we  even 
missed  Italian." 


researchers  developed  a  strain  oj 
giant  cucumbers.  Pickle  them,  slice 
them  crosswise,  and  what  do  yoi 
have?  A  pickle  that  covers  an  entin 
burger.  Hamburger  Stackers  are  dut 
to  hit  the  supermarkets  by  the  enc 
of  February. 

Bernstock's  team  moved  on  td 
fried  chicken,  Swanson's  biggest  selll 
ing — but  least  profitable — selection! 
Like  the  rest  of  the  Swanson  line,  th(j 
chicken  was  stuck  in  a  time  warp.  Th«l 
pieces  were  heavily  breaded  with  tod] 
many  bones  and  not  enough  meat- 
reflecting  the  category's  origin  at 
time,  decades  ago,  when  chicken  wal 
an  expensive  luxury.  The  price  oj 
chicken  has  gone  down  73%  sincJ 
1954.  Bernstock  upgraded  the  chick  J 
en  line  and  advertised  it  heavily  oi| 
television. 

Look  for  Bernstock  to  probabhj 
put  Vlasic's  cattle  business  on  th 
block  next  year.  Ditto  for  an  opera 
tion  that  supplies  frozen  food  servic  I 
products  to  Campbell.  Frozen  food] 
and  food  service  in  the  U.K.[ 
a  mushroom  company  and  a  small 
midwestern  brand  of  barbecue  saucj 
all  account  for  $300  million  or  sij 
of  sales.  Bernstock  is  giving  thos 
businesses  two  years  to  prov| 
themselves. 

"When  it  comes  to  brand -buildind 
it's  great  to  have  just  two  to  focul 
on,"  says  Bernstock.  "At  Campbell 
had  18.  We  have  a  volume-forecast] 
ing  meeting  once  a  month.  Becaus 
of  my  Campbell  experience  I'm  men 
tally  prepared  for  four  hours.  Hert| 
45  minutes  pass  and  we're  done, 
say,  'Can't  we  do  it  again?'" 

If  Bernstock's  work  starts  payin  I 
off  in  the  current  fiscal  year,  h| 
company  could  earn  $1.13 
share.  That  would  make  the  recerl 
$17.19  share  price  downrigrj 
reasonable. 
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This  one  helps  your  family  keep  it. 

Building  a  second  home  is  one  thing.  Making  sure  it  stays  in  your  family  is  another  matter 
altogether.  That's  why  meeting  with  one  of  our  life  insurance  agents  can  be  a  real  asset  for  you. 
For  generations,  we've  been  recognized  as  leaders  in  estate  planning.  When  you  work  with  us, 
you  can  be  sure  that  what  you  intend  to  leave  your  family  members  will  actually  go  to  them. 


Have  you  heard  from  The 


.Company? 


driver 


By  Jerry  Flint 


The  assault  on  Fortress  GM 


" 


Ford  won't 
tell  you  openly 
they're  gun- 
ning for  GM. 
But  the  signs 
are  obvious. 


Ford  has  laid  the  groundwork  for  a  mas- 
sive attack  on  General  Motors.  Call  it  the  Big 
Push,  and  it  will  roll  out  starting  next  year. 

This  is  the  biggest  Ford  assault  on 
Fortress  GM  since  the  1950s,  when  the  Ford 
men,  led  by  the  likes  of  a  young  Robert 
McNamara,  charged  up  the  hill  screaming, 
"Beat  gm."  By  1959  the  Ford  men  were 
stumbling  down  that  hill,  defeated,  drag- 
ging their  new  Edsel  (which,  by  the  way, 
wasn't  McNamara's  car)  behind  them.  It's 
taken  those  40  years  for  Ford  to  build  up 
such  courage  again. 

But  it's  coming.  Last  year  GM  sold  4.6 
million  cars  and  trucks  in  the  U.S.  to  Ford's 
3.9  million,  a  spread  of  a  mere  700,000 
(albeit  one  temporarily  narrowed  by  the  GM 
strike).  Throw  in  Volvo,  which  Ford 
bought,  and  it's  down  to  a  600,000  lead. 
Throw  in  Mazda  (which  Ford  controls)  and 
Isuzu  (which  gm  controls)  and  the  spread 
narrows  even  more,  to  close  to  400,000. 

Ford's  Big  Push  just  might  overrun  the 
first  few  lines  of  gm's  trench  in  2000  and 
2001,  taking  away  three  points  of  market 
share  (each  point  was  worth  150,000  units 
last  year).  If  I'm  right,  that  would  leave 
Ford  at  27%  to  28%  of  the  market,  just 
about  where  GM  is  likely  to  be. 

Ford  has  six  entries  coming  in  the  hot 
and  profitable  truck/sport  utility  sector: 

1.  The  Excursion,  a  monster  sport  utility 
even  bigger  than  the  largest  gm  Suburban. 
Production  starts  this  fall. 

2.  The  Explorer  Sports  Trac,  coming  in  a 
year.  Here  Ford  puts  a  small  pickup  truck 
box  on  the  rear  of  the  Explorer. 

3.  The  Crew  Cab,  a  four-door  big  pickup 
(real  doors,  with  handles). 

4.  A  small  suv,  to  be  built  near  Kansas 
City  in  the  spring  of  2000.  It  will  be  big 
volume,  150,000  or  more.  The  name  will 
start  with  the  letter  E,  which  Ford  uses  for 
its  sport  utilities.  Starting  price:  under 
$20,000. 

5.  A  still-smaller  sports  activities  vehicle, 
built  off  the  small  Focus  car  platform. 

6.  The  Blackwood,  a  more-luxurious- 
than-yours  Lincoln  Navigator  with  a  small 
pickup  bed  on  the  back,  costing  around 
$50,000.  Lou  volume. 

All  of  the.1  ■  products  are  really  new,  not 


disguised  imitations  of  stuff  already  out  there 

Believe  me,  that's  a  lot  of  product 
coming  fast,  and  on  the  truck  side,  where 
the  money  is.  But  there  are  new  cars,  too. 
The  Focus,  the  small  Ford,  replacing  the 
Escort,  goes  into  production  later  this  year. 
Then  there's  a  redo  of  the  Taurus,  a  new 
Lincoln  entry-level  luxury  car  ($35,000  to 
$40,000)  this  summer,  and  a  new  Thunder- 
bird,  maybe  at  the  end  of  next  year. 

And  there's  the  addition  of  Volvo,  which 
had  100,000  U.S.  sales  last  year.  Making 
that  number  bigger  will  not  be  easy.  It  isn't 
really  a  luxury  brand;  it's  a  middle-class 
marque  that  got  expensive  because  of  high 
costs  in  Sweden.  But  as  an  investment,  it's 
probably  better  than — to  name  three  disas- 
ters in  Ford's  history  book — Philco,  Ford 
Aerospace  and  the  Sgt.  York  rocket. 

What  could  go  wrong  with  Ford's  grand 
plan?  The  cars — especially  that  new  small 
Focus — just  might  not  catch  fire. 

Then  Ford's  dealer  consolidation  pro- 
gram might  mess  things  up.  The  company 
has  begun  buying  out  dealers  and  creating 
company-controlled  showrooms  with  one- 
price  selling  within  a  given  city.  In  the  first 
test,  Tulsa,  the  combination  seems  to  be 
costing  Ford  some  sales. 

Third,  the  competition  might  get  hot.  Gfc 
promises  plenty  of  new  product,  too. 
Except  for  its  pickup  trucks  and  bigger  utili- 
ty vehicles,  though,  GM  designs  haven't 
threatened  anyone  for  years.  And,  except  fo: 
new  suvs  coming  this  fall,  much  of  gm's 
newer  stuff  is  three  years  away.  Ford  could 
be  on  top  by  then.  Still,  it's  possible  that 
gm's  new  designs  and  brand  marketing  will 
work  well.  Possible. 

Last,  Ford's  problems  elsewhere  might 
divert  attention  from  the  U.S.  effort.  Brazil 
is  a  disaster  for  Ford,  Asia  and  India  are  seri 
ously  disappointing,  and  Ford  Europe  just 
hasn't  looked  very  strong. 

But  all  that  won't  alter  Ford's  attack  plan 
The  designs  are  finished,  the  machine  tools 
are  being  built  and  the  marketing  is  being 
debated.  Ford  is  getting  ready  to  roll. 

Ford  people  won't  tell  you  openly  that 
they  are  after  GM.  But  you  don't  have  to  be 
a  weatherman  to  know  which  way  the  wind 
is  blowing.  ■ 


H 


Jerry  Flint,  a  former  FORBES  Senior  Editor,  has  cove  kJ  the  automobile  industry  since  1958. 
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tju  hear  a  lot  about  "focusing  on  core  competencies."  Centex  Corp. 
lakes  a  case  for  going  in  precisely  the  opposite  direction. 

ome  building  plus 


y  Christopher  Palmeri 

hhNviionai  Association  of  | 

lome  Builders  predicts  that  | 
ousing  starts  will  be  down  5%  1 
lis  year,  to  1.5  million.  It  that 
appens,  earnings  could  be 
inched  at  the  nation's  three 
Best  home  builders,  Kauf- 
un  &  Broad,  Pulte  and  DR. 
lorton.  Rut  number  four 
uilder,  Centex  Corp.,  stands  a 
xkI  chance  of  eking  out  a 
rofit  gam,  to  $250  million,  on 
lies  of  $5. 5  billion. 
How  might  Dallas  based 
entex  buck  the  trend5  By 
int  of  being  more  than  just  a 
uilder  of  homes.  It  has,  over 
I  wars,  diversified  into  half 
do/cn  businesses,  ranging 
(im  cement  to  pest  control, 
lat  are  ancillary  to  home 
pnstruction,  and  it  is  looking 
n  still  more  distractions.  ih^b 

Veering  away  from  one's 
ire  competency  is  considered  heresy 
some  quarters — didn't  AT&T  spin  off 
s  telecommunications  and  computer 
lanufaeturing  businesses  to  much 
:claim?  Rut  there  is  something  to  be 
lid  tor  diversification  if  your  business  is 
.clical.  Which  home  building  is. 
efore  much  of  its  diversifications, 
entex  lurched  from  profits  of  $62  mil- 
:>n  in  1989  to  $34  million  in  1991. 
For  many  years  the  nation's  top 
ome  builder,  Centex  began  throt- 
ing  back  three  years  ago.  It  started 
wer  suburban  subdivisions  and 
>cused  instead  on  ways  to  squeeze 
lore  profit  out  of  its  existing  size, 
entex  kept  its  new-home  sales  flat  at 
ound  13,000  units  per  year.  That 
lowed  Pulte,  Kaufman  &  Rroad  and 
lorton  to  leap  ahead  in  terms  of  new 
omes  built,  but  it  made  Centex  the 
>p  home  builder  in  the  Forbes  list  of 
latinum  companies,  with  an  average 
ve  year  return  on  capital  of  13.4% 
7orbes,  Jan.  11). 


Centex  Chairman  Laurence  Hirsch 

With  each  new  home,  a  chance  to  sell  bug  spray. 


Chairman  Laurence  Hirsch  had 
something  of  a  head  start  in  the  diver- 
sification business  when  he  joined  the 
company  as,presidcnt  in  1985.  Centex 
already  was  making  cement  and  wall- 
board,  originating  mortgages  and  run- 
ning a  general  contracting  unit  to 
build  schools,  hospitals  and  industrial 
properties.  Hirsch  wanted  to  diversity 
even  more. 

Noticing  that  mobile  homes  make 
up  nearly  one-third  of  all  new  homes 
sold,  Hirsch  bought  80%  of  Cavco 
Industries,  the  number  one  mobile 
home  maker  in  Arizona,  for  $73  mil- 
lion in  cash  in  1997.  Since  then 
Centex  purchased  a  small  mobile 
home  retailer  in  Arizona  and  started 
up  a  business  that  finances  mobile 
homes  and  another  that  builds  trailer 
parks.  The  mobile  home  operations 
are  expected  to  have  operating  earn- 
ings (net  before  depreciation,  interest 
and  taxes)  of  $12  million  in  the  fiscal 
year  that  ends  March  1999,  up  from 


$6.7  million  three  years  ago. 
All  told,  the  non-home-build- 
ing businesses  now  account  tor 
44%  of  Centex  sales  and  50% 
of  operating  profits. 

Resides  spreading  out  his 
company,  Hirsch  spreads  out 
his  management  power.  The 
home  building  operation  is  split 
into  40  profit  centers  run  by 
local  presidents  who  take  full 
responsibility  for  things  other 
large  builders  do  at  headquar- 
ters— like  buying  land,  pur- 
chasing building  materials  and 
contracting  services.  These 
regional  presidents  can  double 
or  triple  their  salary  by  turning 
in  fat  profits.  "I  tell  people  this 
is  the  closest  thing  to  running 
your  own  business  without 
putting  your  name  on  the 
debt,"  says  Andrew  Hannigan, 
president  of  Centex's  home 
building  operation. 

Starting  new  businesses  also  gives 
senior  executives  who  might  jump  to 
rival  builders  or  start  their  own  compa- 
nies a  way  to  stretch  their  wings. 
Stephen  Weinberg,  5 1 ,  was  in  charge  of 
a  Centex  home  building  region  when 
Hirsch  tapped  him  to  run  a  new  ven- 
ture that  offers  home  security,  lawn 
care  services  and  pest  control  to  Centex 
home  buyers  and  other  customers. 

Pest  control?  Centex  installs  a  series 
of  porous  plastic  pipes  in  the  walls  of 
new  homes  as  they  are  built.  For  $75 
every  three  months,  a  Centex  employ- 
ee fumigates  the  house.  In  new  com- 
munities as  many  as  90%  of  home 
buyers  sign  up  for  the  service.  Wein- 
berg's unit  now  has  100,000-plus  cus- 
tomers and  $31  million  in  revenues. 

Hirsch  can't  eliminate  cyclicity  from 
the  home  building  business,  but  if  he 
can  moderate  it,  he  should  be  able  to 
reduce  his  cost  of  talent  and  maybe 
even  his  cost  of  capital.  fli 
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An  interview  with  Leon  Levy  and 
Walter  Wriston. 

Paradigm 
change.5 


By  Tim  W.  Ferguson 

Sky-high  prices  on  stocks  of  earnings-less  companies. 
An  investment  boom  into  the  teeth  of  a  seeming  over- 
supply  of  goods.  Global  shocks  that  barely  rattle  Wall 
Street.  Is  it  folly — or  are  we  in  a  New  Economic  Para- 
digm, its  rules  rewritten  by  Moore's  Law  and  the 
infotech  revolution? 

Forbes  readers  are  acutely  sensitive  to  hype.  They 
know  business  runs  in  cycles  and  nothing  grows  to  the 
sky.  Yet  there's  an  enduring  case  for  optimism.  It's  evi- 
dent that  the  many  dour  warnings  of  the  1980s  about 
America  living  beyond  its  means  and  due  for  a  dire  reck- 
oning were  utterly  wrong.  These  jeremiads  often  were 
grounded  in  basic  business  accounting  but  somehow  they 
missed  an  enormous  transformation  of  the  economy.  Do 
the  doubters  of  the  new  valuations  and  the  new  rules  at 
the  end  of  the  century  similarly  miss  the  point? 

To  bring  long,  practical  experience  into  this  debate, 
FORBES  sat  down  with  Walter  Wriston,  the  retired  chair- 


The  old . . . 


i 


Levy  and  Wriston 
see  the  economy 
through  different 
lenses.  Levy,  a 
speculator  at 
heart,  doubts  that 
earnings  will  sup- 
port current  mul- 
tiples. Wriston, 
championing 
technology,  says 
accounting  tells 
us  too  little. 


For  all  the  attention 
paid  to  technology,  its 
driving  sectors  still 
amount  to  only  about 
20%  of  capital  invest- 
ment (tech  prices  are 
falling,  depressing  this 
measure).  Tech  stocks, 
though,  help  create  a 
wealth  effect,  leaving 
debt-happy  consumers 
exposed  if  the  equity 
party  ends.  The  growth 
camp  rebuts:  If  we  fig- 
ured right,  tech's  eco- 
nomic role  would  look 
bigger  and  the  boom's 
1  firmer. 


Total  household  assets  as  a  multiple 
of  disposable  personal  income 
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man  of  Citicorp,  and  Leon  Levy,  longtime  hedge- 
fund  don  at  Odyssey  Partners  and  currently  chairman 
of  the  Oppenheimer  Funds.  Wriston,  79,  is  the  author 
of  The  Twilight  of  Sovereignty:  How  the  Information 
Revolution  Is  Transforming  Our  World  (Simon  &  Schus- 
ter: 1992);  he  was  early  to  perceive  that  the  digital 
era  would  bring  profound  changes  not  just  to  the  econ- 
omy but  to  government.  Levy,  73,  made  a  fortune  on 
Wall  Street  by  betting  against  the  popular  enthusiasms 
of  the  dav. 


Forbes:  Do  we  have  a  New  Economy?  Are  the 
rules  different  from  the  ones  you  grew  up  with? 
Levy:  Strange  things  are  going  on  that  look  to  me 
more  ephemeral  and  cyclical  than  long  term.  I  think 
we're  going  through  a  period  that  has  some  of  the  fan- 
tasies of  the  1920s.  I  see  tremendous  speculation,  where 
people  think  they  can  make  more  money  trading  stocks 
than  they  possibly  can  by  being  in  business  and  making 
products. 

Yet  output  in  the  real  economy  seems  to  barrel 
right  along  with  stock  prices. 

Levy:  No,  last  year  corporate  profits  were  down  a  little 
bit.  And  as  the  world  gets  closer  and  closer  together,  you 
can't  ignore  what's  happening  in  Southeast  Asia  or  in 
Latin  America  or  in  Russia. 

Wriston:  Southeast  Asia,  ex  Japan,  has  a  GNP  about 
half  of  [that]  of  Massachusetts.  But  in  the  new  economy, 
there  are  some  new  rules.  Brian  Arthur's  work  at  the 
Santa  Fe  Institute  and  at  Stanford  shows  that  the  law  of 
increasing  returns  does  operate.  That  means  that  one  fax 
machine  is  worth  nothing;  connect  a  hundred  of  them 
together,  they're  worth  something;  connect  10,000, 
they're  worth  a  lot.  The  same  thing  happens  with  credit 
cards  ,\nd  everything  else.  It's  the  reverse  of  the  law 
of  diminishing  returns.  It's  a  function  of  the  network 
economy. 


he  new 


ps  in  connectivity- 
stable  or  falling  real 
st— power  the  info- 

ork  economy. 
rowth  in  wireless 

es  (which  may  be 
ven  faster  outside  the 
J.S.)  is  one  indicator  of 
tow  much  easier  it  is  to 
»e  instantly  in  touch. 
Meanwhile,  multiplying 
•mail  addresses  (figure 
.8  for  every  e-mail 
iser)  track  the  rise  in 
asy  digital  exchanges. 
•o  we  are  ever  more 
lugged  in.  Skeptics 
ksk:  To  what  end? 
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Continuing  that  logic:  Scarcity  is  not  a  definer 
of  value,  as  it  was  in  the  industrial  age.  Value 
comes  from  something  different.  And  so  maybe  it's 
okay  for  stocks  to  trade  at  32  times  earnings, 
rather  than  the  norm  of  14  times  for  most 
of  this  century? 

Wriston:  I  don't  know  anything  about  the  stock  market. 
Leon  is  the  expert  in  that.  All  I  can  tell  you  is  that  in 
the  1970s,  Polaroid  traded  at  96  times  earnings,  and 
McDonald's  traded  at  82  times.  Polaroid,  of  course, 
came  a  cropper.  Gee,  I  don't  know  what  happened  to 
McDonald's.  .  .  . 

Levy:  I  think  they've  been  through  a  tougher  period. 
Because  there  got  to  be  more  hamburger  stands  than 
there  were  children  who  can  eat  hamburgers. 
Maybe  gluts  still  matter — don't  we  have  a  glut 
of  commodities,  like  oil? 

Levy:  When  I  was  younger,  I  picked  up  the  report  of  the 
purchasing  agents  once  a  month  and  they  said  the  fol- 
lowing commodities  or  products  are  in  short  supply.  It's 
a  long  time  since  I've  read  about  anything  that's  in  short 
supply.  Do  you  know  of  anything? 
Wriston:  Attention. 

Tangible  net  worth  seems  to  be  in  short  supply 
in  the  stock  market. 

Wriston:  All  of  our  accounting  is  an  artifact.  Yesterday, 

for  example,  we  were  told 
to  write  off  our  software 
because  it's  an  intangible. 
The  whole  Y2K  problem 
is  caused  by  20-year-old 
software,  while  the  hard- 
ware that  we  were  told  to 
capitalize  has  all  been 
replaced.  So  they  had  it 
exactly  backwards. 
What  I  would  argue 
is  that  since  intellectual 
capital  is  the  current  par- 
adigm, and  innovation 
rather  than  incremental 
change  is  what  makes 
the  old  mare  run,  we 
have  no  way  to  book- 
keep.  If  you  look  at 
Microsoft's  balance  sheet, 
you'd  say,  well,  they 
don't  have  any  assets, 
except  some  cash.  But 
they  also  have  27,000 
people  with  intellectual 
capital,  and  the  market 
recognizes  that.  You  can 
argue  what  the  P/E  should  be.  But  right  now  the  num- 
bers to  me  don't  mean  anything. 

Take  working  capital.  Dell  Computer  is  selling  $10 
million  a  day  on  the  Internet  now.  They  turn  their  inven- 
tory 52  times  a  year.  And  they  don't  pay  their  suppliers 
for  10  days.  So  their  suppliers  finance  the  entire  business. 
Levy:  Look,  it's  just  a  new  kind    if  store.  Which  we  each 


"It's  been  a 
long  time  since 
I've  read  about 
anything  that's 
in  short  supply. 
Do  you  know 
of  anything?" 


have  seen  before.  First  in  the  1930s,  the  supermarket 
came,  and  they  put  all  the  corner  grocery  stores  out  o 
business.  Then  came  the  discount  stores  in  the  1950s.  Ii 
1962,  an  established  retailer  like  Kresge's  became  Kmart 
Discount  stores  didn't  go  broke  when  they  were  firs 
started,  but  they  do  go  broke — because  it's  too  ea 
create  a  discount  store. 

I  don't  think  the  fran- 
chise on  the  Internet  is 
going  to  be  worth  any- 
thing like  what  the 
market  attributes  to  it. 
Sure,  everybody  will  be 
on  the  Internet.  It's  a 
good  way  of  selling, 
maybe  better  than  any- 
thing we've  ever  had 
before.  Maybe  for 
books.  But  I  don't  think 
the  profits  will  be  there. 
And  I  think  that 
Amazon.com,  no  matter 
what  happens,  is 
overpriced. 

Wriston:  The  transitional 
companies  always  sell  at 
wild  p/es.  If  you  look  at 
when  Edison  invented  the 
lamp  and  all  of  that,  elec- 
trical stocks  were  selling  at 
80  and  90  p/Es.  There 
used  to  be  maybe  10,000 
telephone  companies  in 

the  United  States.  They  were  transitional  companies  th 
moved  us  into  the  industrial  age,  and  today  the  Interne 
the  software  companies  and  all  the  rest  of  it  are  part  of  tk  n 
transition.  Whether  they're  too  high  or  too  low,  I  dor    j 
have  the  judgment.  They're  tomorrow's  drivers,  and  peop 
who  believe  that  put  a  p/e  on  them  that  people  who  dor 
believe  the  change  has  come  do  not 
Levy:  A  stock  is  still  part  of  a  business  organization,  and 
values  the  entire  business.  Now  if  you  took  Amazon,  yc 
would  be  very  hard-pressed  to  come  up  with  any  anion 
of  books  you  can  imagine  are  going  to  be  sold  [to  just 
the  market  value]. 

Wriston:  Books  arc  only  their  first  product. 
Levy:  And  when  there  are  other  products,  there  will 
other  Amazons. 

Wriston:  One  of  the  things  the  Net  does  is  give  the  pow 
to  the  consumer.  You  can  go  into  the  Net  and  say,  I  wa 
to  buy  a  life  insurance  policy.  And  they  have  a  little  age 
in  there  that  will  give  vou  six  quotes — if  you  want  a  I 
company,  a  AAA  company,  or  an  A  company.  Same  thi 
with  a  mortgage.  You  just  type  in  your  zip  code,  and  the; 
give  you  the  mortgage  rates  and  the  names  of  the  vendo 
That's  a  totally  different  way  of  doing  business. 
Levy:  Yes,  but  in  the  end  you  still  have  a  loan  on  yc 
house.  Now  maybe  the  intermediary  gets  paid  less  J 
arranging  that  mortgage,  and  that's  a  good  thing  for  so 
ety.  But  somebody  still  has  to  buy  the  home.  I 


"The  transitiom 
al  companies 
always  sell  at 
wild  P/Es. 
Look  at  Edison 
and  the  electri- 
cal stocks." 
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The  SAS   Data  Mining  Solution 


There  are  millions  of  stories  in  your 
customer  data.  All  ready  to  be  sold. 

lich  prospects  arc  hot?  Or  not?  Which  target  groups  need  to  he  ignited. .  .or  simply 
ghted?  Instead  of  just  storing  your  customer  data,  why  not  get  the  whole  story  with 
SAS  Data  Mining  Solution?  It's  the  only  software  that  spans  every  facet  of  the  data 
ling  process,  hnnging  you  ease  of  use  and  analytical'depth  in  a  single  package — one 
draws  directly  from  the  award-winning  SAS  Data  Warehouse. 

[  point  and  click.  You  don't  have  to  he  a  statistician,  or  a  database  expert,  to  convert 
/  large  amounts  of  data  into  true  business  knowledge. .  .and  ultimately  into  competitive 
antage.  Identify  your  most  profitable  customers.  Gauge  the  effectiveness  of  advertising, 
nage  customer  relationships.  All  without  ever  leaving  your  desktop. 

ad  'em  and  reap 

the  patterns  you'll  discover  in  your  customer  data  point  the  way  to  more  profitable, 
active  decision  making.  To  find  out  more,  including  real-world  success  stories  and  an 
'ractive  demo  of  the  SAS  Data  Mining  Solution,  visit  us  at  www.sas.com/mining 


Analyze  sales, 
products,  and  finances 

Explore  customer 
demographics 

Detect  fraud 

Point-and-click 
graphical  user  interface 

Fully  Web  enabled 

Year  2000  compliant 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


www.sas.com/mining    E-mail:  forbes@sas.com    Phone  919.677.8200 
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A  judge  in  Texas  has  ordered  that  the  tide  of  technology 
be  stopped.  King  Canute  had  an  easier  task. 

Arrest  that  software! 


■ 
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By  Daniel  Fisher 

In  A  ruling  that  could  remove 
the  Quicken  Family  Lawyer 
program  from  store  shelves 
across  Texas,  U.S.  District 
Judge  Barefoot  Sanders  in 
Dallas  found  that  the  program 
is  a  little  too  smart  for  its  own 
good.  The  program,  published 
by  Mattel 's  Parsons  Technolo- 
gy division,  doesn't  just  spit 
out  canned  versions  of  wills 
and  other  legal  documents.  It 
helps  users  craft  a  customized 
document  by  posing  questions 
such  as  how  many  children 
they  have  and  what  state  they 
live  in.  That  dash  of  artificial 
intelligence  was  enough  to 
push  Quicken  Family  Lawyer 
across  the  line  into  the  illegal 
practice  of  law,  Sanders  ruled. 

Wait  a  minute.  The  software 
products  may  be  removed  from 
retail  stores.  But  any  Texan  who  wants 
to  can  still  get  the  software.  How? 
Simply  by  downloading  it  off  Parsons' 
Web  site,  www.parsonstech.com. 

"There's  no  way  to  police  this," 
says  Deborah  Rhode,  a  professor  at 
Stanford  Law  School.  "It's  inevitable 
that  this  kind  of  software  will  become 
more  available.  This  is  Custer's  last 
stand." 

Fighting  words  for  the  Texas  bar. 
"The  [Parsons]  program  is  like  a 
cyberlawyer,"  huffs  Mark  Ticer,  the 
attorney    who    pursued    the    case 
against  Parsons.  He  did  so  on  behalf 
of  something  called  the  I   nautho- 
rized  Practice  of  Law  Committee. 
This  is  a  secretive,  qu 
mental  agency  funded  I 
Bar  of  Texas.  "It's  like  son  u 
ting  on  the  other  side  oi     < 
and  drafting  the  document  foi 
Ticer  says. 

What  about  a  law  textbook 
instructs  you  how  to  write  the  pi 
will?  Isn't  that  giving  the  same  kind 


advice?  Could  the  Unauthorized  Prac- 
tice people  have  such  a  book  yanked 
from  the  shelves?  And  wouldn't 
there  be  a  bit  of  a  First  Amendment 
problem  if  they  did? 

In  his  ruling,  Judge  Sanders  swat- 
ted aside  free-speech  arguments, 
saying  the  Texas  statute  prohibiting 
the  unauthorized  practice  of  law  is 
"content-neutral"  because  it  doesn't 
target  the  expression  of  any  particu- 
lar opinion.  The  publishers  of  self- 
help  legal  guides  don't  agree. 
"Nothing  could  be  less  content-neu- 
tral than  doing  self-help  law,"  says 
Stephen  Elias,  associate  publisher  at 
Nolo  Press,  a  privately  held  Berkeley, 
Calif,  book  and  software  company 
that  publishes  WillMaker,  Small 
Business  Legal  Pro  and  other  self- 
help  guides. 

Nolo,  which  fought  its  own  battle 
-i  the  California  legal  establish- 
ment in  the  1970s  for  publishing  do- 
rself  divorce  kits,  is  under  inves- 
iiii.it ion   in  Texas  on  suspicion  of 


giving  too  much  advice.  Nolo  ha  loth 
asked  the  Texas  Supreme  Court  t 
force    the    Unauthorized    Practk 
committee  to  divulge  the  details  of 
probe,  such  as  which  Nolo  softwau  to 
titles  are  being  investigated  and  wh< 
if  anyone,  filed  a  complaint.  So  fa 
no  information  has  emerged. 

Strictly  out  of  sympathy  for  Mai 
Ticer  and  his  friends,  we'd  like  t 
offer  a  bit  of  advice  about  how  t 
enforce  the  unauthorized-practii 
rules.  This  is  a  big  job  they  are  tacl 
ling.  Halfway  measures  won't  worl 

■  Outlaw  Intuit's  TurboTax  ar 
Kiplinger's  TaxCut,  the  immense 
popular  tax  preparation  program 
For  the  money,  they  give  bet* 
advice  on  tax  law  than  you  get  fro 
a  tax  lawyer. 

■  Search  people  at  the  bordc 
Someone  driving  in  from  Oklahon 
could  be  carrying  a  diskette. 

■  Route  all  Internet  trafi 
through  the  governor's  office  f 
inspection. 
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Wow  do  you  make  good  money  off  a  commodity  business? 
pu  complicate  it.  Watch  Ecolab's  Allan  Schuman  at  work. 

the  art  of  soap  selling 


John  Gorham 

II  \\  S(  HUMAN  is  ill  the 
iddlc  of  his  pitch.  "Here 
c  haw  the  solid  soap  that 
xrs  into  the  machine,"  lie 
ys  in  his  Bronx  accent, 
plaining  a  soap  dispenser 
>r  a  commercial  dish 
■her.  "We  put  this  elec- 
onie  gizmo  computer  on 
>p  of  the  thing,  mu\  it 
lis  the  customer  how 
ng  the  machine  is  on, 
m  much  soap  is  being 
feensed,  how  hot  the 
ater  is,  are  you  using  too 
uch  energy?" 

Schuman  pauses.  "This 

a  very  simple  business. 
)  we  have  now  compu- 
ted the  hell  out  of  it." 

As  chief  executive   of 
colab  in  St.  Paul,  Minn., 
Human  sells  detergents 
id  other  cleaning  prod- 
Cts  to  the  kitchens  and      ^^^M 
undries    of   hotels    and 
staurants.  This  institutional  operation 
:counts  for  about  40%  of  the  compa 
y's  $1.9  billion  in  estimated  1998 
inual  sales  but  about  50%  of  its  oper- 
ing  profits.  The  remaining,  less  prof 
able  revenue  comes  from  an  assort- 
ment   of   services,    including    pest 
limination,  food-factory  sanitizing, 
.nitorial  work  and  industrial  laundries. 

If  you  look  at  commercial  detergents 
.  just  a  bunch  of  chemicals,  you  have 
commodity  business  on  your  hands, 
ut  Schuman,  64,  sees  his  company  as 
:lling  not  merely  chemicals  but  solu- 
ons  to  cleaning  problems.  Indeed, 
colab's  soaps  are  often  more  expen- 
ve  per  pound  than  competitors'.  But 
:>ap  costs  are  just  6%  of  the  total  clean- 
ig  expense  in  a  typical  operation, 
ncrgy,  labor  and  damaged  linen  and 
ishes  are  far  bigger  items.  Ecolab  gets 
remium  prices  because  it  saves  cus- 
>mers  money  in  these  other  areas. 
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Ecolab's  Allan  Schuman  in  his  "office" 
Who  says  soap  is  a  humdrum  business? 


John  Orobono,  vice  president  of  pur- 
chasing and,  distribution  at  Aramark,  a 
huge  managed-services  business,  is  an 
avid  Ecolab  fan.  Aramark  uses  150  dif- 
ferent Ecolab  products,  everything 
tiom  hand  soap  to  laundry  softener  to 
rinse  additives.  Automatic  measuring 
svstcms  combine  chemical  concentrates 
with  water  and  dispense  the  stuff,  elim- 
inating the  need  for  employees  to  mea- 
sure the  amount  of  chemical  them- 
selves. "Is  somebody  else's  product 
cheaper?"  Orobono  asks.  "To  us  it 
doesn't  matter.  It's  not  about  cost  per 
pound.  It's  about  cost  per  use." 

You  can't  argue  with  the  results. 
Ecolab's  net  income  has  nearly  dou- 
bled, from  $81  million  in  1993  to  an 
estimated  $153  million  in  1998. 

Ecolab  started  out  in  1923  in  a  St. 
Paul  garage  as  Economics  Laboratory. 
It  sold  powdered  and  liquid  detergent 
to  restaurants,  hotels  and  consumers, 


eventually  developing  a 
winner  in  Electrasol  dish- 
washer detergent.  But  that 
brand  was  sold  in  1987 
when  Netherlands-based 
Benckiser  bought  Ecolab's 
consumer  business.  Schu- 
man, who  signed  on  as  a 
junior  salesman  in  1957, 
worked  his  way  up  the  insti- 
tutional side  of  die  business. 
In  1981  Ecolab  scien- 
tists developed  solid 
detergent  concentrates  for 
laundry  and  dishwashing 
machines,  along  with  the 
dispensing  mechanism. 
One  of  Schuman's  accom- 
plishments was  to  quickly 
recognize  that  the  new 
product — which  was 

more  cost-effective  and 
easier  to  use  than  liquid 
or  powdered  detergent — 
would  be  a  hit  with  chain 
restaurants  and  hotels. 
No  muss,  no  fuss.  Who  cares  about 
the  price  of  the  soap  if  you  can  save  on 
labor?  Ecolab  supplies  detergents  and 
rinses  to  35%  to  40%  of  all  the  institu- 
tional facilities  in  the  U.S.  that  serve 
food,  according  to  PaineWebber  ana- 
lyst Robert  Ottenstein.  The  closest 
competitor  in  the  U.S.,  Unilever's 
DiverseyLever,  has  a  10%  to  15%  share. 
Schuman  recently  began  offering 
pool  and  spa  care  products,  kitchen 
equipment  repair  service  and  water 
treatment  chemicals  for  heating,  venti- 
lation and  air-conditioning  systems.  He 
has  also  begun  supplying  soap  and 
waxes  for  the  fragmented  car  wash 
business.  To  bulk  up  that  business  he 
recently    agreed    to    buy    Pennzoil- 
Quaker  State  Co.'s  Blue  Coral  Systems. 
"A  car  wash  is  a  large  dishwashing 
machine.     Bigger     pumps,     bigger 
motors,  bigger  nozzles,"  says  Schu- 
man. And  maybe  a  bigger  invoice.  H 
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ISIS  cellular  phone 
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ELO  500  Handheld  PC 
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NINO  100  Palm-size  PC 


ColUctioV) 

No  matter  where  you  are  or  where  you 
are  going,  stay  totally  connected.The  Philips 
NINO™  puts  e-mail,  scheduling,  dates  and 
numbers  in  the  palm  of  your  hand.  For 
even  more  performance  there's  the  amazing 
Philips  VELO™.The  fastest  handheld  PC*. 


Lei&mh  fangs  betf&f 


Andersen  Consulting  is  not  content  to  be  a  mere  advice-giver  o: 
a  body  shop.  It  wants  to  own  your  company's  digital  future 

THENETW 


"The  future  is  already  here.  If s  just  unevenly  distributed." 


This  sentiment,  cribbed  from  science  fiction  writer  William 
Gibson,  is  both  dogma  and  sales  slogan  at  Andersen  Con- 
sulting. The  firm's  1,250  million-dollar  partners  and 
64,000  minions  have  built  a  $10-billion-a-year  business 
in  pursuit  of  it. 

In  the  1990s  Andersen's  experts  have  grabbed  an 
unevenly  large  slice  of  the  future  by  overhauling  the  dig- 
ital plumbing  of  5,000  clients.  Now  they  want  to  get  a 
bigger  share  by  taking  control  of  your  data  and  telling  you 
how  to  run  your  business  in  a  New  Wave  world  where 
everything — workers,  customers,  suppliers,  partners,  gad- 
gets, databases — is  connected  to  everything  else. 

The  Andersenites  hope  to  construct  much  of  this  vir- 
tual ganglion.  They  want  to  buy  stakes  in  businesses 
linked  by  it  and  collect  tolls  on  transactions  that  traverse 
it.  Their  aim  is  to  dictate  the  digital  revolution  and  thrust 
it  upon  their  corporate  clients— and  charge  up  to  S700  an 
hour,  per  partner,  for  the  disruption. 

Should  you  let  them' 

Andersen  sows  equal  parrs  hope  a\m\  fear  in  planting 
these  ideas  with  customers.  "The  globe  is  littered  with 
companies  that  didn't  make  it,"  warns  Andersen's  man- 
aging partner  and  chief  executive,  George  Shaheen, 
preaching  apocalypse.  "The  changes  coming  in  the  next 
ten  years  threaten  everyone— including  us." 

Shaheen  says,  ominously,  that  only  one  in  three  chief 
executives  of  multinationals  fully  i      lerstands  how 
•his  revolution  will  roil  the  future.  O        one  in 
ten  has  a  clue  about  c  commerce,  ano 


er  top  Andersen  partner  says.  And  the  rest?  "They'r 
scared  to  death,"  Shaheen  says.  His  unspoken  point:  Yo 
can  avoid  getting  left  out  in  the  uneven  distribution  of  th 
future — if  you  hire  us  and  do  what  we  tell  you.  Ignore  u 
at  your  peril,  because  we're  working  with  your  rivals,  tot 

The  Shaheen  message  merits  attention,  for  he  has  eng 
neered  extraordinary,  fivefold  revenue  growth  in  th 
decade  since  taking  over  Andersen  Consulting  and  splil 
ting  it  off  from  its  older  and  dowdier  partner,  the  Art  hi 
Andersen  accounting  firm.  (The  two  are  locked  in  a  nast 
divorce,  bickering  over  the  consulting  side's  wealth  an 
competition  between  them.) 

Shaheen  is  54,  lean  and  self-confident  to  a  fault.  H 
bluntly  says  he  has  "reinvented"  consulting  and  reduce 
McKinsey  &  Co.  to  a  niche  player.  He  contends  IBM  is  n 
longer  even  a  technology  company — it  must  compete  o 
Andersen's  turf.  Driven  and  scrappy,  he  embodies  Andei 
sen's  aggressive  style — and  what  competitors  call  arrc 
gance  and  obstinacy. 

The  swagger  has  helped  make  Andersen  a 
powerhouse  in  information  technolo- 
gy in  the  1990s.  Whatever 
you  call  this  part  of 
the    IT   busi-  „ — -^ 

ness —  ^-»-** 


Managing  partni 

George  Shaheei 

On  the  edg 

of  a  revolutic 
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Taking  Over 


DuPont 


consulting  is  too  narrow  a  term,  services  too  broad — it 
has  been  on  a  tear,  and  Andersen  owns  one  of  the  biggest 
chunks  of  it. 

Companies  have  spent  billions  in  recent  years  on 
"enterprise  software"  from  SAP,  Oracle,  PeopleSoft  and 
the  like.  And  for  every  dollar  clients  have  put  up,  Ander- 
sen bills  another  $4  to  $10  customizing  it,  installing  it, 

lashing  it  to  other  systems 
and  training  people  to  use 
it.  If  software  were  simple, 
Andersen  would  be  out 
of  work. 

Its  systems  are  embed- 
ded in  banks,  utilities, 
manufacturers,  hospital 
chains,  even  the  Deutsche 
Borse.  One  setup  lets  7 
million  Spaniards  swipe 
smart  cards  at  computer 
kiosks  to  tap  their  social 
security  accounts.  A 
Harley-Davidson  system 
lets  a  biker  pick  out  a  new 
muffler  on-screen,  hear 
how  it  sounds  and  access 
the  dealer  of  his  choice. 
Andersen  wares  let  Glaxo 
Wellcome  push  new  drugs 
out  of  the  lab  one-third 
faster,  and  let  the  new  Irid- 
ium network  track  and  bill 
calls  around  the  earth. 

What's  that  worth? 
Andersen's  billings  have 
grown  20%  a  year,  five 
years  running,  to  $8.4  bil- 
lion last  year.  Of  that  sum, 
the  profit  for  the  firm's 
1,250  partners  came  to 
north  of  20%  of  revenues, 
or  at  least  $1.6  billion — 
almost  $1.3  million  apiece. 
Andersen  professes  to  have 
no  plans  to  go  public,  but 
if  it  did  it  might  get  valued 
at  $20  billion. 

But  abundant  obstacles 
stand  in  the  way  of  keeping 
up  Andersen's  robust 
growth.  If  the  economy 
slides  into  global  recession, 
IT  spending  will  be  among 
the  first  things  to  get  cut. 
Once-torrid  growth  in 
enterprise  software  has 
slowed  sharply.  A  raft  of 
pesky  upstarts  ply  a  new 
pitch:  Why  pay  techies  to 
install  new  software  when 
vou  cai    rent  it  from  us 


A  year  AGO  DuPont's  comput- 
er systems  were  an  incoher- 
ent mess  and  needed  an 
overhaul,  but  the  chemicals 
giant  needed  to  focus  on  its 
core  business. 

DuPont  wanted  a  single, 
tied-together  system  to  track 
orders,  inventory,  billing  and 
collection  and  to  accommo- 
date exhaustive  rules  for 
safety,  health  and  the  envi- 
ronment. But  "we  didn't  have 
the  experience,  people  or 
money  to  build  from  scratch," 
says  Cinda  Hallman,  a  senior 
vice  president  at  DuPont. 

In  came  Andersen  Consult- 
ing and  Computer  Sciences 
Corp.  (esc),  taking  control  of 
the  system  for  ten  years  at  a 
cost  of  $4  billion.  Andersen's 
take:  at  least  $550  million. 

Andersen  hired  400 
DuPont  employees,  trained 
them  and  moved  them  into  a 
colorful,  open  space  to 
encourage  teamwork.  When 
DuPont  needs  to  adjust 
billing  for  the  euro,  boost 
reporting  for  environmental 
regulations  or  adopt  a  tax 
code  change,  Andersen  and 
CSC  programmers  go  to  work. 

The  firm  meticulously 
measures  response  times  and 
displays  the  results.  Andersen 
has  cut  the  cost  of  maintain- 
ing DuPont's  old  system  by 
more  than  20%.  It  responds 
to  and  solves  more  than  95% 
of  DuPont's  systemwide  prob- 
lems in  less  than  four  hours. 

The  outsourcers  keep 
DuPont's  "plumbing"  hum- 
ming 24  hours  a  day,  seven 
days  a  week.  DuPont,  mean- 
while, takes  care  of  its  real 
business.  -R.L. 


HEAD  TECHIE  JOE  CARTER:  A  clear  view  of  the  future  from  Palo  Alto. 


over  the  Internet?  (Seep.  102.) 

"We're  going  to  hit  a  wall,"  Shaheen  frets.  "That's  wl    | 
I'm  looking  to  reinvent  Andersen  once  again  and  redi 
fine  the  consulting  of  the  future." 

This  grand  scheme  relies  on  exploiting  the  Internet    . 
proliferating  hooks  into  businesses  and  consumers.  Wit 
help  from  a  Microsoft  and  an  AT&T,  Shaheen  muses,  "w 


■*! 


Cool  stuff 

Fire  your  assistant,  trash  the 
newspaper,  throw  out  your  day 
planner.  Information  and  com- 
puters will  soon  be  available 
everywhere — on  your  person,  in 
a  car,  in  your  pocket,  even  in 
your  eyeglasses.  Andersen  Con- 
sulting's  researchers  tinker  with 
electronic  toys  that  make  data 
more  accessible  than  ever. 

Beneath  many  of  the  ideas  is 
a  complex  software  "agent" 
called  Munin,  named  for  a 
mythological  raven  that  flew 
around  the  universe  each  day 
to  bring  back  news  of  the 


world.  Andersen's  agent 
data  from  the  Internet  o 
rate  networks  and  delive 
anywhere,  from  handhel 
puters  to  headsets. 

Andersen  labs  in  Chic 
Palo  Alto,  Calif,  and  Sop 
Antipolis,  France  don't  i 
the  hardware,  but  they  c 
create  ways  hardware,  & 
and  the  Web  can  work  t( 

The  gadgets  below  ar 
sale  yet  (patents  are  per 
they're  sales  tools  to  she 
clients  just  how  ubiquiti 
personalized  informatioi 
can  be.  "The  whole  worl 
being  turned  into  bits,  a 
want  to  show  you  how  tl 
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could  become  a  global  travel  company.  .  .  .  We 
could  plan  your  trip  to  Istanbul,  hire  a  guide,  tell 
you  where  to  stay  and  eat,  even  arrange  daily  boat 
trips.  There's  no  limit,  and  we  don't  need  a  plant 
or  an  office  to  do  it."  Or  even  a  phone. 

Andersen  just  completed  "Sunpeak,"  a  vast  net- 
work for  Sun  Microsvstems,  no  high-tech  slouch 
itself.  The  firm  wiped  out  40  old  computer  systems 
and  rewired  60  others  to  link  them  into  a  single 
secure  network.  It  lashes  together  all  suppliers  at 
one  end  and  all  Sun  customer 
accounts  at  the  other,  tying  in 
all  employees  in  the  middle. 
Now  a  mouse-click  connects 
any  part  of  this  data  mass  to 
any  other  part. 

Sunpeak  will  quicken  inven- 
tory turnover,  speed  up  product 
cycles  and  let  Sun  divine,  in  real 
time,  the  profit  margin  on  every 
workstation  it  sells,  savs  Masood 
Jabbar,  president  of  Sun's  com- 
puter-systems unit.  "It's  the 
foundation  for  'dot-comming' 
ourselves.  It's  what  the  new  net- 
worked economy  is  all  about." 
Andersen  is  erecting  similar  net 
works  for  Nokia,  Hricsson  ,\nd 
Texas  Instruments. 
Nortel's  Bay  Networks,  sim- 
|  ilarly,  sells  network  gear  on-line 
with  Andersen's  help.  The  firm 
also  has  a  $73  million  contract 
p  do  much  the  same  thing  for  the  Air  Force,  linking 
00,000  maintenance  workers  at  200  tar-flung  sites  for 
Irdering  and  shipping  parts  and  supplies. 
I  These  "business- to- business"  links  will  come  first;  con- 
iimcr  systems  will  come  later.  In  a  few  vears  most  insur- 
nce  and  car  sales  will  play  out  on  the  Web,  says.Rudy 
niryear,  Andersen's  head  of  e  commerce.  (But  consumer 
■commerce  is  harder  than  it  looks;  see  p.  124.) 


Andersen  can  make  lots  of  money  now,  however,  erect- 
ing the  tech  infrastructure.  Shaheen  says  that,  just  as 
Bechtel  Group  built  the  world's  bridges  and  dams  and 
highways  in  decades  past,  "we  will  build  the  business 
processes  of  the  electronic  revolution — redesigning  the 
marketplace,  changing  its  work  processes,  retraining  its 
work  force." 

That's  a  tall  order,  and  some  say  Andersen's  fervent 
belief  in  its  vision  of  the  future  can  rankle  clients. 
"Andersen  has  to  shore  up  its  culture  to  be  more  people- 


Who  rules  the  digital  domain? 


Depends  on  how  you  dissect  the  revenue.  IBM  boasts  the  biggest  services  business, 
but  most  of  it  flows  from  outsourcing  and  maintenance.  McKinsey  is  all  strategy. 
Here's  how  Andersen  compares. 


Total  1998  global  revenue' 
($bil) 


Biggest  division  as  percentage 
of  revenue2 


IBM  Global  Services 

$29  0* 

IT  outsourcing  (41%) 

EDS 

16.9 

IT  outsourcing  (53%) 

Andersen  Consulting 

84 

IT  development  and  integration  (59%) 

CSC 

7.4 

IT  outsourcing  (42%) 

Cap  Gemini 

4.7 

IT  development  and  integration  (60%) 

Ernst  &  Young 

(CONSULTING  ONLY) 

4.0 

IT  development  and  integration  (58%) 

PricewaterhouseCoopers 

(CONSULTING  ONLY) 

4.0 

IT  development  and  integration  (55%) 

KPMG  International 

(CONSULTING  ONLY) 

3.0' 

IT  development  and  integration  (69%) 

McKinsey  &  Co 

2.5 

Strategy  and  management  consulting  (100%) 

Deloitte  Consulting 

18 

IT  development  and  integration  (53%) 

Booz.  Allen  &  Hamilton 

1.5s 

Strategy  and  management  consulting  (60%) 

'Company  statistics.  Dataquest  1997  estimates  extrapolated  by  Forbes  for  1998.  '30%  of  revenue  from  supporting/main- 
taining hardware  and  software  products.  'Fiscal  year  ending  Sept.  30, 1998.  'Fiscal  year  ending  Mar.  31, 1999. 


client  sensitive,"  says  Bonnie  Digrius,  an  analyst  in 
Basking  Ridge,  N.J.,  who  has  advised  some  of 
Andersen's  clients. 

Shaheen  dismisses  such  carping  as 
jealousy  and  insecurity  about 
the  future.  "There's  always 
resistance  to  change.  We  have 
to  see  it  through.  Our  clients 


an  be  turned  into  bucks,"  says 
oe  Carter,  a  partner  at  the  Palo 
ItoHab. 
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ttention  shoppers!  Scan  this 
mall  device  across  a  book's 
•ar  code  to  find  out  which  on- 
ne  retailers  sell  it  cheaper  and 
iow  quickly  they'll  deliver. 
hen  buy  it  electronically. 


Today  books,  tomorrow  Walk- 
mans, sneakers,  breakfast 
cereal.  Wake  up,  retailers — 
consumers  will  never  be 
the  same. 


Cool  screens  on  office  walls 
detect  workers  by  voice  or  I.D. 
badge,  greet  them  by  name  and 
dish  up  useful,  timely  and  per- 
sonalized stuff  like  traffic 
reports,  appointments,  Web 
sites,  tonight's  grocery  list  and 
even  sports  scores. 

Illi'l  hililiiH  — 

Wear  a  computer  on  your  head. 
Great  for  factory  workers, 


mechanics,  even  surgeons,  who 
need  hands  free.  Just  speak  to 
order  parts  or  download  data 
like  blueprints.  View  them  all 
on  a  mini-monitor  inches  from 
the  eye. 


lAVJJMItfJflEEm 


A  portable  view  of  your  world. 
This  pocket-phone-size  device 
displays  urgent  e-mails,  traffic 
reports,  headlines  and  appoint- 
ments, all  on  a  tiny  screen. 
Forget  to  prep  for  a  meeting? 
This  thing  even  picks  reports 
and  articles  off  the  Web  and 
zaps  them  back  to  wherever 
you  are. 

-R.L  and  J.G. 


want  us  to  have  a  point  of  view." 

His  brashness  is  the  product  of  a  guy  who  rose  up  from 
modest  origins.  He  grew  up  with  identical  twin  Gerald 
(now  a  group  president  at  Caterpillar)  in  tiny  Elmwood, 
111.  At  age  13  he  spent  Saturdays  chopping  up  sides  of 
beef  for  his  father's  grocery  store.  He  attended  little- 
known  Bradley  University  15  miles  away,  in  Peoria,  111., 
graduating  in  1967  to  join  Arthur  Andersen.  Soon,  "I 
became  the  go-to  guy,"  Shaheen  says. 

In  1977  he  turned  a  two-week  assignment  at  Wheel- 
abrator  in  South  Bend,  Ind.  into  a  three-year  occupation. 
By  1986  he  had  moved  to  Silicon  Valley.  In  1989  he  took 
the  top  job  at  the  consulting  arm  and  oversaw  the  move 
to  set  up  Andersen  Consulting  as  a  free-standing  unit. 
These  days  he  makes  his  home  in  Silicon  Valley,  often 
works  out  of  New  York  and  travels  80%  of  the  year. 

Along  the  way,  Shaheen  built  a  reputation  as  a  tough 
and  relentless  operator  who  didn't  bother  to  mask  his 
combative  nature.  To  hear  him  tell  it:  "We  redefined  what 
consulting  is.  We  invented  the  future,  and  it  was  a  pow- 
erful dynamic."  What  about  McKinsey  &  Co.;  Booz, 
Allen;  Boston  Consulting  Group?  "We  balkanized  them. 
They'll  never  catch  up." 

How  about  IBM?  Forget  it,  Shaheen  says — its  "e-busi- 
ness" campaign  proves  "they're  no  longer  a  technology 
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company.  Their  ethos  is  being  eroded."  But  he  concedesi 
"They  have  a  hell  of  a  cachet." 

Shaheen  wants  to  lift  Andersen  to  the  next  level  b 
styling  the  firm  as  part  operator,  part  venture  capitalis     I 
and  part  toll-taker  on  the  digital  highway.  It  has  even 
become  a  developerof  Web  gadgets  (see  box,  p.  100). 

A  small  firm  in  Minneapolis,  PRA  Solutions,  serves  7  c 
the  top  25  airlines  and  handles  revenue  accounting  fo 
one-third  of  the  world's  airline  tickets,  saving  $250  mil|  , 
lion  a  year  rectifying  mistakes  made  by  travel  agents.  Th 
firm's  owner:  Andersen  Consulting.  PRA  takes  a  tiny  com|:: 
mission  on  each  transaction. 

Similarly,  Andersen  cleverly  collaborated  with  softwan 
hotshot  SAP  to  customize  logistics  programming  for  15  o 
the  16  biggest  oil  producers  in  the  world.  And  it  invested! 
just  $4  million  in  1995  for  a  10%  stake  in  a  nobody  thai 
made  software  for  marketers.  The  payoff:  $700  million  ill 
new  work  and  a  6%  stake  now  worth  $215  million.  Thfl 
nobody  grew  up  into  a  software  star:  Siebel  Systems. 

Andersen  put  up  $25  million  to  overhaul  Ontario! 
Canada's  welfare   system.    Its   annual   fee   will   be 
substantial  portion  of  expected  yearly  savings  of  $25t,  i! 
million.  Similarly,  Andersen  built  a  billing  system  fo< 
Pacific  Bell  and  Sprint  in  the  late  1980s — and  has  sine 
tailored  it  for  others.  Now  the  package  handles  billinn 


Simpler  software  +  the  Internet  =  fewer  consultants 


By  Josh  McHugh 

Andersen  Consulting's 
director  of  strategy,  Peter 
Fuchs,  loses  sleep  worrying 
about  how  to  preserve  the 
biggest  piece  of  Andersen's 
business — the  $5  billion  a 
year  it  takes  in  for  installing, 
customizing  and  supporting 
software  made  by  SAP,  Peo- 
pleSoft  and  the  like. 

Michael  Seckler  and  John 
Alberg,  a  pair  of  26-year-old 
Williams  College  graduates, 
may  not  be  the  stars  of 
Fuchs'  nightmares  yet,  but 
they're  working  on  it. 

Their  startup,  Atlanta- 
based  Employease  Inc.,  is 
one  of  a  spate  of  new  outfits 
with  a  deceptively  simple 
sell:  Why  buy  computers  and 
pricey  programming  and  pay 
a  bunch  of  consultants  to 
tailor  it?  Just  rent  the  ser- 
vice from  us  over  the  World 
Wide  Web. 

The  handful  of  handsome- 
ly funded  startups  (see  oppo- 
site) harks  back  to  the  1960s 
and  the  days  of  time-share 
computing.  Back  then, 


room-sized  computer 
systems  were  so  expen- 
sive that  midsize  busi- 
nesses simply  rented 
computer  time  from  a 
supplier. 

This  time  around 
workers  at  the  client 
company  can  simply  use 
a  Web  browser  to  tap  into 
the  remote  computer 
power.  The  "Netsourcer" 
takes  care  of  the  hard- 
ware and  software,  man- 
aging the  unpleasant  bits 
of  the  programming  for  a 
flat  fee  and  renting  the 
useful  functions  and 
data  to  small  companies 
via  the  Internet. 

"This  is  a  fundamen- 
tally different  way  of 
doing  [corporate  soft- 
ware]," Seckler  says. 
"We're  less  akin  to  Peo- 
pleSoft  than  we  are  to 
E  Trade  and  Amazon." 

The  Net  threat  could  one 
day  i  ave  a  severe  impact  on 
Ander^n  and  its  ilk.  For  now, 
enterpn  >e  software  from  SAP 


CONSULTANT-KILLERS:  John  Alberg  and  Mike  Seckler  of  Employease. 


and  others  is  frustratingly 
complex.  Andersen's  main 
worry:  that  someone  will  sim- 
plify the  programming  so 


much  that  its  armies  of  high 
priced  consultants  won't  be 
needed. 

For  now,  Andersen  clients 
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or  10  of  the  top  20  telcos  in  the  world. 

Shaheen  is  going  back  into  the  grocery  trade  he  worked 
n  as  a  teenager.  Andersen  hopes  to  organize  the  nation's 
bod  producers,  including  Coca-Cola  Co.,  Sara  Lee 
!orp.,  Kraft  Foods  and  Nabisco,  into  a  national  delivery 
ystem  over  the  Web.  It  would  eliminate  middleman 
vholesalers  and  cut  paperwork  for  orders  and  billing — 
ind  perhaps  provide  Andersen  with  a  tidy  little  vigorish 
)n  every  order. 

Toll-taking  and  risk-taking  will  be  a  growing  part  of  the 
iVndersen  future.  Currently  Andersen  handles  outsourc- 
ng  of  data  processing  (albeit  it  is  much  smaller  in  this  seg- 
nent  than  Electronic  Data  Systems  and  IBM)  and  it  tells 
lients  what  to  do  (competing  with  McKinsey,  Boston 
Consulting  and  others). 

Andersen's  slick  promotion  and  sometimes  high- 
nanded  approach  have  gotten  it  into  scrapes.  Its  "aggres- 
ive  marketing  unduly  raises  client  expectations  beyond 
vhat  it  can  deliver,"  a  recent  Gartner  Group  report  says. 
Viedline  Industries,  a  $750  million  (sales)  medical  sup- 
plies company  m  Mundelein,  111.,  is  suing  Andersen  over 
in  $8.6  million  contract  that  went  awry.  It  alleges  that, 
irter  faulty  data  and  other  major  snags  emerged,  Ander- 
en  threatened  to  pull  out  unless  Medline  forked  over 
mother  $6.7  million,  which  it  did.  The  case  is  pending. 


ut  up  with  installation  proj- 
jcts  and  upgrades  that  can 
jrag  on  for  years  and  cost 
&100  million  or  more.  For 
every  dollar  they  spend  on 
SAP  software,  Andersen  bills 
another  $4  to  $10  for 
"naking  it  work. 

At  Employease,  Seckler 
and  Alberg  don't  bother 
Tying  to  retrofit  popular 
nternal  systems  for  Internet 
delivery.  They  write  simple, 
jWeb-based  programs  han- 
ging health  and  insurance 
)lans.  The  software  runs  on 
op  of  a  massive  central 
jatabase  and  is  geared 
ipecifically  for  the  Web. 

"You  don't  need  to  worry 
ha*  these  50  users  are  on 
version  3.1,  but  those  hun- 
dred are  on  3.3,"  says 
Iberg.  "There's  only  one 
:opy."  The  company's  setup 
ee  starts  at  $350  per 
;mployee,  then  $3  to  $4  a 
onth  for  each  employee. 
That's  not  a  typo. 

And  no  consultants 
eeded. 

A  variety  of  newcomers 
and  incumbent  software 
companies  hope  to  put 
consultants  out  of  work. 
Among  them: 


Corio,  Redwood  City, 
Calif.:  Internet  portal  Excite, 
Inc.  decided  to  let  Corio 
manage  the  costs  and 
headaches  of  installing  and 
maintaining  PeopleSoft's 
financial  software  programs 
for  a  flat  monthly  fee.  The 
connection:  Venture  capital 
firm  Kleiner  Perkins  Caufield 
&  Byers  is  sugar  daddy  to 
both  companies.  Also  deliv- 
ers PeopleSoft  services  to 
telecom  equipment  maker 
Clarent. 

USinternetworking, 
Annapolis,  Md.:  Raised  an 
eye-popping  $95  million  in 
venture  funding,  now  in  reg- 
istration to  go  public.  U  S 
West  uses  USI  as  an  out- 
sourcer  to  deliver  and  man- 
age sales  force  automation 
software  by  Siebel  Systems, 
another  major  investor.  Also 
serves  up  heavy-duty  applica- 
tions by  PeopleSoft  and 
Microsoft  via  secure,  Inter- 
net-based communications. 

Impresse,  Sunnyvale, 
Calif.:  Another  member  of 
the  start-from-scratch 
school.  Writing  manufactur- 
ing applications- specifically 
for  Net  delivery.  A  big 
funder:  Kleiner  Perkins. 


"Andersen  sells  bigger 
teams  than  are  needed. 
Small  is  beautiful,"  says 
Laurence  Holt,  who  runs 
tiny  rival  Quidnunc,  which 
dispatches  five-person 
teams  to  give  e-commerce 
advice  to  Goldman,  Sachs 
&  Co.  and  others. 

But  traditional  consult- 
ing, focusing  on  strategy, 
provides  direction  without 
giving  a  client  the  technol- 
ogy to  execute  it.  And  exe- 
cuting it  can  require  a  lot  of 
bodies.  "You  can  have  the 
most  exotic  computer 
system  in  the  world,  but  if 
you've  got  people  at  the 
front  of  it  and  the  back  of  it 
and  the  side  of  it  who  don't 
know  what  to  do,  that 
thing  will  crater  in  a  heart- 
beat," Shaheen  says. 

It  helps  the  partner- 
owners  of  Andersen  that 
the  hired  hands  are  billed  at 
a  high  rate  and  that  there 
are  a  lot  of  them.  These 
worker  bees  outnumbered 
partners  30-to-l  when  Sha- 
heen took  over;  these  days 
the  ratio  is  50-to-l.  Last 
year  Andersen  hired  15,000 
newcomers  (see  p.  104). 
They  are  smart,  but  there- 
are  not  many  mavericks 
among  them.  They  are  will- 
ing to  march  in  lockstep, 
using  repeatable  methods 
to  get  quantifiable  results. 

The  firm's  Knowledge 
Xchange,  an  on-line  data- 
base spanning  1.5  million 
pages,  lets  Andersenites 
read  up  on  the  fixes  and 
gaffes  committed  in  every 
project  the  firm  has  done  in 
the  1990s. 

"Andersen  is  much  more 
structured  and  methodical,  which  is  both  a  strength  and 
a  weakness,"  says  Carol  Lindstrom,  an  18 -year  veteran 
who  defected  to  Deloitte  Consulting  in  1993  to  build  a 
rival  service.  Andersenites  "aren't  encouraged  to  be  cre- 
ative in  their  early  years.  You're  given  a  series  of  tasks,  and 
approaches  are  all  laid  out  for  you,"  she  says. 

The  rigidity  is  fine  by  some  clients.  "A  high  level  of  dis- 
cipline is  necessary  to  overlay  a  mosaic  of  change,"  says 
Cinda  Hallman,  a  senior  vice  president  at  DuPont,  a  big 
Andersen  account.  "Andersen  focuses  on  productivity. 


Building 
Iridium's 
Infrastructure 

The  power  to  make  a  wire- 
less call  from  anywhere  on 
the  globe  was  the  dream  of 
Iridium.  The  venture,  20%- 
owned  by  Motorola,  with  18 
telecom  partners  around  the 
world,  has  66  satellites 
orbiting  the  earth  and  offices 
in  15  countries. 

That's  a  logistical  night- 
mare. A  traveler  from  Chica- 
go makes  a  call  from  Istan- 
bul to  Paris.  Iridium  must 
track  the  call's  length, 
account  for  local  costs  in 
various  currencies,  bill  the 
caller  and  distribute  the 
proceeds  to  the  right  over- 
seas networks.  Millions  of 
times  a  month. 

Aspirin,  please.  Andersen 
built  the  underlying  software 
and  helped  decide  how  to 
service  and  bill  customers. 
It  trained  staffers  in  how  to 
deal  with  callers  from  Aus- 
tralia to  Canada.  It  designed 
billing  to  capture  each  call, 
id  callers,  collect  money  and 
divide  it  up. 

Andersen  customized  and 
linked  some  100  software 
packages.  It  built  a  data- 
base to  sort  calls  and  send 
details  to  regional  offices. 
Local  computers  convert 
each  call's  cost  to  local  cur- 
rency and  adjust  for 
exchange  rates  and  local 
taxes.  After  two  years  of 
work  the  system  went  live 
Nov.  1.  Iridium  expects  to 
have  4  million  to  5  million 
subscribers  by  2002.  -J.G. 
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They  measure,  they  get.  They  measure,  they  get.  It's  con- 
tinuous— and  it's  the  discipline  we  needed  at  DuPont." 
(Sec  box,  p.  100.) 

Andersen  has  done  similar  work  for  J. P.  Morgan 
and  Ryder  System,  as  part  of  a  push  into  the  outsourcing 
business.  Shaheen  hopes  to  raise  Andersen's  outsourcing 
revenue,  now  at  onlv  $1.2  bil- 
lion, or  14%  of  1998  rev- 
enue, to  roughly  40%  of 


So  many  resumes,  so  little  time 


Seeking  15,000 
George  Shaheens 


i® 


Three  million  resumes 
poured  into  Andersen  Con- 
suiting's  137  offices  world- 
wide last  year.  From  this 
paper  mountain  Andersen 
sifted  out  15,000  hires  with 
the  qualities  George  Shaheen 
wants:  diligence,  drive, 
brains  and  teamwork. 

Andersen  devotes  900 
recruiters  to  the  task — and 
250,000  hours  of  interviews. 
Only  200,000  prospects  got 
initial  15-minute  meetings. 
The  firm  offered  20,000 
people  jobs;  75%  accepted. 
They  included  6,500  new 
college  graduates  starting  at 
$30,000  to  $50,000;  1,000 
with  M.B.A.sand  1,500  with 
other  postgraduate  degrees. 
Andersen  hired  6,000  from 
other  companies. 

The  preferred  Andersen 
profile?  Carol  Meyer,  partner 
in  charge  of  human  re- 
sources, guards  that  list  like 
Coke's  secret  formula.  "We 
took  a  step  back  and  asked, 
'What  makes  George  Shaheen 
and  other  top  partners  suc- 
cessful? Was  it  board  scores 
or  something  else?'"  she  says. 

Andersen  identified  eight 
traits,  but  she  will  name  only 
two:  critical  thinking  and 
being  a  self-starter.  College 
placement  directors  and  other 
Andersenites  cite  a  few  more. 

A  midwestern  work  ethic  is 
more  important  than  a  Phi 
Beta  Kappa  key.  Grades  can 
be  a  3.2  out  of  4.0.  The  abil- 
ity to  juggle  school,  extracur- 
ricular activities  and  jobs  to 
pay  for  college  is  critical. 

Diplomacy  figures  in 
there.  Andersen  asks  candi- 


dates to 
relate  the  way 
they  resolved  a  per- 
sonal conflict. 

A  willingness  to  travel  far 
from  home,  for  months  at  a 
time,  is  critical.  Any  hesita- 
tion about  being  stuck  in 
Manila  for  two  years,  flying 
back  to  see  family  only 
rarely,  can  be  a  disqualifier. 

Students  need  the 
patience  to  learn  the 
painstaking  steps  necessary 
to  master  technology  and  the 
Andersen  process.  They  must 
display  evidence  of  team- 
work. If  you  want  to  score 
well  at  that  interview,  use 
"we"  instead  of  "I"  to  explain 
a  past  work  experience. 

Who  gets  rejected  out- 
right? College  kids  who 
didn't  do  their  homework  on 
Andersen,  more  experienced 
workers  whose  salary  expec- 
tations are  too  high. 

Resumes  that  don't  come 
from  campus  referrals — 1.2 
million  last  year — go  into  a 
database,  routed  to  regional 
offices  and  kept  alive  for  six 
months.  If  a  local  partner 
needs  to  hire  programmers 
for  a  new  client,  a  search  can 
sift  out  "C++"  in  a  list  of  pro- 
gramming languages  used. 

Andersen  targets  60 
nationally  known  U.S. 
schools,  including  Cornell 
and  Harvard  but  also  distinct- 
ly non-Ivy  campuses  such  as 
Northwestern,  the  University 
of  Illinois  and  tiny  Bradley 
University  in  Peoria,  III.,  Sha- 
heen's  alma  mater.  At 
Bradley,  Shaheen  pops  into 
the  placement  office  to  make 


Andersen's  business  in  five  years. 

Even  the  outsourcing  push,  however,  carries  risks.  Tel 
win  the  DuPont  business,  Andersen  hired  400  techiel 
from  the  client's  payroll.  To  land  more  business,  Anderl 
sen  will  inevitably  have  to  hire  more  people.  What  il 
Andersen's  costly  team  efforts  could  be  replaced  by  th| 

Internet? 

Peter      Fuch 

v    the       consultin 

firm's  director  o 

strategy,  says  th 

programs  Ander 

sen  integrates  ma 

someday  be  sold  cheap 

ly  and  smoothly  over  thi 

Web.  One  day,  he  sug; 

gests,    even    the    mos 

sophisticated  enterpris 

programs  might  auto 

matically  integrat 

themselves  like  a  Leg 

set,  no  longer  requirin 

legions  of  billable  pro 

grammers  to  fit  them  a 

together. 

George  Shaheen  say 
Web  delivery  of  sophis 
ticated  software  coul 
be  ready  in  three  yea 
and  that  Anderse 
has  to  prepare  for  it 
becoming  a  "Ne 
sourcer"  just  like  th 
startups.  That  cou 
mean  someday  oblitei 
ating  the  firm's  pricin 
model  and  reducin 
the  upside  it  enjoy 
from  having  thousanc 
of  staffers  toilin 
endlessly  at  custome 
accounts.  He  say 
Andersen  has  littl 
choice  because  othei 
will  do  it,  too. 

Rut  how  could  Shi 
heen  &  Co.  talk  an 
other  way?  Anderse 
Consulting  tells  all  i' 
clients  that  po\v< 
resides  in  the  nctworl 
that  technology's  bi 
rewards  come  with  bi 
risks,  and  that  a  comp; 
nv  can't  embrace  th 
future  without  bein 
willing  to  destroy  sonr 
of  its  own  past.  Shahee 
runs  his  business  tr 
same  way.  ■ 


Last  year  3  million  resumes  are 
received  from  campuses,  the 
Web,  by  mail  and  referral. 


1 .2  million  not  from  new  college 
graduates  are  scanned  into  a 
national  database. 


200,000  get  15-minute 
interviews  with  a  company 
recruiter. 


100,000  prospects  make  the  next 
cut,  getting  called  back  for  two 
one-hour  interviews. 


A  total  of  20,000  candidates  get 
job  offers.  Only  15,000  accept 
and  start  life  at  Andersen. 


But  10,000  people  leave  the  firm 
(15%  turnover).  So  net  growth 

«.  is  5,000  new  jobs,  or  about 

\  8%  of  the  work  force. 


sure  his  company  is  getting 
its  share  of  top  grads.  At 
Northwestern 's  Kellogg  Grad- 
uate School  of  Management, 
Andersen  sent  in  30  people 
to  woo  1998  M.B.A.s,  nab- 
bing 13  from  a  class  of  642. 
McKinsey  did  better  with  37. 

Andersen  spends  $550 
million  a  year  to  train  and 
retrain  employees,  mostly  at 
its  151-acre  St.  Charles 
campus  two  hours  outside 
Chicago.  Full-time  teachers 
and  partners  drill  new  recruits 
and  veterans  on  the  struc- 
tured, step-by-step  approach- 
es to  project  management, 
problem-solving,  software 
implementation,  even  how  to 
talk  to  clients.  A  job  at  Ander- 
sen can  be  like  joining  the 
military — but  with  a  lot  more 
travel. 

-J.G. 
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Its  clock  was  designed  to  measure  time 

within  1 /40,000th  of  a  second.  And  the  rest 

of  the  car  to  help  you  lose  track  of  it. 


i 


'*. 


Could  it  be  a  time  machine  in  disguise?  What  else  would  you  call  the  sheer  joy  of  driving  a  luxury  car  this  precisely 
engineered?  Indeed,  from  the  moment  you  close  the  multisealed  door  to  the  instant  its  253  hp  engine  purrs  to 
life,  the  Chrysler  LHS  proves  that  worldly  elegance  can  coexist  with  NASA-like  precision.  The  1 999  Chrysler  LHS, 
$29,545  fully  equipped.*  For  more  information,  call  1.800.CHRYSLER  or  simply  visit  www.chryslercars.com. 


ENGINEERED  TO  BE   GREAT  CARS 


CHRYSLER  LHS 


is  MSRP  includes  destination  Tax  and  options  extra. 


©1998  NEC  USA,  Inc. 


"It's  an  unsettling  thought, 
but  if  every  other  technology  company  in  the 

world  mysteriously  disappeared, 
we  could  probably  get  by  on  NEC  alone." 


—  THE  RED  HERRING 


■V 


hat's  because  NEC's  expertise  spans  the  computer,  communications,  imaging  and  semiconductor  technologies 
lat  together  make  up  the  world  of  multimedia.  Our  ATM  systems  integrate  voice,  video  and  data  so  you  can 
ollaborate  on  just  about  any  kind  of  project  with  colleagues  just  about  anywhere.  Our  graphics  accelerators  give 
ountless  interactive  games  their  turbocharged  thrills.  Our  full-color,  hand-held 
omputers  let  you  slip  your  office  into  your  briefcase.  Our  new,  flat  panel  monitors 
re  delivering  superior  image  quality  from  almost  any  angle.  And  our  virtual  micro- 
copes  are  creating  a  whole  new  way  to  study  the  motions  of  molecules.  Discover 
ie  world  of  multimedia.  Because  it's  your  world.  And  NEC  can  help  you  run  it. 
WW.nec.COm   1.800.338.9549 


just  imagine 

NEC  MULTIMEDIA 


How  would  you  like  to  be  the  operator  of  a  Web  portal 
in  a  country  that  throws  overly  active  Web  users  in  jail? 
Charles  Zhang  skillfully  manages  the  role. 

Search  fox 


By  Andrew  Tanzer 


s 
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Does  Beijing  love  the  Web  or  hate 
it?  In  January  an  entrepreneur  in 
Shanghai  was  sentenced  to  two  years 
in  prison  for  supplying  e-mail 
addresses  in  China  to  a  prodemoc- 
racy,  U.S. -based  Chinese  on-line 
newsletter.  Two  hackers  recendy  con- 
victed of  electronically  stealing  money 
from  a  bank  will  likely  be  dispatched 
with  bullets  to  the  back  of  the  head. 
The  government  is  trying  to  tighten 
control  over  Internet  cafes  and  bars, 
where  students  and  many  other 
Chinese  log  on  for  the  first  time. 

And  yet  the  Internet  is  growing 
explosively  in  China,  in  part  with  gov- 
ernment encouragement.  Jim  Jarrett, 
president  of  Intel  China,  notes  that 
the  number  of  Internet  subscribers 
multiplied  from  60,000  when  he- 
arrived  in  the  country  in  Septei 
1996  to  2  million  at  the  end  of  las. 
mit's  Nicholas  Negroponte. 


Sohu.com  chief  Charles  Zhang 
"Two  steps  forward, 
one  back." 


whose  Being  Digital  is  a 
bestseller  in  translation  in 
Chinese,  predicts  there  will 
be  10  million  Internet  users 
in  China  by  next  year. 

If  anyone  has  a  finger  on 
the  somewhat  bewildering 
development  of  the  Chinese 
Internet,  it  is  Charles 
Zhang,  a  scholarly  entrepre- 
neur with  a  doctorate  in 
physics  from  MIT.  A  year 
ago  the  Beijing-based 
Zhang,  now  34,  launched 
Sohu.com,  a  Chinese-lan- 
guage search  engine  and 
directory.  Sohu,  or  "search 
fox,"  has  quickly  become 
mainland  China's  most  pop- 
ular Web  portal  and  destina- 
tion, currendy  attracting  120,000  vis- 
itors a  day  and  generating  600,000  to 
700,000  page  views. 

Zhang  says  Sohu  broke  even  in  its 
first  year,  raking  in  about  $1  million  in 
revenues  from  advertisers  like  Erics- 
son, Nokia,  Intel  and  Dell.  Since  1996 
Zhang  has  raised  more  than  $2  mil- 
lion in  venture  capital  from  investors 
including  Negroponte,  MIT  Sloan 
School  professor  Edward  Roberts, 
Intel,  Dow  Jones  and  IDG.  He'll  prob- 
ably take  his  Beijing-based  company 
public  within  a  year  or  two  on  Nasdaq 
or  die  Hong  Kong  stock  exchange. 

After  Zhang  returned  to  China 
from  the  U.S.  in  1995,  he  tried  his 
hand  at  various  activities  like  devel- 
)ing  Web  sites  for  Chinese  compa- 
nies. Rut  he  paid  a  lot  of  attention  to 
v  .u  Wired  Digital,  AOL  and  Yahoo 
were  doing  back  in  the  U.S.  "I 
i  !i  you  don't  have  to  pay  for 


information,"  he  says  in  his  flawles 
English.  "In  China  nobody  had  evi 
heard  of  the  ad  business  model." 

As  Zhang  added  content  to  h 
expanding  Web   site  in   China  ii 
1997,  he  noticed  that  the  bulk  of  th 
traffic  was  going  to  the  directory, 
guide  with  links  to  the  rapidly  grow] 
ing  number  of  Chinese-languag 
Web  sites.  So  in  February  1998  h 
refocused  and  launched  Sohu  as 
Chinese  search  engine  and  director* 
It  now  has  100,000  links,  about  70!' 
of  them  to  Chinese  Web  sites,  ani 
the  rest  to  English.  Over  the  past  yea 
he  has  steadily  added  his  own  Chi: 
nese-language  content,  such  as 
cobranded  business  news  channc 
with  Dow  Jones,  a  Web  site  desig 
guide   from  Wired   Digital   and 
sports  channel  with  China  Centn 
TV.  The  most  popular  sites:  enter 
tainment  and  computers. 

The  Chinese  government  has  n 
investment  in  Sohu,  but  clearly  Zhan 
is  an  entrepreneur  who  works  withi 
the  system.  "We  behave  as  good  cit. 
zens,  so  we  censor  ourselves,"  h 
explains.  "If  you're  too  confront; 
tional,  it's  counterproductive."  Hi 
describes  China's  progress  this  way 
"Two  steps  forward  and  one  step  bac 
is  basically  going  forward  overall." 

Zhang  notes  that  in  the  past  ye; 
the  core  of  Internet  users  has  shifte 
from  academics  and  "black  guests 
(read:  hackers)  to  young  urban  pre 
fessionals.  His  main  gripe  is  the  hig 
cost  of  Internet  access — typically  $ 
an  hour — from  access  providers  wh 
have  to  lease  lines  from  a  governmei 
telecom  monopoly.  The  telecoi 
infrastructure  is  also  lagging  bad! 
behind  demand.  But  he  says  the  goi 
ernment  now  understands  the  botdi 
neck  and  is  proposing  to  break  up  tr 
monopoly  this  year. 

This  intense,  earnest  man-in-; 
hurry  describes  himself  as  a  doer  an 
a  builder.  His  dream,  he  says,  is  t 
build  Sohu  into  "the  passport  of  Ch 
nese  into  the  digital  age."  But  Zhar 
is  also  sober  and  realistic  enough  I 
know  that  he  will  face  fierce  comp< 
tition  from  Yahoo  and  many  other 
"In  this  business  you  cannot  rest.  I': 
paranoid  all  the  time." 

That's  not  a  bad  attitude  f< 
an  entrepreneur — especially  one  : 
Beijing.  ■ 
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Auto  parts  supplier  Donnelly  Corp.  tried  one 
faddish  management  theory  after  another. 
One  of  them  is  finally  working. 

Looking 
for  nirvana 


By  Terril  Yue  Jones 

Here's  a  good  way  to  smear  your 
image.  Bring  in  a  series  of  Japanese- 
inspired  consultants,  give  them  free 
rein — and  don't  pay  attention  to 
what  they're  doing.  That's  what  hap- 


pened to  Donnelly  Corp.,  the  world's 
largest  manufacturer  of  automobile 
mirrors.  How  chaotic  was  it?  On 
more  than  one  occasion  Donnelly 
chartered  planes  and  helicopters  to 
make  its  frequently  late  deliveries. 
Factory  floors  were  so  cluttered  diat 
a  company  car  once  got  lost  amid  the 
debris  and  was  reported  stolen. 

In  short,  Donnelly  became,  from 
the  1980s  through  the  mid-1990s, 
the  gang  that  couldn't  shoot  straight. 
'  like  Sunday  shoppers,  they've  gone 
through  years  and  years  of  chasing 
b  I  sically  every  management  fashi< 


says  John  Shook,  director  of  lean 
manufacturing  programs  at  the  Uni- 
versity of  Michigan's  Japan  Technol- 
ogy Management  Program. 

Faced  with  the  loss  of  business 
from  Honda 
and  Toyota, 
Donnelly  final- 
lv  got  religion 
in  1996.  No 
more  piece- 
meal, half- 
cocked  con- 
sulting ideas. 
From  top  to 
bottom  it  insti- 
tuted a  lean 
production 
system  bor- 
rowed from 
Toyota.  Yes, 
it's  another 
trendy  strategy. 
But  it  seems 
to  be  working. 
Defects  have 
plummeted, 
morale  among 
employees 
has  surged  and 
earnings  are 
improving.  The 
lesson:  The 
MMB  most  heralded 

factory  systems 
won't  work  unless  management  keeps 
a  tight  watch. 

If  you  have  a  car,  chances  are  the 
rear/view  mirror  was  made  by  Don- 
nelly: It  has  95%  of  the  North  Amer- 
ican market  for  that  item.  Based  in 
Holland,  Mich.,  Donnelly  also  pro- 
duces fixed  windows,  interior  lights, 
door  handles  and  overhead  consoles. 


Smalley  and 
Baumgardner 
For  Donnelly  Corp., 
they  are  the  fairest 
of  them  all. 


mm  I 


For  years  this  now-94-year-old  firrr 
was  greatly  admired  for  giving 
employees  wide  latitude  in  decision 
making.  But  starting  in  the  earh 
1980s  production  quality  slipped  ii 
the  face  of  intensifying  Japanese  com 
petition.  Thus  began  Donnelly'* 
often  disastrous  experiments  witl 
changing  its  factory  floor. 

The  first  experiment,  beginning 
in  the  late- 1980s,  instituted  a  Gener. 
al  Motors  program  called  "gm  Syn 
chronous."  The  idea,  similar  t< 
Toyota's  "just  in  time"  system,  wa 
meant  to  ensure  that  materials  flowec 
smoothly  through  plants.  Good  idea 
except  that  Donnelly  failed  to  super, 
vise  it,  so  that  parts  of  the  plants  fol 
lowed  it  and  others  didn't.  Blowi 
deadlines  and  defects  remained  high 
GM,  unhappy  about  Donnelly's  prio 
ing  and  defects,  took  most  of  its  busi 
ness  elsewhere. 

Enter  Honda,  which  wasn't  tot 
pleased  with  Donnelly's  nagging  qual 
it)'  problems  either.  Donnelly  shoo* 
up  manufacturing  again,  introducin: 
a  Honda  system  known  as  "best  prao 
rices."  The  outcome  was  less  tha 
best:  Paint  jobs  on  the  backs  of  min 
rors  too  often  cracked  and  bubbled.: 

In  the  early  1990s  Donnelly  insti 
tuted  yet  another  dandy  plar. 
"empowerment."  Teams  wer 
encouraged  to  work  independendy  t 
arrive  at  creative  solutions  to  prob 
lems.  A  fine  notion,  but  the  resuL 
was  chaos.  Workers  on  one  pair 
shift,  for  example,  would  adjust  th 
machines  to  increase  their  yield — on! 
to  foul  up  the  strict  quality  contro 
required  for  all  three  shifts.  "You'i 
not  supposed  to  twiddle  the  knob 
yourself,"  recalls  Chief  Executive 
Dwane  Baumgardner. 

Then,  in  1993,  Donnelly  hire 
a  lean  manufacturing  speciali: 
who  started  scores  of  vigorous  bt 
largelv  unsupervised  kaizen  [cor 
tinuous  improvement]  projects  a 
over.  "Death  by  kaizen,"  Baun 
gardner  puts  it. 

Finally,  three  years  ago,  Baun 
gardner  brought  on  Art  Smalley  an 
Russ  Scaffede,  two  former  Toyoi 
managers.  What  they  found  was  ' 
pretty  traumatized  organization"  an 
"extremely  skeptical  workers,"  sa; 
Scaffede,  the  49-year-old  senior  vj 
president  of  global  manufacturing. 
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EVERY    DAY    YOUR    COMPANY 


M  A  K  E  S 


BRILLIANT 


DECISIONS. 


DERIVED       FROM 


LOGICAL    CONCLUSIONS. 


BASED       O  M 


BOGUS 


INFORMATION. 


gbtening,  isn't  it:  Decisions  that  seem 
at  the  time  may  actually  be  based  on 
ution  that's  dated,  irrelevant  and 
ible.  In  other  words,  information  that's 
And  these  days,  as  you  begin  to  integrate 
•uppl\  and  demand  chain,  you're  more 
dent  upon  the  quality,  reliability  and 
cy  of  that  information  than  ever  before. 
■tunately,  you  have  help.  No  one  organizes 
maly/es   it.   enhances    it   and    helps   you 


forecast  the  future  with  it  like  Dun  &  Bradstreet. 
We  have  the  largest  database  of  its  kind-one 
that  contains  information  on  more  than  50 
million  companies  worldwide-updated  more 
than  950,000  times  a  day. 

Our  information  cannot  only  help  you 
increase  your  purchasing  efficiency  and  determine 
creditworthiness,  it  can  help  you  predict  market 
demand  and  pinpoint  your  best  potential 
customers  as  well.  And  our  exclusive  D-U-N-S" 


Number  can  help  you  keep  it  all  organized. 

After  ali,  in  business,  the  right  information  can 
mean  the  difference  between  profit  and  loss. 

To  learn  more  about  how  Dun  &  Bradstreet 
can  help  with  your  information  needs,  please  call 
us  at  1-800-717-1191,  or  visit  our  Web  site  at 
www.dnb.com. 


Dun  &  Bradstreet 


O^aising  your  aualitu  oj- life 
du  an  extra  nour  a  weeA. 


We're  proud  to  sponsor  NOVA  on  PBS. 

Check  your  local  listings  for  times. 


NOVA    «*Q 


Northwestern 
Mutual  Life9 

The  Quiet  Company 


Northwestern  Mutual  Life  Foundation  ©1998  The  Northwestern  Mutual  Life  Insurance  Co..  Milwaukee,  Wl  •  www.northwesternmutuai.com 


BUY  INTERNETS! 

The  Dines  Letter  has  been  very  bullish  on  the  Internet  group  for 
several  years,  and  their  three  favorites  have  been  America  Online, 
Amazon.com  and  CMGI !! 

The  Dines  Letter  describes  the  Internet  as  "the  greatest  invention  since  the  wheel,  that  will  redefine  every  business  on  earth  " 
No  portfolio  should  be  without  an  entry  in  this  red-hot  group,  especially  buying  the  inevitable  pullbacks  But  which  ones?  Let 
them  send  you  their  latest  "Recommended  Internet  List,"  urgently!  Ignore  the  pessimists  who've  mistakenly  called  them 
"overpriced,"  all  the  way  up\  This  is  not  a  "mania"  or  'bubble";  the  Internet  is  real! 

1 )  It  is  very  difficult  to  detect  the  winners  in  a  field  that  is  so  new  without  the  guidelines  of  established  sales  and  earnings 
available  to  Security  Analysts  in  other  fields  Yet,  The  Dines  Letter's  favorites  have  been  America  Online  (recommended  at 
1 1 )  and  Amazon.com  (recommended  at 

9-1/2),  which  subsequently  soared  So  let  them  send  you  the  ones  they  believe  will  do  well  next!  Buy  their  "Recommended 
Internet  List"  on  every  decline!  Get  their  list  and  follow  them! 

2)  Mr  Dines  was  I  re  only  Security  Analyst  in  the  world  to  have  predicted  the  Asian  currency  crisis  -  on  television,  radio,  the 
media  and  in  The  Dines  Letter  -  and  it  is  crucial  that  all  investors  therefore  discover  what  they  predict  next  The  Dines 
Letter's  old  predictions  of  'The  Coming  Competing  Currency  Devaluations"  have  arrived,  as  predicted,  but  why  were  they 
viewing  this  as  bullish  for  Wall  Street?  Might  it  be  that  frightened  overseas  capital  was  pouring  into  the  US  dollar,  bonds, 
utilities  and  familiar  blue-chips  such  as  IBM,  Merck,  GM  and  Philip  Morris,  driving  them  in  a  stampede  distantly  above 
traditional,  value-based  Security  Analysis,  and  which  could  only  be  understood  by  the  principles  laid  out  in  Mr  Dines'  third  and 
final  business  book  Mass  Psychology^ 

3)  The  Dines  Letter  last  September  daringly  predicted  "a  blistering  year-end  rally,  spearheaded  by  Internet  and  telecom 
stocks,"  only  five  business  days  from  the  Dow's  hourly  bottom!  Find  out  whether  a  new  "Sell" 
has  been  flashed  by  them  yet!  HERE"S  WHAT  YOU  GETl 

The  Dines  Letter's  excitingly  literate  writing  style  is  only  matched  by  its  willingness  to  take  defi- 
nite positions,  from  "Buy"  to  "Sell,"  and  it  includes  many  other  unique  features,  Let  them  send 
with  your  subscription  their  $25  instruction  booklet  (included  free  with  paid  subscription)  and 
other  materials  too  numerous  to  list  here  It  is  easy  to  read  and  naither  math  nor  economics  is 
required  See  for  yourself  Their  one-year  "Fair  Trial"  is  especially  recon  i  nended  to  give  you  a 
fair  look  at  all  The  Dines  Letter's  features  -  each  issue  is  different  -  without  a  renewal  notice 

right  away  Why  rot  call  1-800-ft4-LUCKY  and 
ask  for  your  one-v?ar  "Fair  Tnal."  or  send 
them  this  coupon  i     ti  now,  while  you're  think- 
ing of  it  And,  your          "iption  will  definitely 
include  their  big  199            ;.l  Forecast  Issue, 
if  you  act  now!  As  ar.           <  REE  bonus,  they 
will  send  new  subscn.-        he  .ast  Iwo  issues 
to  get  you  "into  the  swing    so  yt  u  can  see  for 
yourself  whether  or  not  Tl  e  DirtM  Letter  could 
help  you  make  money1 


The  Dims  L»tl«r  Prion*:  1-800-444.UCKY 

Box  22,  B.lv.dere,  CA  94920 

O  S195  00  EndOMd  for  Tito  Thai'  1  -y«*r  (20-iMuotyt249  foreign 
O  I1I50O  EndOMd  tor  6*nontn  Trtol  (10-iMuo»yf14fl  foreign 
Q  I  43  00  EnctoMd  for  ■  Look  Sm  Muut  Trttl/S69  foreign 


They  also  saw  plants  (Donnelly  hal 
15)  dotted  with  conflicting  workl 
place  strategies.  "You'd  find  leail 
management  here,  but  five  meter] 
away  it  wasn't  happening,"  sayj 
Smalley.  That  had  to  change,  so  th<| 
pair  devised  a  companywide  plar 
implementing  methods  they  had 
learned  at  Toyota.  They  set  deal 
standards  so  that  best  processes  aruj 
identically  repeated  to  ensure  qualiJ 
ty.  Straight  assembly  lines  wenj 
changed  to  U-shaped  to  save  spacl 
and  require  fewer  people  to  do  thi| 
same  task. 

This  time  around,  everything  il 
monitored  and  documented.  Bi/ 
matrix  boards  vividly  follow  thtj 
progress  of  each  team's  defects  or  losl 
work  time.  Says  Jim  Brodie,  manage 
of  the  two  factories  in  Holland:  "If  it' I 
important  we  make  it  visible." 

Donnelly's 


<cLike  Sunday 
shoppers, 
they've  gone 
through  years] 
and  years  of 
chasing  bask 
every  manage- 
ment fashions 


5,500  workers 
still  have  the 
freedom  to  sug- 
gest changes, 
but  they  can't 
implement 
them  on  their 
own  yet.  One 
example:  After 
viewing  a  video- 
tape of  their 
injection-mold 
workstation,  a 
group  of  four  employees  devise, 
a  way  to  get  the  job  done  with  onl 
two.  This  is  a  nonunion  plant 
so  there  were  no  work  rules  to  pre 
vent  the  productivity  gain.  Donnell 
is  creating  a  management  structur 
that  monitors  process  changes  t< 
impose  uniformity — and  preven 
backsliding. 

The  changes  are  showing  up  i: 
earnings.  Baumgardner  says  profit  fc 
die  second  half  of  fiscal  1999,  endin 
in  June,  will  exceed  analysts'  projec 
tions  of  65  cents  per  share.  Sales  fc 
fiscal  1999  are  estimated  to  be  mor 
dian  $800  million,  exceeding  the  pre 
vious  year's  $763  million. 

And  since  1996  quality  has  finall 
become  priority  one:  Defects  hav 
fallen  from  a  steep  1,290  parts  pc 
million  to  92  last  year. 

How  far  has  Donnelly  come?  La; 
year  it  received  a  GM  supplier-of-tht 
year  award.  ■ 
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-Mominsstar  ratinss  for  the  CREF  Bond 
Market  Account,  CREF  Equity  Index  Account,  and  CREF  Growth  Account* 


'Ameri 


ion  Fund. 


rvice 

din,  T 


me  over/ 


_  marks  from 
rningstar,  Moody's,  S&P, 
Money  Magazine,  and  Bill. 


TIAA-CREF. 

Proven 

Solutions 

To  Last 

a  Lifetime. 

We  take  a  lot  of  pride  in  gaining 
high  marks  from  the  major  rating 
services.  But  the  fact  is,  we're 
equally  proud  of  the  ratings  we 
get  in  the  mail  every  day  from 
our  participants.  Because  at 
TIAA-CREF,  ensuring  the  finan- 
cial futures  of  the  education  and 
research  community  is  something 
that  goes  beyond  stars  and 
numbers.  So  from  mutual  funds, 
traditional,  variable  and  personal 
annuities  to  life  insurance  and 
IRAs,  you'll  find  we  provide 
the  right  choices — and  the 
dedication — to  help  you  achieve 
a  lifetime  of  financial  goals. 
The  rating  services  back  us  up. 
So  does  Bill. 

To  receive  a  free  Personal 
Investing  Kit,  including  charges 
and  expenses,  call  us  at 
800  226-0147.  It  contains 
prospectuses  for  our  variable 
annuities  and  mutual  funds. 
Please  read  them  carefully  before 
you  invest  or  send  money. 
www.tiaa-cref.org 


flEE 


Ensuring  the  future 

for  those  who  shape  it.SM 

ngstar,  Inc  ,  November  30.  1998  Morrungstai  is  an  independent  service  that  rates  mutual  funds  and  variable  annuities  The  top  10%  of  funds  in  an  investment  category  receive  five  stars  and  the 
e  four  stars  Morrarigstar  proprietary  ratings  reflect  historical  risk-adjusted  performance,  and  are  sub]ect  to  change  every  month  They  are  calculated  from  the  account's  three-  five-  and  ten-vear 
e  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropnate  fee  ad]ustments.  and  a  risk  factor  that  reflects  performance  below  90-day  T-biU  returns  The  overall  star  ratings  referred  to  above 
■rningstar  s  published  ratings,  which  are  weighted  averages  of  its  three-,  five-,  and  ten-year  ratings  for  penods  ending  November  30.  1998,  The  separate  (unpublished)  ratings  for  each  of  the  periods  are 


Year 
Year 
>Year 


CREF  Stock 
Account 

Star  Rating/Number 

of  Domestic  Equity 

Accounts  Rated 

4/2,262 

4/1,515 

4/769 


CREF  Bond 
Market  Account 

Star  Rating/Number 

of  Fixed  Income 

Accounts  Rated 

5/748 

5/525 

N/A 


CREF  Social 
Choice  Account 

Star  Rating/Number 

of  Domestic  Equity 

Accounts  Rated 

4/2,262 

4/1,515 

N/A 


CREF  Global 
Equities  Account 

Star  Rating/Number  of 

International  Equity 

Accounts  Rated 

4/490 

4/286 

N/A 


CREF  Equity 
Index  Account 

Star  Rating/Number  of 

Domestic  Equity 

Accounts  Rated 

5/2,262 

N/A 
N/A 


CREF  Growth 
Account 

Star  Rating/Number  of 

Domestic  Equity 

Accounts  Rated 

5/2.262 

N/A 

N/A 


stop  ratings  are  based  on  TIAA's  exceptional  financral  strength,  claims-paying  ability  and  overall  operating  performance  CREF  certificates  are  distributed  by  TIAA-CREF  Individual  and  Institutional 
XS.  For  more  complete  information,  including  charges  and  expenses,  please  read  the  CREF  Prospectuses  offered  above  before  you  invest  or  send  money. 


Today,  50,000  people 
will  sign  up  for 
Cell  phone  service 
(can  your  mother 
be  far  behind?). 


148  million  people 
might  hop  on 

the  Internet. 


900  million 

voicemail 

messages  will  be 
(not  necessarily  j 
returned). 


■  : 


\e  time  it 
s  to  read 
5  million 

iails 

Ibe  sent. 


There 


s  a  communications 


revolution  going  on. 

And  one  company 

is  right  in  the  center  of  it. 


Lucent  Technologies 

Bell  Labs  Innovations 


600  Mountain  Avenue 

Murray  Hiil,  NJ  07974-0636 

www.Iucent.com 

1-888-4-Lucent 


We  make 


the  things  that  make  communications  work: 


Video  on  demand  was  a  flop.  But  what  about 

company  meetings  on  demand? 

There  could  be  an  interesting  business  here. 

Infomercial.com 


By  Adam  L.  Penenberg 

Talk  about  blushing:  Victoria's 
Secret  staged  one  of  the  first  live 
fashion  shows  on  the  World  Wide 
Web  on  Feb.  3.  It  featured  lanky 
models  in  skimpy  lingerie  lurching 
across  computer  screens  in  grainy, 
fitful  images  that  millions  of 
frustrated  gawkers  couldn't 
even  view. 

The  red  faces  were  worn  by  the 
brass  at  Broadcast.com,  the  com- 
pany that  wired  up  the  on-line 
skinfest.  So  many  Web-watchers 
tried  to  tune  in — some  1.5  million 
succeeded — that  Broadcast.com's 
network  jammed. 

It  was  a  revealing  look  at  just 
how  lame  real-time  video  is  on 
the   Web.   But   this   Dallas- based 
company  has  ridden  a  wild  wave  of 
Internet  euphoria.  Despite  having 
only  $22.4  million  in  revenue  last 
year  (and  earnings  of  minus  $15 
million),  Broadcast.com  has  a  mar- 
ket value  north  of  $2  billion.  The 
stock   began   the   new  year  under 
$100,  shot  up  to  $285,  fell  back  to 
the  $100  range,  then  cleared  $130. 
All  within  about  a  month. 

Broadcast.com  talks  a  good  game 
about  video  on  demand.  But  for 
now,  quality  video  over  the  Web  is 
but  a  pipe  dream.  Maybe  that's  not 
what  the  world  needs,  anyway  (do 
you  really  need  to  watch  a  TV  movie 
at  8:15  rather  than  8:30?). 

Lingerie  shows  aside,  the  compa- 
ct really  about  entertainment. 
It  has  a  serious,  utilitarian  purpose 
that  any  investors  don't  know 
about:  providing  companies  with 
real-time  video  of  shareholder  meet- 
ings, speeches  by  executives  and 
infomercials.  The  clientele  simply 
tune  into  the  Broadcast.com  Web 
site,  using  RealPlayer  software  and  a 
op. 

.   corporate  broadcasting 


as  a  way  of  offering  businesses  their 
very  own  TV  stations.  A  chief  execu- 
tive could  stoke  employees  over  their 
PCs;  a  company's  sales  force  could 
gather  without  breaking  the  travel 
budget. 


Broadcast.com's 
secret:  It's  been 
fashioning  a 
new  business. 


Never  mind  video  on  demand — 
how  about  infomercials  on  demand? 
For  now,  at  least,  that  kind  of  audi- 
ence can  tolerate  the  color  bleeds 
and  fuzzy  audio  you  get  out  of  a 
conventional  telephone  line  and  a 
56k  modem. 

AT&T,  Bell  &  Howell  and  Rob- 
ertson, Stephens  &  Co.  relied  on 
Broadcast.com  to  cybercast  share- 
holder meetings,  for  instance, 
boosting  attendance.  Broadcast.com 


set  up  a  Web -based  corporate  vidl 
network  for  IBM,  offering 
channels  of  news  and  informant 
to  employees.  It  exclusively  hand* 
earnings  calls  for  Nasdaq  ll| 
companies. 

"Every  company  is  a  potential 
tomer  for  us,  because  every  compa 
can  benefit  from  real-time  commi 
cation,"  says  Broadcast.com's  pre 
dent,  Mark  Cuban.   Corporate  sil 
vices  brought  in  almost  $5  million  f 
the  1998  fourth  quarter,  nearly  dol 
ble  the  year-earlier  volume,  as  if 
new  business  customers  signed  il 
The  sign-up  rate  was  a  75%  increa] 
over  the  third  quarter. 

In  a  prior  life,  Cuban,  40,  foundJ 
MicroSolutions,  a  systems-integ 
tion  firm,  in  1983.  Twelve  years  lali 
he  started  Broadcast.com  out  of! 
spare  bedroom.  Now  his  26%  stake| 
worth  roughly  half  a  billion  dolla 

He  sees  "no  natural  competitor] 

in  the  corporate -broadcast  market  [ 

but  he  isn't  looking  hard  enougj 

PlaceWare,  a  Xerox  PARC  spinoff  f 

Mountain  View,  Calif.,  targets  buj 

nesses  interested  in  the  same  types  < 

services.    PictureTel,   the   Andovfj 

Mass.    firm   that   has   been   in  t 

videoconferencing    business    sinj 

long  before  anybody  heard  of  t| 

Web,   is    another   competitor. 

January  PictureTel  got  a  $30.5  m] 

lion  investment  from  Intel.  Its  dijj 

tal    telephone    lines    an 

local  area  networks  let 

deliver  better  video,  albil 

to  a  smaller  audience  tfrf 

the  Internet. 

There  is  no  reason  thl 

other  upstarts  cannot  < 

just      what      Cuban 

doing — Scotch-taping  ol 

the-shelf  hardware  to  sor 

scraps  of  proprietary  so 

ware  to  create  an  Intern 

video    site    for    corporations.    ( 

Broadcast.com  could  get  bought  i] 

by  some  Yahoo-style  Web  giant. 

Cuban,  nevertheless,  figures  that  | 
he  can  establish  his  business  now, 
will   be   well   positioned   when   til 
bandwidth  does  arrive.  In  short,  ai 
to    deliver    quality    on    the    ne 
upgrade:    Call   it   version   3.1.   T) 
strategy  has  worked  for  Bill  Gates  ( 
numerous  occasions.   Maybe  it  w| 
work  for  Mark  Cuban. 
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For  every  expression^ 
there's  a  Toyota. 
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yota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you.    1- 8  0  0  -  GO -TO  YOTA     ♦     WWW.tOVOta 


work 

Aetna  jumped  over  a  lot  of  hurdles  when  it  cut  back  face-to-face  training  in  favor  | 
cyberclasses.  Was  it  worth  it? 

Good  morning,  HAL 


By  Luisa  Kroll 

Maud  Mensa-Bonsu  settles  into  her 
cubicle  in  Arlington,  Tex.,  ready  to 
attend  a  training  class  given  by  her 
employer,  Aetna  U.S.  Healthcare. 
She  logs  onto  her  computer  and  dials 
into  Aetna's  headquarters  in  Hart- 
ford, Conn.  A  click  on  an  icon  allows 
her  instructor  in  Hartford  to  know 
she  has  arrived  for  class.  Mensa- 
Bonsu's  ten  classmates  today  are  sit- 
ting in  front  of  their  computers  in 
California,  Ohio  and  North  Carolina. 

For  the  next  six  hours,  the  instruc- 
tor, using  the  computer  screen  as 
blackboard,  teaches  the  customer  ser- 
vice representatives  everything  from 
handling  angry  callers  to  enrolling 
new  members. 

Training  is  a  lumbering  $62  billion 
industry  everybody  loves  to  hate. 
You've  got  to  train  your  workers,  of 
course,  but  it's  awfully  expensive  and 
time  consuming  to  fly  them  around  to 
sit,  dazed,  in  an  overheated  classroom. 

Cyberclasses  to  the  rescue.  Aetna, 
in  the  forefront,  has  trained  more 
than  3,000  employees  on-line  since 
November  1997  and  expects  to  triple 
that  number  by  end  of  next  year. 
Office  Depot,  Fidelity,  Chrysler, 
American  Airlines,  Sony  and  Nortel 
all  train  employees  via  the  Web. 
Indeed,  corporate  spending  on  Web 
training  hit  $600  million  in  less  than 
five  years,  and  is  expected  to  jump  to 
$10  billion  by  2002.  Companies 
report  big  cost  savings.  MCI  World- 
Com says  it  saved  $5.6  million  last 
year  over  traditional  training. 

That's  the  good  news.  But  is 
cybertraining  any  more  effective?  We 
visited  Aetna  to  find  out. 

Aetna's  move  into  cybertraining 
was  spurred  by  crisis.  The  company 
decided  in  late  1996  to  disperse  its 
service  representatives  out  of  head 
quarters  into  regional  offices.  Tha 
meant  hiring  800  employees  and 
overhauling  work  assignments  for 
400  others.  Employees  who  used  u 


be  assigned  one  task,  like  inputting 
new  enrollment  information  for  all 
customers,  would  now  handle  sever- 
al different  functions. 

Educating  these  1,200  people  fell  to 
David  Blair,  a  training  director  for 
Aetna's  health  care  division.  Face-to- 
face  training,  he  figured,  would  cost  $5 
million  for  travel,  to  say  nothing  of  the 
disruption  in  the  lives  of  employees. 


copies  of  a  document  to  nine  peopl 
in  different  regions,  it  broadcasts  on 
copy  to  Aetna's  network,  which  a 
infinite  number  of  people  can  acces; 
This  process,  called  IP  multicasting 
eliminated  the  need  to  add  banU 
width.  Aetna  chose  Ilinc,  and  decide 
to  reconfigure  its  routers  and  insta 
other  fail-safes  to  prevent  disruption 
in  its  existing  network.  The  educ 


Blair  spent  five  months  researching 
on-line  training  and  came  away  smit- 
ten. Top  management  was  less  enthu- 
siastic but  gave  Blair  the  green  light. 
Picking  the  right  technology  was 
the  first  hurdle.  Aetna  tested  the  soft- 
of  the  three  main  real-time  on- 
line training  suppliers  for  six  months 
(see  bow  p.  120).  Aetna  felt  two  of  the 
suppliers  would  require  more  band- 
width, at  monumental  cost.  The  third 
ipplier,  lline  of  Troy,  NY.,  boasted 
that  its  system  transmitted  information 
efficiently.  Rather  than  send  nine 


A  virtual  Aetna  classroom  in  Blue  Bell 
In  Arlington,  Tex.  and  Fresno,  Calif., 
workers  are  attending  the  same  class. 


tional  software  and  network  upgrade 
cost  $450,000. 

Now  came  getting  the  work  force  t> 
accept  on-line  training.  Employees  pep 
pered  bosses  with  questions:  Woul 
they  get  as  much  attention?  Would  the 
learn  the  subject  matter  taught  over 
computer?  Mensa-Bonsu  remembei 
thinking,  "I  was  concerned  not  to  hav 
someone  in  the  room  with  me.  I  won 
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underestimate  the  importance  of  people. 


iriendly  reminder  from  the  people  who  can  get  the  best  out  of  yours. 


Hewitt 


Improving  Business  Results  Through  People 
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work 


The  cybertrainers 

More  than  100  companies  are  involved  in  some  facet  of  on-line  training.  These  three 
are  the  leaders  in  the  fast-growing  segment  of  real-time  virtual  training  software: 


Centra  Software,  Inc. 

Ilinc 

Lotus  Development  Corp. 

(Lexington,  Mass.) 

(Troy,  N.Y.) 

(Cambridge,  Mass.) 

Revenues:  $5  million  to 

Revenues:  Undisclosed. 

Revenues:  Undisclosed. 

$10  million  in  1998. 

Became  profitable 

Expects  revenues  to  quadruple   - 

Expects  to  be  profitable  this  year. 

in  1998. 

in  1999. 

Customers:  121  including 

Customers:  150  including  Office 

Customers:  250  including 

NEC,  Sony  and  PriceWaterhouse 

Depot,  Chrysler  Financial,  MCI 

Siemens  Business  Communica- 

Coopers. 

WorldCom  and  Aetna. 

tions  and  GE  Medical. 

Point  of  difference:  Offers 

Point  of  difference:  Can  use 

Point  of  difference:  Lotus  got  into 

software  that  goes  beyond 

software  in  combination 

the  field  by  acquiring  Databeam,  a 

training,  such  as  for  on-line  sales 

with  audio-  and  videoconferencing 

forerunner  in  virtual  training. 

team  support  and  new  product 

capabilities. 

Backed  by  IBM's  muscle  and  a 

rollouts. 

range  of  products. 

dered  how  I  would  ask  questions." 

The  trainers  were  nervous,  too.  "We 
thought  [Blair]  was  nuts,"  says  trainer 
Kathleen  Petronio.  These  tech  neo- 
phytes couldn't  fathom  how  teaching 
over  a  computer  would  be  effective. 
They  also  feared  that  their  interper- 
sonal skills  would  be  useless.  Two  of 
33  trainers  asked  to  be  transferred  to 


other  projects  after  finding  they  simply 
couldn't  handle  the  technology. 

The  Web  is  a  new  medium,  and 
you  have  to  adapt  to  it.  For  starters, 
long  lectures  don't  hold  people's 
attention  in  cyberspace.  The  Aetna 
trainers  had  to  scrap  their  teaching 
routine  and  rewrite  lesson  plans  in 
15-minute  increments.  They  broke 


up  the  sessions  with  interactive  exel 
cises  like  quizzes.  Petronio  uses  til 
Jeopardy!  game  show  format  tl 
review  material  with  her  students. 

In  the  early  classes  the  technologl 
"cal  kinks  were  a  nuisance.  One  del 
the  Aetna  training  database  migfl 
crash.  Other    times,    the    softwa 
didn't  load  properly  onto  the  PCs. 

So  has  this  effort  been  worth  it?  Trl 
results  are  impressive:  Employed 
taught  via  Ilinc  scored  four  percentagl 
points  higher  on  training  achievemeil 
tests  than  those  taught  face-to-faof 
Aetna  discovered  what  much  of  trl 
training  industry  already  knew-1 
people  retain  information  better  if  itj 
broken  into  short  stretches  and 
interactive  like  the  Web  program.  Aftcl 
software  costs,  Aetna  figures  it  h.l 
saved  $3  million  so  far  and  is  expanci 
ing  the  program  throughout  customd 
service.  Some  employees,  at  leas] 
prefer  cybereducation.  "I  feel  freer  t 
ask  questions,"  says  Kimberly  Russet] 
an  eligibility  consultant  in  New  Alba 
Ohio.  "And  the  teacher  won't  catel 
you  if  you  yawn." 


Symbol  of  Achievement 

The  Chartered  Financial  Analyst  (CFA®)  designation.  A  measure  of 
excellence  among  investment  practitioners.  Proof  of  a  career-long 
commitment  to  the  highest  standards  of  professionalism  and  ethics.  By 
earning  the  right  to  use  the  coveted  CFA  initials,  charterholders  join 
an  elite  corps  of  leaders  in  the  investment  community.  All  dedicated  to 
professional  competence  and  service  —  for  the  benefit  of  their  clients 
and  their  employers  alike. 

The  Association  for  Investment  Management  and  Research  sponsors 
the  CFA  program,  along  with  professional  development  services 
for  over  35,000  members  in  70  countries  around  the  globe.  All 
designed  to  promote  integrity  and  knowledge  among  investment 
professionals  worldwide. 
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SETTING  A  HIGHER  STANDARD 

For  more  information  and  a  free  brochure, 
call  1  800-247-8132  or  visit  www.aimr.org. 
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At  the  heart  of  our  Falcon  business  jets— and  our  Mirage 
fighters— is  a  fundamental  advantage  in  technology. 

We  invented  CATIA— now  the  industry-leading 
computer  system  for  design,  engineering  and  manufacturing. 
It's  one  more  reason  why  Falcons  are  called  the  best  designed, 
best  built,  best  flying  business  jets  at  the  top  of  the  market. 

To  learn  more  about  the  four  Falcon  business  jets, 
contact  John  Rosanvallon  in  the  U.S.  at  (201)  541-4600  or 
Jean-Claude  Bouxin  in  Paris  at  (331)  40-83-93-08. 


www.falconiet.com 


9W 


AL 


1 


w 


/  /        -  > 


Some  thdughts  abdut  cigars  a  jz 


THE    PEDPLE   WHD    BRDUD 


• 


From  the  beginning,  it's 
never  been  just  a  "guy"  thing. 

As  the  people  who  introduced  modern  cigars  to  the  world, 
we  at  Tabacalera  de  Espana  have  been  a  big  part  of  the 
relationship  ever  since.  Now  that  we're  bringing  cigars 
to  America,  we 
thought  we  might 
share  some  observa- 
tions    about     this 

long-standing  love 

Yes.  Salvador  Dali  smoked  and  loved  cigars. 
a  1 1  air.  The  first  one       Whether  they  inspired  his  art.  however,  remains  a  mystery 


being:  As  well-known  seel 
pleasure,  women  have  beerit 
ing  fine  cigars  for  a  long  tirr 
Just  like  the  rest  of  us. 
great,  in  our  opinion.  Fro 
one,  we  envisioned  the  cigi 
elevating  but  very  democratic 
business.  (Which  isn't  to  S 
should  smoke  it  in  haphazard  £1 


df  course 

the  ritual 

makes  it  better. 

That's  what 

it's  there  fdr. 

You  light  a  cigar  evenly,  and  turn  it  slowly  to 
ensure  an  even  burn.  You  draw  slowly  because 
that  unlocks  the  nuance.  Most  importantly,  you 
start  with  a  superior  cigar  (one  that  wears  the  Tabc 
de  Espana  "T" lor  instance).  Because  a  good 
smoked  badly,  may  be  blasphemy.  But  there  is  no  go< 
to  smoke  a  bad  cigar. 


bis 

Ubec 
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>    iLIZATIQN    FROM    TABACALERA    DE    ESPANA", 

i-  :m  tdgether  in  the  first  place. 


Cigars  and  port. 
|]r  15  it  cigars  and  brandy? 

Id  be  cigars  and  Bordeaux.  Or  cigars  and 
ven.  It  could  even  be  cigars  and  baseball,  although 
where  we  (and 
cigars)  come 
I  r  (i  in  .  it  lends 
t o  be  ciga rs  and 
bullfighting 
instead.  The  sim- 
ple iruth  is,  the 
cigar  seems  by  its 

Bare  to  seek  out  interesting  company.  And  it's 
monogamous  when  it  comes  to  perfect  partners. 

/  You  should  share  it  with  the  things  (and 
people)  you  love.  The  right  cigar  will  love  you 
back  unconditionally. 


Hothmg  smoothes  out  the  edges 
of  3  tough  day  tike  a  tine  cigar 


am 


IN  THE  END,  THERE  CAN 
NEVER  BE  TDD  MANY  GDDD  CIGARS. 

We  and  the  cigar  grew  up  together.  Along  the  way,  we 

discovered  the  best  way  to  harvest  the  plant,  the  perfect  way 

to  cure  and  Mend  the  leaf,  the  legendary  charms  ol  Cuban, 

Caribbean  and  Central  American  tobaccos  (where  our 

tobaccos  nave  come  ever  since).*  Today,  we  bring  that  legacy 

to  every  cigar  that  bears 

our  signature     I    .  And 

we  come  to  Ame  ri<  a 

be<  ause  we  believe 

nobody  should  ever 

have  to  settle  lor  less  than 

Some  ot  our  (and  the  world's)  favorite  cigars. 
a  great  cigar.  That's  what  Today  we  bring  them  to  America. 

the  love  affair  has  always  been  about.  Tabacalera  de  Espana. 

The  lirst  mark  o(  the  world's  dnest  cigars. 
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Tabacalera  de  Espana.  From  the  beginning. 
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'  Cuban  tobacco  not  available  for  American  distribution 
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Sdme  thdughts  about  cigars  a-. iz 


THE    PEDPLE   WHD    BRDUQ 


Frdm  the  beginning,   it's 
never  been  just  a  "guy"  thing. 

As  the  people  who  introduced  modern  cigars  to  the  world, 
we  at  Tabacalera  de  Espafia  have  been  a  big  part  of  the 
relationship  ever  since.  Now  that  we're  bringing  cigars 
to  America,  we 
thought  we  might 
share  some  observa- 
tions    about     this 

long-standing  love 

Yes.  Salvador  Dali  smoked  and  loved  cigars. 
affair.    I  he  first  one       iVhelher  they  inspired his  art.  however,  remains  a  mystery 
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being:  As  well-known  seel 
pleasure,  women  have  been 
ing  fine  cigars  for  a  long  tim 
Just  like  the  rest  of  us.  W 
great,  in  our  opinion.  Fro 
one,  we  envisioned  the  ciga. 
elevating  but  very  democratic 
business.  (Which  isn't  to  5 
should  smoke  it  in  haphazard 


Df  cdurse 

the  ritual 

makes  it  better. 

That's  what 
it's  there  fdr. 

You  light  a  cigar  evenly,  and  turn  it  slowly  to 
ensure  an  even  burn.  You  draw  slowly  because 
that  unlocks  the  nuance.  Most  importantly,  you 
start  with  a  superior  cigar  (one  that  wears  the  Tabs 
de  Espafia  "T"  lor  instance).  Because  a  good 
smoked  badly,  may  be  blasphemy.  But  there  is  no  goc 
to  smoke  a  bad  cigar. 
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!    lization  from  tabacalera  de  espana™, 
>  :m  together  in  the  first  place. 


Cigars  and  port. 
.)r  is  it  cigars  and  brandy? 

lid  be  cigars  and   Bordeaux.     Or  cigars  and 
ken.    It  could  even  be  cigars  and  baseball,  although 

where   we   (and 


Mgars)         co mi 


Prom,    it    t  e  n  i 


t o  be  C igars  a 


nd 


Nothing  smoothes  out  the  edges 
of  3  rough  day  like  a  hne  agar 


bullfighting 
instead,  The  sim- 
ple truth  is,  the 
seems  by  lis 


ature  to  seek  out  interesting  company.  And  it's 
monogamous  when  it  comes  to  perfect  partners. 

I  You  should  share  it  with  the  things  (and 
*  people)  you  love.  The  right  cigar  will  love  you 
back  unconditionally. 


Jtfii 


In  the  end,  there  can 
never  be  tdd  many  good  cigars. 

\\  e  and  the  cigar  grew  up  together.  Along  the  way,  we 
dis<  0\  ered  the  best  way  to  harvest  the  plant,  the  perfect  way 
to  cure  and  blend  the  leal,  the  legendary  charms  of  Cuban, 
Caribbean  and  Central  American  tobaccos  (where  our 
tobaccos  have  come  ever  since).*  Today,  we  bring  that  legacy 


to  every  cigar  that   bears 
our  signature  "  I '".  And 

we  come  to  Ame ri<  a 

se  we  believe 

nobody  should  ever 

have  to  settle  lor  less  than 

a  great  cigar.  That's  what  Today  we  bring  them  to  America. 

the  love  affair  has  always  been  about.  Tabacalera  de  Espana. 

The  first  mark  of  the  world's  finest  cigars. 

I 

Tabacalera  de  Espana.  From  the  beginning 
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'  Cuban  tobacco  not  available  for  American  distribution 
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Electronic  commerce  is  a  merchant's  dream:  no 
costly  stores,  no  payroll  for  salespeople,  slim  inven- 
tory costs.  In  four  years  almost  90,000  on-line  mer- 
chants have  opened  shop.  Build  a  Web  site  and  they 
will  come. 
Traditional  retailers  embrace  the  dream,  too — about 
40%  are  on  the  World  Wide  Web  and  most  others  plan  to 
join  them,  according  to  an  Ernst  &  Young  survey.  On- 
line sales  totaled  $8  billion  last  year  and  could  grow  ten- 
fold in  four  years. 

Promising,  but  now  comes  the  hard  part:  turning  a 
profit.  Behind  high-tech  screens  are  some  distinctly  low- 


ders  expects  the  Web  effort  to  run  a  loss  of  $10  million 
year  and  $20  million  the  next.  The  chain's  stock  tumblej 
38%  when  those  prospects  and  other  snags  were  discloseJ 
in  early  January.  It  hasn't  recovered.  Seems  investors! 
unfazed  by  red  ink  for  on-line  upstarts  with  "dot-com"  i  [ 
their  names,  are  unforgiving  when  the  same  applies  to  olc 
line  firms  going  on  the  Web. 

Yet  Pfeffer,  like  many  marketers — like  your  company! 
most  likely — has  little  choice  but  to  go  on-line.  His  rival 
at  Barnes  &  Noble  had  preceded  him  onto  the  Web,  an{ 
both  chains  had  good  reason  to  fear  the  soaring  sales  c| 
Amazon.com. 


Lost  in  cybe 


E-commerce 

looks 

promising. 

Now  comes 

the  hard 

part: 

making  it 

work. 


By  Mary  Beth  Grover 

tech  costs.  On-line  sellers  that  had 
dreamed  of  avoiding  bricks  and 
mortar  are  now  building  distribu- 
tion centers  and  warehouses.  The 
Web's  ability  to  compare  prices  at 
the  click  of  a  button  sparks  jarring 
discounts  and  costly  coupon  wars. 
And  for  all  those  eyeballs  on-line, 
marketing  consumes  a  frightful 
chunk  of  revenues. 

The  hurdles  can  be  even  higher 
for  traditional  retailers  going  digi- 
tal. Their  on-line  sales  may  simply 
cannibalize  sales  they  would  have 
racked  up  off-line — that  is,  in  the 

real  world.  Their  backshop  infrastructures  were  built  to  dis- 
patch truckloads  of  goods  to  hundreds  of  stores — not  ship 
small  orders  to  millions  of  individual  customers.  (Catalog 
companies  are  better  equipped  but  have  their  own  worries; 
see  story,  p.  126. ) 

Manufacturers  hoping  to  sell  directly  to  consumers  risk 
the  wrath  of  the  dealers  and  wholesalers  that  provide  most 
of  their  revenues.  In  short,  the  Web  is  both  the  problem 
and  the  opportunity. 

No  wonder  some  merchants  venture  into  cyberspace 
with  no  small  amount  of  dread.  Borders,  the  second-largest 
chain  of  bookstores,  opened  its  Web  site  last  May  but 
wasn't  exactly  ecstatic  about  it.  The  1,145-store  chain's 
chief  executive,  Philip  Pfeffer,  sounds  like  one  reluctant 
cybernaut:  "Books,  music  and  video  have  all  been  sub- 
stantially discounted.  Consumers  get  good  value,  but  in  die 
long  run  margins  arc  inadequate  to  support  the  business 
regardless  of  how  much  volume  is  done." 

Pfeffer  worries  that  Web  profits  may  never  come.  Bor- 


Amazon  opened  up  shop  in  1995  and  offered  dis 
counts  of  30%  on  bestsellers.  Barnes  &  Noble  turned  u 
the  heat  on-line  in  May  1997  by  offering  40%  off.  Wa 
Mart,  one  of  the  largest  booksellers,  has  a  Web  outpo: 
slashing  45%  off  list  prices — and  upstart  Buy.coi 
promises  50%  discounts. 

$o  Pfeffer  opened  a  vein  and  bled,  offering  on-line  dii 
counts  even  as  he  jacked  up  spending  for  the  privilege  ( 
doing  it.  To  gear  up  for  shipping  tiny  orders  to  thousanc 
of  customers,  Borders  had  to  build  a  separate  SI  5  millio 
distribution  center  in  LaVergne,  Tenn.  All  told,  the  distr 
bution  costs  of  an  on-line  storefront  can  be  surprising 
high — about  15%  of  sales  for  Web  sellers  like  Borders. 

At  the  front  end,  Borders  had  to  get  cybershoppers  int 
its  on-line  store.  On  the  Web,  that  can  mean  paying  hefi 
fees  to  other  sites  for  referring  their  visitors  to  yours.  It  I 
a  kind  of  rent:  Popular  "portals"  like  Yahoo  lure  the  crit 
cal  mass  of  eyeballs,  so  e-commerce  companies  pay  U 
prominent  placement  on  Yahoo  and  for  customer  "clicl 
throughs."  Such  rent  and  other  marketing  costs  can  run  1 
65%  of  sales,  says  the  Boston  Consulting  Group. 

Borders  spent  $5  million  marketing  its  new  Web  site 
1  c>8  and  could  lay  out  $20  million  this  year.  Pfeffer  won 
c<  firm  the  numbers  but  laments:  "I  can  remember  hea 
in;  i  is  a  great  model.  With  bricks  and  mortar  com> 
ren  But  the  fact  is,  real  estate  costs  on-line  are  significar 
It  ma!  >        really  difficult  to  get  profits." 

1  ting  retailers,  the  scary  prospect  is  that  the  les 

profit         setting  of  the  Web — rather  than  create  ext 
sales  iew  customers — will  simply  siphon  orr  tl 

highei  m  sales  from  their  stores.  That  could  happ< 

at  Boi  Buying  two  or  more  books  can  be  instant 

cheape.  s  Web  site  than  in  its  stores  largely  becau 

custonx         n  avoid  state  sales  taxes.  (Retailers  must  cc 

Forbes  ■  March  8,  19< 


)rbes  ■  March  8,  1999 


Pulp  Addiction 

The  mail-order  business  seems  like 
a  natural  for  e-commerce:  You  have 
customers  who  buy  remotely;  nar- 
rowly targeted  products;  databases  on 
our  innermost  shopping  habits;  the 
fulfillment  back-end.  Slap  on  a  Web 
address  and  free  up  our  mailboxes. 
Please? 

Don't  count  on  it.  Fourteen  bil- 
lion print  catalogs  went  out  last  year, 
and  the  massive  mailings  show  no 
signs  of  abating.  That's  two  or  three 
for  each  U.S.  household  every  week. 
Web  commerce  hit  $13  billion  in 
1998,  but  half  of  catalogers  haven't 
even  started  selling  on-line.  The 
efforts  of  the  other  half  are  down- 
right timid. 

Crate  &  Barrel  relegates  the  Inter- 
net to  a  seconds  warehouse,  using 
third  parties  like  Catalog  City  to  liq- 


Hanover's  Kaul 
Slowly 
going  virtual. 


uidate  inventory.  Williams-Sonoma 
uses  the  Web  as  little  more  than  a 
glorified  store  locator.  Go  to  most 
any  catalog  site — Harry  and  David,  J. 
Crew,  Smith  &  Hawken — and  one  of 
the  first  buttons  you  see  is  "Order 
Catalog." 

"Why  be  so  quick  to  give  them 
that  option,  when  they're  right  there? 
It's  fear,"  says  Robert  Lickton,  presi- 
dent of  Lickton  Supply  Corp.  in  Oak 
Park,  111.  He  has  switched  his  bike 
gear  catalog,  started  by  his  grand- 
father in  1935,  to  a  Web-only  offer- 
ing and  formed  the  Paperless  Catalog 
Association  to  prod  the  industry's 
belated  efforts  on-line. 

Catalogers  have  never  been  a 
nimble  bunch.  They  are  wary  of 
plowing  cash  into  a  channel  that  pro- 
vided only  2%  of  their  estimated  $87 
billion  in  1998  U.S.  sales.  It  can  cost 
$250,000  to  get  started,  and  a  full- 
scale  sales  site  costs  $6  million  to  start 
and  $4  million  a  year  to  run,  says 
International  Data  Corp. 

Yet  half  of  all  catalog  firms  have 
annual  sales  of  $8  million  or  less, 
putting  e-commerce  efforts  out  of 
reach  for  some.  "Even  if  they  get  it, 
they  think  they  can't  afford  to  get  it," 
says  Pvakesh  Kaul,  chief  executive  of 
Hanover  Direct  in  Weehawken,  N.J., 
which  owns  Gump's  By  Mail,  The 
Company  Store  and  a  dozen  other 
catalogs. 

Yet  scrimping  on  Web  costs  risks 
disappointing  your  customers  with 
lame  offerings;  they  may  never  return. 
"People  who  like  to  flip  through  our 
catalog  have  a  well-defined  set  of 
expectations,"  says  Duster  Hsieh,  head 
of  marketing  for  Hammacher  Schlem- 
mer  in  Chicago,  which  launched  its 
Web  site  in  1998.  "If  we  confuse  or 
bore  or  annoy  them,  we're  corroding 
the  print  brand." 


Yes,  but  look  at  the  payoff:  Th< 
cost  of  printing  and  mailing  a  cata: 
log  is  35  cents  to  70  cents;  the  cos 
of  an  extra  hit  on  the  Web  is  closi 
to  zero.  And  fewer  warm  bodies  an 
needed  to  complete  the  transaction 
shaving  up  to  $8  off  the  cost  of  han 
dling  a  sale. 

At  Hanover  Direct,  Kaul  has  gom 
on-line  in  baby  steps,  starting  wit) 
International  Male,  a  trendy  men' 
clothing  retailer,  in  November  199 
and  spending  up  to  $300,000  eacl 
time.  The  12th  title,  Gump's  (honu 
furnishings  and  knickknacks),  wen 
virtual  last  July. 

Kaul  learned  as  he  went  along.  Sil 
houettes,  for  plus-size  women 
needed  minimal  promotion.  Gump' 
got  off  to  a  relatively  slower  star 
and  requires  more  promotions 
spending.  Kaul's  Web  sales  grew  ten 
fold  last  year  but  provided  only  1™ 
to  8%  of  sales,  depending  on  the  cat 
alog.  Still,  he  plans  to  spend  $5£ 
million  in  the  next  three  years  devel 
oping  his  Web  stores  and  other  e 
commerce  endeavors.  He  think 
most  orders  will  eventually  occur  on 
line:  "The  catalog's  role  will  b 
more  as  a  promotional  vehicle, 
sampler." 

Frederick's  of  Hollywood's  We! 
site,  erected  in  1996,  now  provide 
8%  of  sales,  and  Frederick's  figure 
that  portion  could  surpass  20%  in 
few  vears.  Victoria's  $ecret,  by  con 
trast,  didn't  go  on-line  until  Decern 
ber  1998. 

"They're  making  a  big  mistake, 
Frederick's  president,  Terry  Pat 
son,  says  of  her  Victoria  rivals.  S 
45%  of  Frederick's  on-line  shoppei 
are  newcomers  rather  than  existin 
catalog  clients.  "That  45%  was  up  fc 
grabs,"  she  says.  "We're  grabbing  i 
first."  -Amy  Doan  ■ 


lect  the  tax  only  in  the  states  where  they  have  a  physical 
presence.  Borders'  separate  on-line  unit  has  onlv  two  such 
outposts:  the  warehouse  in  Tennessee,  and  headquarters 
in  Ann  Arbor,  Mich.) 

So  Pfeflfer  looks  for  Other  upsides.  Even  if  his  Web  site 
never  turns  a  profit,  he  hopes  it  can  increase  sales  in  stores. 
Shoppers  frustrated  by  sold-out  stock  and  hard-to-get  tides 
can  now  place  special  orders  via  Web-lii  ked  PCs  in  Borders 
outlets.  This  approach  could  bring  in       era!  million  dol- 


lars in  revenue  in  each  quarter,  less  than  1%  of  total  sales, 
Of  course,  die  Web  is  supposed  to  be  a  sales  oudet  unt 
itself,  and  virtually  no  on-liner  has  more  experience  at 
than  Amazon.  And  rarely  have  so  many  companies  bee 
thrown  into  so  much  panic  by  a  company  that  loses  s 
much  money.  In  the  past  three  years  Amazon  lost  a  cumi 
lative  SI 62  million  on  sales  of  S774  million.  Indeed,  th 
deficit  has  grown  nearly  as  rapidly  as  revenue.  As  a  pei 
centage  of  sales,  Amazon's  net  loss  has  actually  gotte 
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orsc,  widening  from  16.4%  in  the  last  quarter  of  1997  to 
B.4%  in  the  last  quarter  of  1998.  Amazon  expects  more 
'Sses  for  the  foreseeable  future. 

Even  for  a  pure  on  liner  like  Amazon,  distribution  eosts 
■e  a  huge  drain.  When  Jeffrey  Bezos  founded  Amazon  in 

CH,  he  planned  to  rely  heavily  on  Ingram  Books,  the 
rgest  book  wholesaler  in  the  U.S.  The  concept:  Ingram 
ould  keep  his  inventory — and  the  eosts  that  go  with  keep- 
g  inventory. 

Bezos  bragged  of  offering  1.1  million  titles  while  stock- 
ig  just  500  bestsellers,  in  a  single  45,000-squar«-foot 
arehouse.  He  set  up  shop  in  Seatde  in  part  beeause  of  its 
roximity  to  some  Ingram  operations.  But  he  stopped 
lort  of  letting  Ingram  handle  shipping  to  individual  cus- 
>mers,  insisting  on  deploying  his  own  force  to  ensure 

alky  of  service. 

Three  years  later  Amazon  relied  on  Ingram  for  60%  of 

books.  That  portion  has  since  deelined,  and  today  two- 

irds  of  Amazon's  2,100  employees  work  on  customer 
fulfillment,"  plaeing  orders,  packing  shipments  and 

swering  eustomer  e-mails  and  processing  credit  card 
larges.  That  consumes  close  to  10%  of  revenue,  and  it 
raid  go  higher. 

Now  Ingram  is  being  bought  for  $600  million  by 
mazon's  rival,  Barnes  &  Noble.  Ingram  hopes  to  keep 
lpplying  Amazon,  but  Amazon  is  increasingly  sidestep- 
ing  Ingram  to  buy  direcdy  from  publishers. 

To  house  all  its  new  inventory,  Amazon  is  opening  its 
tird  warehouse — a  colossal  seven-acre  facility  in  Fernley, 
lev. — with  plans  for  a  fourth  and  possibly  a  fifth  one. 
taffing  costs  will  grow  accordingly. 

Worth  it?  Even  Sam  Walton  of  Wal-Mart  shaved  his  cost 
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of  goods  sold  only  2%  below  his 
competitors  by  buying  direct. 
Amazon  says  its  gross  margins 
on  books  have  risen  four  per- 
centage points  in  18  months. 
But  music  CDs  now  provide  13% 
of  sales,  a  big  reason  the  on- 
liner's  overall  gross  margin  fell 
by  1.6  points,  to  21.1%. 

Perhaps  Amazon  will  find 
profits  in  becoming  an  on-line 
landlord.  In  December  Bezos 
launched  a  "shop  the  Web"  pro- 
gram, charging  "e-tailers"  rent 
to  be  featured  on  Amazon. 
Cyberspace  is  getting  to  be  as 
expensive  as  a  storefront  on 
Rodeo  Drive.  Barnes  &  Noble's 
on-line  unit  is  paying  America 
Online  an  eye-popping  $40  mil- 
lion to  lock  in  space  as  AOL's 
exclusive  bookseller  for  four 
years.  A  bargain? 

"I've  always  felt  these  portal 
deals  were  way  too  expensive 
and  lock  you  in  for  way  too 
long,"  says  Darryl  Peck,  head  of 
Cyberian  Outpost,  a  Web  seller 

of  computers.  "No  one  knows  if  they're  going  to  work 

or  not." 

Music  sellers  N2K  and  CDNOW  agreed  to  merge  in  part 

because  dieir  already-ailing  finances  were  hurt  by  contracts 

to  spend,  between  them,  $108  million  for  similar  market- 

Cramped 
quarters 

E-tailers  have  little 
room  for  profit 
even  if  marketing 
and  rent  fall,  as 
shown  at  right. 


Superstores 


$100.00 


Average  sale 

(Discount) 

Shippings  handling 
Sales  tax 
Customer  pays 


Cost  of  sales 

67.41 

57.60 

Shippings  handling 

2.88 

9.90 

Gross  profit 

26.71 

23.50 

Operating  expenses 

Rent 

Labor  &  store 

Web  site  development 

Marketing 


Total 


Operating  profit  per  order 


Source:  Christopher  Vroom,  Thomas  Weitzel  Partners. 
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Grade-A  challenges 

"Brick-axd-mortar"  retailers  thought  the 
Web  would  slash  costs  for  rent  and  payroll. 
Some  are  still  waiting  for  the  miracle. 

Egghead.com  ($140  million  estimated  1999  i 
sales)  began  life  as  Egghead,  Inc.,  a  leading 
software  chain  in  the  1980s.  Mass  merchandis- 
ers squeezed  its  margins,  and  the  retail  division 
last  saw  an  operating  profit  in  1992.  Hoping  to 
cut  costs,  Egghead  shuttered  its  remaining  83 
stores  a  year  ago  and  sought  refuge  on-line  as 
Egghead.com. 

But  the  Spokane,  Wash,  on -liner  is  strug- 
gling. Losses  were  at  $21.6  million  on  $106 
million  in  sales  for  the  first  nine  months  of 
fiscal  1999 — 42%  more  than  last  year. 

It  should  have  been  easy.  Rather  than  ship 
software  by  mail,  Egghead  would  zap  it  to  cus- 
tomers over  the  Web.  But  bandwidth  isn't  up 
to  snuff.  Until  buyers  can  download  fast  and 
cleanly,  the  low-cost  sales  will  be  negligible. 

Now  Egghead  is  trying  its  hand  at  selling 
clothes,  luggage,  jewelry — even  country  hams. 
But  sales,  general  and  administrative  expenses 
are  actually  up — to  34%  of  revenue  from  18% 
in  1992.  And  gross  margins  are  down  from 
20%  in  1992  to  10%  this  year.  One  upside:  The 
"dot-com"  in  its  name  helps  the  stock;  it's  still 
around  $17.  -Brett  Nelson  H 


ing  agreements.  That 
is  almost  half  their 
hoped-for  full-year 
revenue — a  cosdy  pro- 
motion, to  be  sure. 
"We  don't  want  to  go 
out  and  talk  about 
how  it's  not 
working,"  says  N2K 
Chief  Executive  Jon 
Diamond.  He  has 
renegotiated  some 
deals,  which  could 
reduce  the  cost  by 
$10  million. 

Such  savings  can 
get  eaten  up  quickly 
by  other  needs.  Ad 
budgets  are  a  big  jolt. 
Last  summer  software 
seller  Beyond.com 
began  a  six-month  TV 
blitz  for  $10  mil- 
lion— exceeding  its 
entire  third-quarter 
sales.  Buy.com,  an  on- 
line discount  store, 
paid  $1.6  million  for  a 
single  30-second  spot 
on  the  Super  Bowl. 

Special  promotions 
are  de  rigucur.  At  the 

Buy.com  site,  you  can  get  an  Agfa  digital  camera  for 
$723.95 — and  a  $250  Clik  disk  drive  free  of  charge.  Com- 
puter Literacy,  an  on-line  seller  of  computer  books,  offers 
some  software  developers  $19.95  off  any  purchase  north 
of  that  amount. 

Technology  spending  can  be  a  drain,  too.  1-800-Flow- 
ers  poured  $13  million  into  its  new  Web  site  and  will 
spend  $15  million  in  the  next  two  years  to  upgrade  it. 
"We've  been  profitable  thus  far.  Now  we're  plunging  into 
the  dark,"  says  Chief  Executive  James  McCann.  "Still, 
we  do  believe  it's  the  future.  We're  betting  all  our  chips 
on  it." 

The  Web  was  supposed  to  all  but  wipe  out  the  cost  of 
customer  support,  letting  mouse-clicks  replace  phone 
orders.  Don't  count  on  it.  During  the  Christmas  rush, 
Shopping. corn's  support  lines  were  swamped  with  callers 
who  needed  a  human  touch.  Some  of  them  were  left  on 
hold  for  an  hour.  The  Web  discounter,  which  sells  watch- 
es, Cuisinarts  and  other  goods,  doubled  its  support  staff 
ro  50  people,  easily  adding  another  $1.5  million  a  year  in 
osts.  Yet  revenue  for  the  nine  months  ended  Oct.  31 
aled  just  $4  million. 

'ompaq  Compute,  (  irp.  is  w  'King  to  forgive  Shop- 
corn  its  cost  problenv.,  for  r  >v\  It  has  agreed  to  buy 
ipstart  for  $200  million. 

these  Web  selling  cost  aj  ■  Probably  not.  Web 

have  noticed  that  on-li,       >uyers  arc  indecisive,  fill- 

their  digital  shopping     iskcts  as  they  proceed 


through  a  site,  but  then  erasing  two-thirds  of  their  pui 
chases  before  reaching  the  checkout.  They  lose  their  nerv 
or  can't  find  their  way  out. 

"The  bottom  line  is  that  e-commerce  companies  hav 
to  spend  more  on  phone  centers  than  bargained  for,"  sa; 
Ajit  Pendse,  founder  of  Beaverton,  Ore. -based  Efusioi 
His  firm  offers  a  fix.  He  pushes  "pop-up"  buttons  o 
Web  pages  that  could  route  frustrated  customers  who  ai 
ready  to  bail  out  to  a  service  rep,  turning  the  PC  into 
speakerphone. 

There  must  be  some  way  to  make  money.  Ebay,  the  au< 
tioneer,  is  one  of  the  few  Websters  to  turn  a  profit,  in  pa 
because  it  refuses  to  fuss  widi  "fulfillment";  customers  \vh 
use  the  site  must  do  the  work  to  get  the  boot)'  shippe 
from  buyer  to  seller.  Beyond.com  hopes  to  cut  delivei 
costs  by  zapping  more  copies  of  software  over  phone  lint 
into  customers'  PCs. 

Scott  Blum,  the  founder  of  Buy.com,  plans  to  sell  son 
products  below  cost — in  die  expectation  of  building  a  larj 
enough  audience  that  he  can  make  money  on  advertising 
He  hopes  so  many  customers  stampede  his  way  that  otht 
Web  sites  will  pay  him  big  bucks  for  customer  referrals. 

Good  luck  to  him.  Someone  will  get  it  right,  but  alor 
the  way  hype  and  hope  will  collide  with  harsh  realitie 
"This  is  just  a  catalog  retail  business  with  lower  barriers  1 
entry.  Margins,  if  they  ever  materialize,  will  always  1 
crummy,"  grouses  Michael  Murphy,  a  veteran  tech  invest< 
in  Half  Moon  Bay,  Calif.  He  may  be  right.  ■ 
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SMALL.  DESIRABLE. 

BUT  ENOUGH  ABOUT  THE  PRICE. 


INTRODUCING  THE   IBM  THINKPAD    390  SERIES 


The  new  ThinkPad  390's  price  isn't  necessarily  its  most  attractive  feature.  Its  slim  design  also  hides  a  powerful  Intel*  processor 
(up  to  266  MHz),  a  huge  active  matrix  screen,  built-in  CD-ROM  and  floppy  drives,  stereo  speakers  and  a  high-speed  internal 
modem.  For  less  than  $1,800?  this  neat  little  package  puts  e-business  within  reach  of  small  business  professionals 
everywhere.  And  that's  a  big  deal.  See  the  full  line  of  ThinkPads  at  www.ibm.com/thinkpad  or  call  1  800  426  7255,  ext.  5028. 


e-business  tools 


Intel  processors  (up  to  266  MHz)  /  Up  to  4.3GB  hard  drive  / 12.1"  or  14.1"  TFT  screen  /  CD-ROM  /  From  $1,799* 
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By  James  Champy 


strategies 


Form  follows  customers 


A  senior  manager  of  a  multinational  recent- 
ly leaned  across  the  dinner  table  and  asked: 
"Jim,  how  would  you  organize  a  company?" 
What  functions,  she  wanted  to  know,  should 
be  centralized?  Which  should  be  decentral- 
ized? Should  business  units  be  organized  by 
geography,  by  product  or  otherwise? 

As  I  carefully  framed  my  response,  I  real- 
ized I  hadn't  heard  such  questions  in  a 
long,  long  time.  "How  do  you  segment 
your  customers?"  I  began. 

Passionate  structural  discussions  aren't 
really  necessary  in  most  of  today's  "re- 
organizations," which,  by  and  large,  are  pretty 
primitive  affairs.  The  ones  you  read  about 
involve  humongous  acquisitions  and  mergers, 
such  as  Citibank  and  Travelers,  Exxon  and 
Mobil,  MCI  and  WorldCom.  In  these  deals, 
the  primary  questions  troubling  senior  execu- 
tives are  twofold:  Who  will  run  the  combined 
companies?  How  can  we  quickly  make  this 
consolidation  pay  off?  Restructuring  amounts 
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to  smashing  things  together. 

Managers  may  also  have  concluded  that 
there's  no  such  thing  as  the  perfect  "struc- 
ture," so  there's  no  point  in  debating  it. 
We've  discovered  that  decentralizing  func- 
tions like  personnel,  data  processing  and 
finance  generally  results  in  better  service  but 
higher  costs.  Centralizing  functions  usually 
results  in  lower  costs  but  poorer  service  and 
loss  of  control. 

Meanwhile,  rapidly  changing  business  and  | 
technology  factors  are  making  what's  left  of 
the  debate  passe.  For  example,  country  busi- 
ness units  are  becoming  less  important.  Even-ii 
tually,  electronic  channels  will  make  corporate 
structures  customized  to  one  country  irrele 
vant.  Customers  who  buy  over  the  Web  don't 
care  where  the  products  come  from  or  where 
they're  made.  They'll  simply  assume  that 
companies  will  be  able  to  deliver  uniform 
quality  and  price,  everywhere,  anytime. 

Organizing  by  product?  That,  too,  is 
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Both  of  these  men  are  traveling  2.00(    ■ 


fired  of  scurrying  through  airports?  Bleary-eyed  meetings?  Missing  your  family?  On-net  from  MCI  Worl 

has  the  answer.  Global  conferencing.  We  can  provide  everything  you  need  for  your  meeting— audio. 

NET  conferencing  or  a  combination  of  all  three.  Well  even  provide  the  latest  video  equipment.  No  matte 
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Businesses 
must  find  ways 
to  mirror  their 
customers — 
big  or  small, 
,;ervice- 
|:onscious  or 
price-sensitive, 
occasional 
jouyer  or  soul 
mate. 
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becoming  archaic,  as  customers  demand  that 
products  be  combined  and  delivered  in  ways 
that  fit  their  needs.  Hospital  supply  compa- 
nies that  proxide  a  wide  range  of  drugs  and 
surgical  supplies  bend  their  logistics  structures 
into  pretzels  to  combine  disparate  products 
from  many  vendors  and  units.  Indeed,  John- 
son &  Johnson  learned  this  a  lifetime  ago. 

So  what's  left  to  debate?  Simplv  this:  Busi- 
nesses must  find  better  ways  to  mirror  their 
customers — big  or  small,  sophisticated  or 
casual,  service-conscious  or  price-sensitive, 
occasional  buyer  or  soul  mate.  There  are 
countless  ways  to  segment  customers  and 
address  their  specific  needs.  Start  thinking 
about  them. 

■  First,  understand  how  your  customers 
differ.  What  are  their  met  and  unmet  needs? 
Some  big  customers  may  want  close  rela- 
tionships, as  Wal-Mart  demands  of  all  its 
"partners."  Others  may  just  want  transac- 
tions based  solely  on  price. 

■  Consider  not  only  the  products  that  will 
meet  their  needs  but  the  kind  of  experience 
you  want  to  create  for  each  type  of  customer. 
Dunkin'  Donuts  and  Starbucks,  for  example, 


have  obviously  come  to  different  conclu- 
sions about  the  ambience  they  want  to  cre- 
ate for  their  customers. 

■  Think  about  the  behavior  that  will  be 
required  of  your  people  to  create  those  cus- 
tomer experiences  and  the  best  way  of 
"organizing"  to  support  that  behavior.  For 
example,  the  fewer  departments  you  create 
internally,  the  more  the  customer  experi- 
ences you  as  being  highly  responsive  to  cus- 
tomer needs.  The  more  fragmented  you  are, 
the  less  likely  you  are  to  give  your  customer 
the  experience  of  good  service. 

■  Decide  what  will  be  most  important  to 
your  customers:  new  product  development, 
exceptional  service,  logistics.  You  may  find 
that  you  don't  need  separate  structures  for 
different  types  of  customers — only  different 
processes. 

Louis  Henri  Sullivan,  the  Chicago  architect 
and  designer  of  the  world's  first  skyscrapers, 
famously  said,  "Form  ever  follows  function," 
in  describing  how  to  design  a  building. 

Designing  a  winning  business  is  also  a  tall 
order.  But  the  blueprint  starts  with  cus- 
tomer segmentation.  M 


leeting.  Which  one  would  you  rather  be? 
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isive  your  needs,  we  can  handle  it.  And  it  there's  ever  a  concern,  we  have  people  ready  to  assist  you.  24/7. 
e  changing  the  way  the  world  meets.  So  you  can  get  where  you  have  to  go.  Without  ever  really  having  to...  go. 
Vbvage.  Introducing  MCI  WorldCom  On-Net.  For  details,  visit  mciworldcom.com  or  call  1-800-475-3555. 
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Portable  gadgets  always  had  to  compromise  between  speed  and  stamina— until 
ferroelectric  science  came  to  the  rescue.  It  just  might  rewrite  the  chip  industry. 

A  computer  in  every 
shirt  collar? 
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By  Neil  Weinberg 

WALK  THE  HALLWAY  at  Celis  Semicon- 
ductor Corp.,  a  ten-person  chip 
designer  in  Colorado  Springs,  Colo., 
and  you  get  a  tour  of  the  computer 
memory  business.  On  one  side  chip 
engineers  from  Matsushita  and  Mi- 
tsubishi crouch  over  workstations  in 
dimly  lit  offices.  Across  the  hall:  rivals 
from  Korea's  Hyundai  and  France's 
STMicroelectronics.  A  padlocked  rack 
of  routers  and  electronic  firewalls  keep 
everyone  honest. 

Samsung,  the  world's  largest 
memory  maker,  Siemens,  NEC,  Fujit- 
su and  Hitachi  have  descended  upon 
Colorado  Springs  lately.  What's 
the  draw?  Tiny  Celis,  along  with 
nearby  parent  Symetrix  and  crosstown 
rival  Ramtron,  have  turned  the  town 
into  the  fountainhead  for  a  technolo- 
gy that  could  be,  for  the  next  genera- 
tion of  portable  computers  and 
telephones,  what  drams  are  for 
today's  PCs. 

The  new  technology  is  known  as 
ferroelectric  random  access  memory, 
or  FRAM — as  distinguished  from  DRAM 
(for  dynamic  random  access 
memory).  The  technology 
is  already  doing  duty  inside 
millions  of  cell  phones.  The 
allure:  the  potential  to  com- 
bine the  best  features  of 
other  memory  chips  with- 
out    the     drawbacks — to 


work     at     blazing 
speeds  yet  consume 
far  less  energy  and  last 
far  longer. 

frams  could  let  digital 
cameras  shoot  one  pho 
after  another  continuously, 
instead  of  having  to  wait  sever- 
al seconds  to  save  each  image.  In 
electronic  organizers,  frams  could 
replace  today's  memory  chips,  make 
do  with  much  smaller  batteries  and 
eliminate  hard-disk  backup. 

FRAMs  will  catch  on  in  a  big  way  in 
the  next  few  years,  particularly  in  low- 
end  stuff — inside  videogames,  air  bags 
and  vcrs.  But  some  sophisticated  new 
devices  are  coming,  too.  Millions  of 
FRAM-powered  smart  cards  are  bound 
for  automatic  fare  collection  on  sub- 
ways and  buses  in  Washington,  D.C., 
Shanghai  and  elsewhere.  The  chips  for 
the  credit-card-size  devices,  supplied 
by  Nasdaq -listed  Ramtron,  sip  so  little 
power1  that  they  run  entirely  on  a  radio 
signal  from  a  turnstile -mounted  reader. 
The  fr\ms  wake  up,  deduct  the  fare 
and  send  it  back 
to  the  reader  in 
a  tenth  of  a 
second. 

The  new 
chips  are  so 
cheap  and  du- 
rable that  thev 


The  capital's  brainy 
subway  pass 
It  works  in  a  tenth 
of  a  second  with 
no  battery — and 
no  touch. 


may  soon  win  work  in 
no-stop  toll  booths  and  pack- 
age-tracking tags — even  as  button- 
sized  chips  identifying  a  shirt's  owne 
and  telling  the  dry  cleaner  how  mud 
starch  to  use. 

frams  cost  as  little  as  20  cent 
apiece,  yet  Fujitsu  expects  the  fr-u 
market  to  grow  from  near  zero  las 
year  to  S10  billion  in  2002.  The  tech 
nologv  one  day  may  even  challenge 
dram  chips  in  computers,  a  S16-bil 
lion-a-year  business — although  no 
anytime  soon. 

The  crystals  inside  fr\ms  have  1 0( 
times  the  capacity  to  hold  an  electri< 
charge  as  the  silicon  dioxide  in  ; 
DRAM,  so  in  some  theoretical  sens< 
frams  ought  to  be  able  to  store  infor 


Did  not  compute 

path  to  glory  in  the 
usincss  is  riddled 
-lures  that  might 


WILLIAMS  TUBE:  digital  grid 
on  cathode  ray  tube.  IBM  in- 
stalled it  in  first  commercial 
computer,  1953.  Knocked  out 
by  press  flashbulbs  at  unveil- 
ing. Eventually  abandoned 
as  unreliable. 


JOSEPHSON  JUNCTION:  shot 
electrons  through  insulator  with 
zero  resistance.  Superfast — but 
too  large  and  required  cooling 
to  near  absolute  zero  in  liquid 
helium. 


BUBBLE  MEMORY:  floating 
magnetized  bubbles  hyped  in 
early  1970s  as  replacement  for 
DRAMs  and  hard  disks. 
Flopped  due  to  low  density, 
slow  speed  but  yielded  magne- 
to-optical material  for  CDs. 
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arion  100  rimes  as  densely.  But  pro- 
iction  techniques  have  a  long  way 

go.  The  densest  fram  chips,  due 
is  summer,  will  hold  only  4  million 
ts  of  data  (4  megabits),  laughably 
imitive  compared  with  the  64- 
egabit  drams  now  in  use. 

This  misses  the  point,  fram's  real 
romise  isn't  as  an  understudy  for 
^ams  but  as  the  centerpiece  of  new 
wireless  gad- 


gets. "Our 
bal  isn't  to  replace  drams  but  to  use 
bams  to  create  new  portable  mar- 
ts," says  Carlos  Mazure,  who  runs 
bioelectric  development  at  Siemens. 
;  To  be  sure,  high-tech  is  littered 
iith  memory  might-have-beens  that 
111  victim  to  their  own  glitches  and  to 
jinding  improvements  in  drams  and 
Isk  storage  (see  below).  But  fram's 
Iherent  advantages  are  clear. 
drams  run  at  blazing  speeds,  yet, 
1  countless  cursing  PC  users  know, 
power  shutdown  results  in  amnesia, 
lemory  loss  doesn't  happen  for  two 
Jcher  kinds  of  chips — flash  memory 
id  Eeproms;  they  run  everything 


from  microwave  ovens  to  wristwatch- 
es.  But  that  feature  means  they  are 
especially  poky  at  storing  new  data. 

FRAMs,  by  contrast,  are  as  speedy 
as  drams,  yet,  like  flash  memory, 
retain  their  data  when  the  power 
is  off.  And  FRAMs  do  it  better.  They 
can  store  data  for  years  without  con- 
suming any  electricity.  Compared  with 
flash  and  Eeproms,  they  can  download 
data  thousands  of  times  faster,  yet  use 
one-tenth  the  power  and  run  100,000 
times  longer  before  wearing  out.  A 
fram  could  handle  word- 
processing  functions 
for  years;  flash  memory 
would  wear  out  almost 
immediately. 

Fcrroelectrics  have 
been  around  for  a 
century.  The  name 
aside,  they  contain 
no  iron;  they  are 
ceramic  crystals  that, 
when  zapped  with 
an  electrical  charge, 
take  on  a  positive 
or  negative  electric 
polarity.  Work  on 
computer  uses 
began  in  earnest  in 
the  1950s,  but 
foiled  research  pow- 
erhouses IBM,  Bell  Labs  and  Westing- 
house.  In  1973  IBM  scientists  declared 
FRAMS  a  dead-end. 

Early  prototypes  quickly  "fa- 
tigued"— they  stopped  holding  a 
charge  or  data.  They  also  interacted 
badly  with  the  foundation  of  all  other 
memory  chips:  silicon. 

The  resurrection  came  in  the  early 
1980s  when  Carlos  Araujo,  a  profes- 
sor at  the  University  of  Colorado, 
began  working  with  industry  veterans 
Larry  McMillan  and  George  Rohrer. 
They  formed  Ramtron  in  1982  to 
develop  a  new  design.  It  eliminated 
the  bad  silicon  interaction  by  making 
a  fram  sandwich — putting  the  fram 


between  two  microscopic  electrodes 
to  separate  it  from  the  silicon  base. 

Araujo  and  McMillan  left  Ramtron 
and  set  up  Symetrix  in  1988  to  work 
on  the  fatigue  problem.  They  set  a 
deadline:  Find  a  solution  by  year-end 
1991  or  shut  down.  (Rohrer  left  in 
1987;  he  died  last  year  at  62.) 

Four  months  before  their  self- 
destruct  date,  they  found  a  solution: 
a  silicon  substitute  that  could  crunch 
data  for  ten  years  without  fatigu- 
ing— sbt,  or  strontium  bismuth  tan- 
talate.  Araujo  showed  the  material  to 
Matsushita  engineers,  who  were  so 
struck  by  its  rock-solid  structure  that 
they  sent  a  second  crew  to  double- 
check  the  results.  In  1995  Ma- 
tsushita paid  $5  million  for  10%  of 
Symetrix. 

Matsushita's  early  fram  success 
came  not  in  memories  but  in  high- 
density  filters  in  cell  phones  to  block 
unwanted  microwave  signals.  FRAMs 
shrank  the  six-chip  modules  that 
unscramble  phone  signals  to  one-fifti- 
eth their  previous  size.  Matsushita 
now  controls  more  than  half  the 
world  market  for  the  modules  and 
will  make  100  million  this  year. 

While  Symetrix  and  its  offspring, 
Celis,  work  with  sbt,  Ramtron  has 
invested  $150  million  over  the  years 
in  an  older  ferroelectric  memory  tech- 
nology known  as  lead  zirconium 
titanate,  or  PZT.  Ramtron  already  has 
sold  several  million  PZT  chips  for 
devices  such  as  wireless  meter  readers. 

Now  Ramtron  and  Symetrix  both 
hope  to  push  into  bigger  markets.  "If 
we  can  overcome  the  barriers  of  time 
and  money,"  says  Symetrix's  Araujo, 
"you'll  soon  see  products  like  PDAs 
(personal  digital  assistants)  with  long 
battery  lives  that  can  always  be 
hooked  to  the  Net.  You'll  be  able  to 
download  a  3 5 -page  report  at  your 
dinner  table  in  seconds." 

Your  Palm  Pilot  may  soon  look  like 
an  antique  pocket  watch.  H 


0  CHIP:  early  Nineties  rage       HOLOGRAPHIC  STORAGE: 


iing  proteins.  Promised  to 
ore  one  billion  times  more 
ata  than  silicon  without 
ectricity.  Freezes  up  when 
ied,  heated  or  cooled, 
aybe  someday. 
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records  data  on  crystals,  read  by 
laser.  Overlapping  data  means 
potential  density  and  computing 
speed  enormous.  Cool  idea 
but  too  bulky  with  existing 
materials. 


CORE  MEMORY:  small,  magne      MAGNETIC  RANDOM  ACCESS 


tized  donuts  embroidered  into 
a  grid.  Eventually  displaced 
by  DRAMs. 


MEMORY  (MAGRAM):  stores 

data  magnetically.  Eliminates 
silicon.  No  way  yet  to  get  it  to 
work  under  real-world  condi- 
tions, shrink  it  to  sizes  rivaling 
DRAMs.  -N.W. 
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Layoffs  are  a  fact  of  life,  but  they  weren't  supposed 
to  happen  at  PeopleSoft. 

Bad  karma 


By  Stephan  Herrera 


You  KNOW  there's  something 
wrong  in  the  enterprise  software 
industry  when  the  number  two  player, 
PeopleSoft,  cranks  out  a  great  year — 
and  then  fires  6%  of  its  work  force.  The 
news  sent  PeopleSoft  shares  down  12% 
in  one  day  to  below  the  S20  mark. 
How  the  mythologized  have  fallen. 

Up  until  the  firings  in  January. 
Pleasamon,  Calif.-based  PeopleSoft 
was  as  well  known  for  its  cuddly  cor- 
porate ambience  as  it  was  for  its  soft- 
ware, which  automates  and  inte- 
grates everything  from  the 
accounting  department  to  the  ware- 
house. The  very  name  of  the  com- 
pany suggests  a  kinder,  gentler 
employer,  although  in  fact  it  relates 
to  the  fact  that  the  business  started 
out  selling  software  to  handle  per- 
sonnel departments. 

The    nice-guy    chief  executive, 
David  Duffield,  once  wooed  hot- 
e  sh  out  of  Mir  and 
tacit  promise  they'd 
i  »rry  about  pink  slip-- 


company.  He  himself  was  a  refugee 
from  IBM  back  in  the  days  when 
that  company  had  a  taboo  about 
layoffs.  For  years  PeopleSoft  was 
ranked  at  the  top  of  everybody's  list 
of  best  places  to  work — in  no  small 
measure  because  of  the  cult  of  per- 
sonality Duffield  had  created  for 
himself. 

How  could  a  man  who  loves  ani- 
mals not  be  a  nice  guy?  He  pledged 
S200  million  of  his  own  money  for  a 
crusade  to  save  all  the  stray  cats  and 
dogs  that  would  otherwise  be  killed 
every  year. 

Duffield  says  he  will  at  some 
point  hire  again,  presumably  to  de- 
velop and  sell  software  for  e-com- 
merce.  But  what  does  it  say  about 
the  once-roaring  S14  billion  market 
for  enterprise  software  when  David 
Duffield  resorts  to  layoffs?  "It 
says  that  the  industry  is  changing, 
PeopleSoft  sees  more  down  quarters 
ahead,  and  it's  time  to  get  lean 
and     mean,"     says    analyst     Kyle 


Pond  of  the  Gartner  Group. 

Mean?  PeopleSoft? 

The  company  has  seen  better  day 
Software  sales  grew  a  dismal  3%  i 
the  fourth  quarter  of  1998,  aftf 
"three  years  of  40%-plus  growth.  Th 
company  warned  analysts  recent! 
that  revenues,  which  also  come  froi 
maintenance  and  services,  will  down 
shift  from  the  blistering  60%-pk 
growth  to  somewhere  around  25 
this  year.  The  Nasdaq-listed  share 
which  recently  were  added  to  the  s& 
500,  fell  from  a  high  of  S58  la: 
spring  to  a  recent  SI 8. 50. 

Other  storm  clouds  are  looming 
Regulators  are  investigating  Peoplt 
Soft's  research  and  developmer 
writedowns  dating  back  to  199( 
their  theory  is  that  the  nonrecurrin 
writedowns  have  the  effect  of  oven 
stating  regular  earnings  in  years  fo 
lowing.  The  plaintiffs'  bar  smel. 
blood  and  has  already  filed  oven 
dozen  class  actions  alleging  stop 
fraud  and  accounting  irregularities. 

In  imposing  PeopleSoft's  first 
round    of  layo 
PeopleSoft  Chief       Duffield      often 
Dave  Duffield  little  except  to 

No  more  in     the     compan 

Mr.  Nice  Guy.  news   release   thr 

■■■■  "all  the  major  vei 

dors  are  in  a  fun 
with  the  questionable  IT  spending.' 

Excluding  charges,  fourth-qu; 
profits  were  up  onlv  1%,  but  pro 
for  the  year  were  up  a  robust  45 
to  SI  57  million,  on  sales  of  SI. 3 
lion,  up  61%.  In  most  markets,  tfl 
would  be  called  stellar.  In  th 
market,  powerhouse  SAP,  with  S 
billion  a  year  in  sales,  is  rated  ; 
depressed  because  it  eked  out  a  15 
profit  gain  on  40"   sales  growth. 

Now  that  he's  sent  430  peop! 
packing,  Duffield  has  a  tough  repa 
job  ahead,  not  least  because  of 
talent  shortage  in  Silicon  Yalle 
Objectively,  his  company  is  prohab 
a  safer  employer  than  others  in  th 
software  business,  like  IBM  an 
Oracle.  But  PeopleSoft  was  suppose 
to  be  capable  of  doing  no  wroni 
Who  out  there  will  be  eager  to  join 
company  that  has  just  dropped  yea 
of  cushy  employment  practice 
Maybe  PeopleSoft  would  be  betti 
off  if  it  had  never  landed  in  tho; 
best-places-to-work  almanacs.       ■ 
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When  you're  comfortable,  taking  care  of 
business  seems  less  like  work.  Our  First, 
Business  and  Economy  Class  now  feature 
redesigned  seats  with  greater  recline  and 
adjustable  headrests,  along  with  more  space 
to  stretch  your  legs.  So  you  can  lean  back 
and  relax.  Or,  if  you  prefer,  you  have  the 
atmosphere  you  need  to  get  work  done. 
It's  all  part  of  our  new  intercontinental  service 
and  another  example  of  our  efforts  to  offer 
you  a  more  comfortable  journey. 

www.lufthansa-usa.com 
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network  for  Earth. 


.Fly  on  Lufthansa  or  our  global  partner  United  Airlines  and  you 
can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More*  or 
United  Mileage  Plus?  in  accordance  with  the  terms  and  conditions 
of  the  programs.  New  seats  being  phased  in  through  Spring  1 999. 


In  the  spring  of  1993,  Nils  Lonberg 
bred  a  mouse  whose  immune  system 
could  make  human  antibodies.  That's 
a  feat  not  unlike  getting  a  cow  to  give 
mother's  milk,  but  far  more  valuable. 

The  advantage  of  such  quasi-human 
antibodies  is  that  the  body  does  not 
perceive  them  as  foreign  and  so  will 
not  develop  immunity  to  them.  That 
means  thev  could  theoretically  be 
administered  to  a  patient  again  and 
again  for  chronic  conditions,  such  as 
cancer  and  rheumatoid  arthritis. 

Drug  development  contracts  signed 
in  just  the  last  year  with  Pfizer,  Novar- 
tis,  Schering  AG,  Bristol-Myers  Squibb 
and  others,  could  bring  in  some  $200 
million.  That  sum  is  split  between 
Lonberg's  employer,  Annandale,  N.J.- 
based  Medarex,  and  Fremont,  Calif- 
based  Abgenix,  the  two  companies 
breeding  these  transgenic  mice. 

Could  such  mice  make  magic  bullets 
aimed  at  individual  diseases?  They 
might.  "It  was  pretty'  cool  finally  build- 
ing what  they've  been  talking  about 
for  100  years,"  says  Lonberg,  43. 

His  recipe  starts  with  a  method  for 
rig  that  part  of  the  human  DNA 
encodes  part   of  the   immu    t 


system.  He  then  injects  the  DNA  into 
half-day-old  mouse  embryos.  Then  he 
puffs  on  a  tube  to  blow  20  to  30  of 
the  embryos  into  a  mother  mouse's 
oviduct.  "I've  worked  on  20,000  mice 
and  no,  I've  never  swallowed  an 
embryo,"  he  laughs. 

Three  weeks  later,  the  mouse  drops 
a  litter  of  pups.  The  DNA  doesn't  take 
in  all  cases,  but  you  can  tell  when  it 
does  and  then  breed  the  mice  into  siz- 
able colonies.  When  that's  accom- 
plished, you  have  mice  that  will  pro- 
duce antibodies  that  are  like  human 
ones  in  response  to  almost  any  anti- 
gen— an  antigen  being  the  target  that 
a  particular  antibody  latches  onto. 
Next  step:  Inject  the  mice  widi  an  anti- 
gen you  want  attacked.  The  antigen 
could  be  almost  anything — a  virus,  a 
cancer  cell,  a  hormone  that  contributes 
to  a  disease,  for  example.  The  mice 
spew  out  custom-made  antibodies 
against  diat  antigen.  Lonberg  then  col- 
lects die  antibodies  and  analyzes  their 
common  genetic  blueprint. 

"Once  you've  got  that  blueprint, 
you  can  synthesize  the  gene  easily  and 
produce  a  hybridoma  that  yields  as 
many  antibodies  as  you  want,"  says 


Lonberg.  (A  hybridoma  is  a  tame' 
tumor  cell  that  churns  out  masses  o) 
antibody  in  biotech  fermentation  vats 
Hybridoma  technology,  thankfully,  i: 
well  developed.) 

The  advantage  of  fully  human  anti- 
bodies is  clear  when  you  consider  tht 
older,  animal  variety.  Horse  serum  ha; 
long  been  used  against  snake  bites 
which  people  rarely  get  more  than 
once  in  their  lives — fortunately 
because  after  just  one  injection  o 
horse  serum,  the  human  body  starts  tc 
recognize  the  horse  antibody  anc 
manufactures  antibodies  against  it 
Thus,  if  the  serum  is  injected  again,  th< 
immune  svstem  will  attack  it  so  forcibh 
that  the  person  goes  into  shock. 

Full}'  human  monoclonal  antibodie 
from  transgenic  mice  don't  have  tha 
drawback.  "There's  nothing  toxii 
about  them,"  says  Dr.  Gerald  Krueger 
professor  of  dermatology  at  the  Uni 
versity  of  Utah.  He  has  just  completet 
preliminarv  clinical  trials  on  a  human 
mouse  antibody  against  psoriasis,  devel 
oped  bv  Abgenix.  This  antibody  neu 
tralizes  the  so-called  IL-8  immun< 
system  component  that  causes  psoriasis 

Note  the  complicated  relationships  ii 
this  strange  world  of  immunology.  Ii 
die  psoriasis  experiment  the  doctors  an 
using  one  immune  system  element  (ai 
antibody)  to  attack  anodier  one  ( IL-8; 
all  the  while  trying  to  dodge  a  responst 
from  yet  another  potential  player  i  ai 
antibody  against  the  antibody). 

Although  the  scientists  are  tight 
lipped  about  what  other  antibodie 
thev're  developing  with  the  mous 
technology,  Medarex  confirms  tha 
Schering  is  working  on  therapies  fc 
inflammation  and  the  Japanese  dru 
giant  Eisai  for  rheumatoid  arthritfi 
Abgenix  is  farming  out  its  mice  fc 
cancer  therapies  underway  at  Pfize 
and  heart  disease  remedies  at  Gener 
tech,  among  others. 

Earlier  generations  of  antibodie 
failed  to  live  up  to  their  billing  as  mag 
bullets.  The  first  generation  was  total 
mouse  in  origin,  and  patients  couldn 
tolerate  more  than  one  dosage.  Th 
second  generation,  called  "chimeric 
antibodies,  were  half  human,  ha 
mouse,  yet  patients  still  showed  resi: 
tance.  This  third  generation  seems  t 
have  none  of  those  problems,  bi 
patients  and  investors  should  be  pre 
pared  for  disappointments.  ■ 
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or  call  1-800-4-KOHLER,  ext.  SX3  to  order  product  literature,  www.kohlerco.com 
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Digital  toois 


5y  Stephen  Manes 


The  camera's  the  computer 


CONVENIENCE  is  underrated  in 
the  world  of  electronics — but 
not  by  customers.  Take  Sony's 
Mavica  digital  photo  cameras: 
They  aren't  the  smallest,  the 
lightest  or  the  best  at  image 
quality,  but  they've  become  the 
most  popular  models  sold.  The 
reason?  Sheer  ease  of  use. 

Other  digital  units  make  trans- 
ferring images  from  camera  to 
computer  a  nuisance  involving 
cables  or  other  special  adapters. 
The  Mavicas  simply  store  their 
images  on  floppy  disks.  Pop  the 
disk  out  of  the  camera  and  into 
the  computer,  and  you're  done. 
How  could  it  be  simpler? 

Well,  here's  how:  Build  the 
camera  right  into  a  little  sub- 
notebook  computer.  While 
you're  at  it,  let  it  take  digital 
videos  as  well  as  stills. 

That's  the  basic  idea  behind  Sonv's  innovative 
$2,300  VAIO  PictureBook  PCG-C1X,  which  has  final- 
ly arrived  on  these  shores  after  months  on  the  market 
in  Japan.  I  tried  a  unit  with  consumer-ready  hardware, 
but  software  a  couple  of  revisions  shy  of  the  market. 

The  PictureBook  is  a  "concept"  computer.  It's  not 
for  everybody.  It  won't  take  truly  high-quality  pic 
tures,  no  matter  how  hard  you  try.  But  it  just 
may  be  a  harbinger  of  a  visual  era  when 
high-speed  connections  are  common 
place  and  every  computer  doubles 
as  a  camera  and  picturephone. 

Narrower  and  shallower 
than  the  sleek  3-pound  vaio 
505  models  Sony  pioneered 
last  year  (Forbes,  Nov.  16, 
1998),  the  new  unit  weighs 
just  under  2%  pounds.  Newer 
505s  are  slightly  faster,  but  the 
PictureBook's  specs  mimic  the  last 
round:  266  megahertz  Pentium  MMX, 
64  megabytes  of  RAM,  4.3  gigabyte  hard 
drive.  The  standard  battery  lasts  a  similar 
two  hours  under  aggressive  power  manage 
ment;  less  with  the  settings  recommended  for 
the  camera.  The  unusually  wide  and  short 
l,024-by-480-pixel  sere  :i  will  be  a  boon  to 
coach-class  travelers  sitting  behind  adamant  reclin 
ers.  But  the  Cinemascope  a       .r  ratio  is  better  suited 


to  spreadsheets  than  other  applications,  including 
many  that  manipulate  images. 

That's  too  bad,  because  the  PictureBook  comes 
with  lots  of  ways  of  creating  and  manipulating  them. 
At  the  top  of  the  screen  is  a  cylinder  dubbed 
"Motion  Eye,"  with  a  lens  peering  back  at  you  from 
the  middle.  Load  the  Smart  Capture  software,  and  a 
window  on  the  screen  becomes  a  video  mirror  watch- 
ing your  every  grimace.  When  you  press  the  capture 
button  on  the  keyboard,  a  virtual  shutter  clicks  audi- 
blv  and  the  picture  appears,  complete  with  correction 
for  the  mirror  image. 

When  you  get  tired  of  your  own  physiognomy,  you 
can  flip  the  lens  over  to  point  elsewhere.  You  have  a 
choice  of  resolutions,  trading  clarity  for  economy  of 
storage.  At  its  sharpest,  the  PictureBook  takes  a  still 
image  of  640  by  480  pixels,  which  consumes  no 
more  than  150  kilobytes  of  space.  The  big  hard  drive 
gives  you  plenty  of  room  for  snapshots. 

Movies  hog  space.  You  need  about  35  megabytes  to 
store  a  one-minute  video  clip  with  sound  at  the  maxi- 
mum 160-by-120  pixel  size  and  ten  frames  per  second; 
if  you  are  willing  to  make  the  picture  look  even 
grainier,  you  can  compress  it  significantly.  That's  hardly 
Cinemascope:  On  the  Sony's 
screen  you  get  an  image  the 
size  of  a  commemorative 
postage  stamp.  These  \ideos 
are  meant  for  the  digital 
world. 

The  still  images,  too, 
are  suited  mainly  to 
computers.  Even  at 
the  top  settings, 
stills  won't  look 
good  when 


Manes,  a  computer  industry  joum. 
I  ly  of  Microsoft's  chairman. 


VAIO  PictureBook 
Finish  that 
spreadsheet, 
make  yourself 
a  screen  star. 


■nee  1983.  is  the  coauthor  of  Gates, 
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The  difference  is  genuine!" 

difference.  You  notice  it  the  minute  you  arrive.  In  people  like  Addis  Rezene.  And  the  rest  of  our  staff.  People  who  are  helpful 
i  courteous  not  because  it's  their  job.  But  because  it's  their  nature.  We  invite  you  to  experience  the  difference  at  any  Radisson. 
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Digital  tools 


blown  up  past  a  three-inch  width.  That's  fine  for 
small  Web  photos  or  spot  shots  in  documents — I 
suspect  real  estate  appraisers  will  love  this  thing — but 
it's  the  wrong  solution  if  you  ever  plan  on  enlarging 
the  images.  A  focus  dial  lets  you  move  in  close,  but 
the  limitations  that  keep  the  camera  from  filling  a 
page  with  a  sharp  image  prevent  it  from  capturing 
an  entire  page  or  a  whiteboard  clearly. 

Special  effects,  from  sepia  tones  to  vignetting,  are 
available,  but  they  tend  to  slow  the  on-screen 
viewfinder.  You're  generally  better  off  shooting 
straight  and  manipulating  later,  but  a  few  special 
modes  can't  easily  be  duplicated.  One  takes  a  picture 
automatically  every  time  the  subject  moves  a  bit — 
handy  for  creating  animations  with  the  PictureGear 
program  that  comes  with  the  computer.  Another 
option  helps  you  line  up  panoramas  by  making  one 
edge  of  the  first  snap  transparent  on  the  screen  and 
letting  you  overlap  the  next  one.  Then  you  can 
transfer  the  sequence  to  PictureGear  to  be  stitched 
together.  And  PictureGear  lets  you  create  labels, 
screensavers  and  other  doodads  with  the  photos 
you've  captured. 

Having  a  camera  built  into  your  computer  can  be 
a  real  convenience.  It  took 
almost  no  time  at  all  to  set  up 
Microsoft's  normally  finicky 
NetMeeting  program  and 
swap  jerky  live  video  and  tinny 
sound  with  Internet  strangers 
who  have  too  much  time  on 
their  hands.  That  may  be 
good  enough  for  guilty  fre- 
quent travelers:  Mom  can 
hold  a  videoconference  with 
the  kids  back  home  from  the 
hotel  room.  Or  simply  send 
them  e-mail  with  a  snapshot 
of  the  palatial  airport  lounge, 
since  a  single  click  sends  pic-        l■,,■■,,,,,■■,,,■,■l,,■,,,■ 
tures  to  your  e-mail  program 
as  attachments  for  transmission. 

The  PictureBook  comes  with  a  built-in  56K 
modem  and  a  connector  for  outboard  \ideo,  but  it 
lacks  standard  serial  and  printer  ports,  a  serious 
omission  for  many  users.  The  single  USB  port  and 
the  fast  but  uncommon  IEEE  1394  port  are  the  main 
links  to  the  outside  world.  Another  annoyance:  The 
computer  sometimes  fails  to  reawaken  from  "hiber- 
nation," a  problem  that  has  remained  since  the  very 
first  505  models  appeared.  A  spokesman  said  a  fix 
was  imminent  for  units  old  and  new. 

People  are  learning  how  to  shoot,  store,  mail  and 
forward  digital  images  and  are  discovering  that 
phone  calls  can  include  video.  Early  adopters  will 
find  the  PictureBook  a  convenient  entree  into  this 
growing  world  of  digital  imagery.  Finicky  shutter- 
bugs  will  be  disappointed.  ■■ 


With  a  4.3 
gigabyte  hard 
drive  in  the 
"camera,"  you 
don't  have  to 
worry  about 
running  out  of 
digital  "film." 


Palm  reading,  improved 


Palm  lllx  and  Palm  V 

Classic  looks,  more  power  vs.  slimmer,  lighter,  sexier. 


While  new  Windows  ce 
pocket  organizers  will  woo 
customers  with  color  dis- 
plays in  heftier  packages, 
3Com's  Palm  Computer 
line  sticks  to  its  simple, 
homespun  millions-and- 
millions-sold  recipe.  Instead 
of  being  freighted  with 
dubious  frills,  the  striking 
new  Palm  V  makes  its  case 
by  offering  not  more  but 
less:  less  weight,  less  volume 
and  less  eyestrain.  It's  the 
Palm  Pilot  gone  slim,  ele- 
gant and  seductive.  It's  the 
first  Palm  that  I  might  buy. 

Let  me  count  the 
improvements:  The  unit  is 
significandy  diinner  than 
older  models,  and  it  is 
smaller,  narrower  and 
lighter.  A  lithium-ion  bat- 
tery is  built  in,  and  the  con- 
nection cradle  charges  it. 
The  anodized  aluminum 
case  has  the  come-hither 
look  of  the  best  industrial 
design.  The  new  screen  may 
be  the  most  useful  improve- 
ment, with  contrast  so 
much  greater  than  on  past 
versions  it's  hard  to  believe. 

The  catch?  The  new  form 
and  connector  won't  mate 
with  older  Palm  hardware 
accessories,  so  those  who 
have  made  a  big  commit- 
ment to  modems  and  die 


like  will  have  to  pony  up  for 
new  ones.  And  elegance 
does  not  come  cheap:  The 
new  model  will  start  life  at 
about  $450,  while  classic 
Palms  go  for  $200. 

Power  users  may  prefer 
the  new  $370  Palm  IIIx, 
which  has  the  older,  chunki- 
er plastic  case  but  includes 
twice  as  much  memory  and 
an  expansion  slot.  It  has  a 
much  improved  display, 
though  it's  not  quite  as  nice 
as  the  Vs. 

And  some  may  prefer  to 
wait.  Palm  VII,  in  an  old- 
style  case,  will  have  Internet 
access  and  messaging  capa- 
bility via  radio,  cost  less  than  | 
$800  and  enter  national 
field-trials  shortly. 

Don't  rule  out  Qual- 
comm's  pdq  $martphone, 
which  is  basically  a  Palm 
built  into  a  half-pound 
phone.  Due  by  midyear,  it 
raises  a  question  likely  to  be 
heard  a  lot  in  coming 
months:  If  you're  going  to 
be  carrying  a  phone  anyway, 
isn't  diat  where  your  orga- 
nizer should  be?  Another 
forthcoming  answer: 
Motorola's  StarTac  Mobile 
organizer,  which  will  weigh 
just  2.3  ounces  and  clip  to 
die  popular  3. 2 -ounce 
phone.  -S.M.  ■ 
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Until  everyone  knows 
we  don't  make  toys. 


m 


By  name,  you  might  confuse  us  with  the  toy  company.  But  once  you  learn  about  Tyco  International,  you'll  discover  growing  industries  ar 
market  opportunrties  reaching  far  beyond  the  realm  of  a  playroom.  We're  the  leader  in  industries  such  as  flow  control,  products  which  control  the 
flow  of  liquids  and  gases.  We're  connecting  the  world  via  thousands  of  miles  of  undersea  fiber-optic  communication  cable.  Hospitals  worldwide  rely 
on  us  for  their  disposable  healthcare  products.  And  we're  the  name  behind  ADT,  the  leader  in  electronic  security  systems  Today  we're  operating 
and  growing  in  over  80  countries.  We're  the  Tyco  that  doesn't  make  toys-yet  we  possess  all  the  aspiration  and  imagination  of  a  child  who  dreams 

For  our  investors  package,  please  write  to  PO  Box  497,  Dept.  F,  Exeter,  NH  03833,  or  The  International  Financial  Centre,  Dept  F  7th  Floor 

1  Broad  Street,  London  EC2N1HN. 
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software  horizon 


By  Joseph  R.  Garber 


Show  me  the  money 


Nathaniel  Goldhaber  will  pay  you  to  use 
his  Web  site. 

Is  he  nuts?  Nope — although  his  Internet 
ideas  sure  are  different  from  most  entrepre- 
neurs'. That's  no  surprise:  Nat  Goldhaber 
has  been  one  of  Silicon  Valley's  most  color- 
ful contrarians  for  quite  a  while. 

The  goateed,  50-year-old  president  of 
Berkeley,  Calif -headquartered  CyberGold 
started  by  taking  his  business  degree  from 
the  fully  accredited  Maharishi  University  of 
Management  (which  he  helped  found)  in 
Fairfield,  Iowa.  Attracted  to  politics,  he 
became,  at  the  tender  age  of  28,  Pennsylva- 
nia's acting  secretary  of  energy.  Shortly 
thereafter  he  had  to  cope  with  the  Three 
Mile  Island  crisis — which,  perhaps,  explains 
why  he  decided  to  find  a  new  career. 

First  he  founded  an  early  network  soft- 
ware company.  Then,  in  1984,  he  invented 
a  software  gizmo  called  the  Transcendental 
Operating  System.  This  magically  allowed 
otherwise  incompatible  Macintosh  and  DOS 
computers  to  swap  files  at  the  click  of  a 
mouse.  Apple  should  have  been  ecstatic. 
Instead  it  snubbed  the  technology,  believing 
that  the  Macintosh  would  soon  drive 
Microsoft  out  of  the  market.  Pure  hubris, 
but  a  roadblock  for  Goldhaber.  By  1987  he 
was  so  strapped  for  cash  that  he  had  to  sell 
off  his  fledgling  company  to  Sun  Microsys- 
tems for  $20  million.  Not  bad  for  a  guy 
whose  credentials  had  more  to  do  with  tran- 
scendental meditation  than  technology. 

After  stints  as  a  venture  capitalist  and, 
later,  chief  executive  of  Kaleida,  an  Apple- 
IBM  joint  venture  that  flopped,  Goldhaber 
took  a  year  off  to  meditate  on  new  business 
ideas.  He  found  the  kernel  of  a  promising 
concept  in  the  following  question:  Why 
should  advertisers  pay  publishers,  broadcast- 
ers and  junk-mailers  to  promulgate  their 
messages?  Why  not  just  cut  out  the  middle- 
men and  hand  the  money  over  to  con- 
sumers, as  compensation  for  looking  at  ads? 

This  is  preciselv  what  CyberGold  does. 
Registered  subscribers  click  through  to 
www. cybergold. coin's  various  advertisers. 
Some  rcw aid  visitors  for  responding  to 
e-mail  surveys.  Others  reimburse  those  who 
interact  with  ads.  All  of  them  offer  cash  or 
discount    to  buyers.  For  example,  Disney 


should 
advertisers  pay 
publishers, 
broadcasters 
and 

junk-mailers 
to  promulgate 
their  messages? 


will  give  you  $5  to  sign  up  for  Disney's 
Blast;  Audits  &  Surveys  Worldwide  will  pay 
you  $6  per  month  for  participating  in  an 
ongoing  Shell  Oil  research  study. 

How  does  CyberGold  profit  from  these 
transactions?  Easy.  Acquiring  new  customers 
costs  every  company  money — sometimes 
big  money;  for  example,  one  financial  insti- 
tution's advertising  bill  is,  on  average,  $250 
for  every  new  account  it  signs  up.  Gold- 
haber's  proposition:  Whatever  your  cost  of 
new  customer  acquisition  is,  CyberGold  will 
discount  it  by  25%  or  so,  dividing  the 
remainder  between  its  own  pockets  and  the  , 
customers' — who  can  redeem  their  earnings 
by  having  them  posted  directly  to  a  credit 
card,  direct-deposited  to  a  bank  account  or 
contributed  to  charity. 

What  happens  if  an  advertiser  doesn't  get  i 
any  new  business  from  CyberGold?  Gold- 
haber answers,  "If  it  doesn't  work,  I  don't 
get  paid.  It's  that  easy." 

Funded  to  the  tune  of  $8  million  by  ven 
ture  capitalists,  private  investors,  Intel  and 
Goldhaber  himself,  CyberGold  went  on-line 
in  March  1997.  Currently  it  has  1.3  million 
subscribers  (and  is  growing  at  about  6,000 
a  day),  revenue  that  annualizes  to  $5  mil- 
lion and,  of  course,  red  ink  everywhere. 
Goldhaber  is  optimistic  that  he  will  hit 
break-even  by  the  time  he  gets  to  1.75  mil- 
lion subscribers — maybe  by  midyear. 

As  for  advertisers,  CyberGold  has  roughly 
80,  many  of  them  prestige  outfits  like  Auto- 
bytel  and  AT&T — although  it  has  some  odd- 
balls too,  including  an  outfit  that  peddles 
gourmet  pizzas  over  the  Web.  Are  80  adver- 
tisers enough?  "No  way.  I  want  2,000.  Aid 
I  want  at  least  as  many  small  merchants  as 
big  ones.  One  of  the  reasons  I  started  this 
business  was  to  help  the  little  guys." 

His  biggest  mistake?  "I  figured,"  Gold- 
haber frowns,  "if  I  built  it,  they  [the  adver- 
tisers] would  come.  Boy,  was  that  pig- 
headed!" Now  CyberGold  has  an  expensive 
direct  sales  force  on  the  payroll — pretty 
ironic  for  an  entrepreneur  who  wants  to  cut 
everybody  else's  customer- acquisition  costs. 

Such  flubs  notwithstanding,  this  guy  is 
one  to  keep  your  eye  on.  He's  out  to  start  a 
revolution  that  could  be  bad  news  for  big 
media,  but  good  news  for  everyone  else.  ■ 


Joseph  R.  Garber's  e-mail  address  is  garber@well  com 
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When  the  employees  of  Capital  One 
had  some  things  to  say  about  their 

unusual  working  conditions, 
they  went  straight  to  the  authorities, 


The  author- 
ities, that  is.  who 
publish  a  survey  in 
Fortunet  magazine. 
The  ones  who  travel 
the  country  e\  cry 
year  and  compile  the 
100  best  companies 
to  work  for  in 
America.  After  talking  to  27,000 
employees  nationwide  —  including 
many  of  ours  —  Capital  One  landed 
prominently  at  ^4 1  on  the  list. 

Were  we  honored?  Who 
wouldn't  be,  alongside  Intel. 
Starbucks,  Nordstrom,  Sun 
Microsystems  and  L.L.  Bean. 
Actually,  truth  be  known,  we  were 
ranked  even  higher  than  they  were. 

So  what  does  it  take  to  make 
this  list  let  alone  the  top  half  of  it?  A  lot. 

The  survey  considered  pay, 
benefits,  vacation,  child-care  and  dress 
code.  But  they  also  measured  things 
that  only  the  people  who  work  there 
can  describe  and  quantify.  Like  trust  in 
management.  Pride  in  work.  Job  secu- 
rity. Openness  of  communication 


between  management 
and  workers  at  all  lev- 
els. And,  not  to  be 
underestimated,  how 
much  fun  people  have 
at  work.  We  scored 
high  on  all  counts. 

At  Capital  One, 
our  associates  (the 
word  we  use  instead  of  employees) 
come  first.  All  full-time  associates 
receive  medical,  vision  and  dental 
coverage  starting  the  first  day  on  the 
job.  Not  to  mention,  10  paid  holi- 
days, 3  family  care  days  and  3  weeks 
of  vacation  the  very  first  year  on  the 
job. 

We  don't  just  help  pay  for 
child-care,  we  go  out  and  find  it  for 
everyone  who  needs  it.  And  of 
course,  there  is  a  great  40 IK  plan  and 
casual  dress  all  week  long.  But  the 
ways  we  respect  our  associates  go 
beyond  that. 

People  at  Capital  One  are 
rewarded  for  performance,  not  for  the 
position  they  happen  to  hold.  Every- 
one is  offered  stock  in  the  company. 


And  always  at  a  15%  discount. 

Everyone  is  eligible  for 
cash  incentives.  Everyone  is  eligible 
for  100%  tuition  reimbursement 
when  they  continue  their  education. 

So  what  about  this  concept  of 
fun  in  the  workplace?  Capital  One  man- 
agers have  a  quarterly  "fun  budget"  for 
every  person  they  manage,  to  make  sure 
work  and  play  stay  in  balance. 

Does  all  this  really  translate 
into  a  great  place  to  work?  Looking 
at  the  numbers,  93%  of  the  people 
who  work  for  Capital  One  are  happy 
with  their  benefits.  90%  voted  this  a 
fun  place  to  work.  And  95%  say  they 
are  proud  to  work  here. 

Capital  One  is  one  of  the 
leading  credit  card  issuers  in  the 
country,  and  we  continue  to  experi- 
ence extraordinary  growth.  We  now 
employ  more  than  10,000  people 
nationwide.  If  you're  not  one  of  us, 
maybe  you  should  be.  For  more 
information  on  the  many  positions 
available,  visit  our  website  at 
www.capitalone.com. 


Capital  Que 

Capital  One  is  an  Equal  Opportunity  Employer  committed  to  diversity  in  the  workplace. 
We  promote  a  drug-free  environment. 
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Your  virtual  desktop 


High-speed 


Web  connec- 
tions are 
what  begin  to 
make  credible 
Microsoft's 
earnest 
claim  that 
it  faces  fierce 
competition. 


I  GOT  A  SECOND  HIGH-SPEED  DATA  LINE  to 

my  home  a  few  weeks  ago.  For  $60  a 
month,  Bell  Atlantic's  digital  subscriber 
loop  supplies  an  always-on,  1 .6 
megabit/second  link  to  the  Internet.  This 
makes  a  page  on  the  Web  as  instantly  acces- 
sible as  one  stored  on  my  hard  drive.  When 
I  switch  on  my  PC,  I  switch  on  the  Web. 

Next  step:  Unload  software  and  hardware 
from  my  desktop.  I  used  to  plan  car  trips 
using  a  CD-based  program;  now  it's  easier 
just  to  open  up  www.expediamaps.com. 
I've  wasted  countless  hours  and  dollars  over 
the  years  on  backup  floppies,  tapes  and 
removable  hard  drives;  now  I'm  signing  up 
with  Connected  Online  Backup  (www.con- 
nected.com).  Phone  directory  and  calendar 
may  get  Webbed  next,  maybe  through 
Online. briefcase,  part  of  a  suite  of  services 
marketed  by  Compaq.  Other  programs  I 
use,  like  Quicken,  offer  dual-mode  opera- 
tions, with  the  option  of  mirroring  files  on 
the  Web.  I'm  beginning  to  do  that,  too. 

What's  the  advantage  for  the  typical 
home  user?  Simplicity,  to  begin  with.  For 
lots  of  utility  applications,  it  should  be  easi- 
er to  let  someone  else  keep  things  tuned. 
Accessibility:  You  can  get  to  Web  files  from 
home,  office  or  hotel  through  anything  that 
runs  a  Web  browser.  That  could  be  your 
next  Palm  Pilot  or  cell  phone.  Shareability: 
Lodging  files  on  the  Web  should  be  a  lot 
more  convenient  than  e-mail  tag  when  oth- 
ers have  to  edit  your  files,  update  your  cal- 
endar or  crunch  your  tax  returns. 
Reliability:  Servers  have  better  hardware, 
power  supplies  and  backup.  If  you  don't 
trust  your  most  precious  files  to  one  out- 
side warehouse,  use  three.  Loss  of  privacy  is 
the  one  big  worry.  Get  over  it — encryption 
works.  Anyway,  you  already  trust  your  pri- 
vacy to  remote  servers  at  die  office,  and 
(with  e-mail)  across  the  Web. 

How  far  could  all  this  go?  AtBackup 
(www.atbackup.com)  is  now  touting  a  pro- 
totype of  SkyDesk,  a  SlO-a-mondi  "virtual 
desktop"  service.  Accessed  through  a  brows- 
er, it's  supposed  to  look,  feel  and  run  like  a 
desktop  PC.  But  entirely  through  a  browser. 

Yes,  I  know,  the  death  of  the  PC  has  been 
predicted  before,  and  PCS  are  more  numer- 


ous than  ever.  But  the  Internet  connec- 
tions .now  at  hand  are — for  the  first  time  in 
PC  history — as  fast  as  those  that  connect 
your  fingers,  eyes  and  ears  to  the  innards  oi 
your  desktop  machine.  Your  keyboard, 
mouse,  monitor,  speakers,  printer  and  joy- 
stick can  now  communicate  with  a  Web 
server  about  as  fast  as  they  typically  com- 
municate with  your  PC.  That's  true,  at 
least,  for  most  applications  used  in  the  typ 
ical  home  today. 

High-speed  Web  connections  are,  in 
other  words,  what  begin  to  make  credible 
Microsoft's  earnest  claim  that  it  faces 
fierce  competition.  Buy  the  fast  wire,  find 
out  what  it  can  do,  and  you  may  soon 
need  a  whole  lot  less  operating  system  and 
computer  on  your  desktop.  Just  enough, 
really,  to  link  input-output  devices  to  your 
high-speed  modem.  With  that  connection 
made,  you  might  never  upgrade  your  desk 
top  again. 

When  the  wires  connecting  them  get  fast 
enough,  all  the  computers  on  the  Web  col 
lapse  into  a  single  market.  The  antitrust 
police  ought  to  be  struggling  harder  with 
this  fundamental  fact.  In  their  1970s  anti- 
trust suit  against  IBM,  they  overlooked  the 
rise  of  Intel,  Microsoft,  and  the  PC.  In  their 
1990s  suit  against  Microsoft,  they  seem  to 
have  largely  overlooked  the  rise  of  Sun,  IBM 
and  the  Web. 

Lawyers  may  overlook  economic  facts; 
the  market  won't.  The  PC's  future  depends 
on  applications  that  require  data  transfer 
rates  too  fast  to  outsource  down  your 
phone  or  cable  lines.  Data  hogs,  in  other 
words:  giant  spreadsheets  and  databases, 
voice  recognition,  full-speed  video.  But 
most  of  those  applications  aren't  routinely 
used  in  the  home  today. 

Others  may  emerge.  New  machines  come 
equipped  with  much  faster,  more  capacious 
DVD  disks,  and  die  video-speed  "Firewire" 
port.  Bill  Gates  has  to  hope  that  home  users 
quickly  discover  must-have  applications  that 
use  them.  He  has  to  hope  diat  our  appetite 
for  speedy  connections  keeps  growing  fast, 
that  PC  vendors  can  accommodate  it  and  that 
phone  and  cable  companies  can't.  Otherwise 
the  home  will  belong  to  die  Web.  ■ 


'liber,  a  senior  fellow  of  the  M    hattan  Institute,  is  the  author  of  Law  and  Disorder  in  Cyberspace  (Oxford  Press,  1997); 
idress:  PeterWHuber@MSI\L       Home  page:  http://www.phuber.com/huber/home.html 
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Actually,  it  works  very  well.  Maybe  because  so 
much  of  it  runs  on  Compaq.  Four  out  of  the  five 
most  popular  Web  sites  are  powered  by  Compaq. 
Hundreds  of  millions  of  hits  are  handled  by 
Compaq  platforms  every  day.  Three-quarters  of 
top  ISPs  have  standardized  on  Compaq  for  their  Windows  NT  based 
:b  hosting.  And  if  you've  ever  received  e-mail,  chances  are,  we  helped  get 
3  you.  To  find  out  how  the  Internet  can  help  grow  your  business,  feel  free 
ask  the  source  at  1-800-AT-COMPAQ.  Or  visit  www.compaq.com/moon. 
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oon 
stay  in  the  sky? 

What  makes 
the  stars  twinkle? 

How  does 
the  Internet  work? 


COMPAQ.  Better 


answers. 


©1998  Compaq  Computer  Corporation  All  rights  reserved  Compaq  is  registered  m  the  U  S  Palen!  and  Trademark 
Office  Betler  answers  is  a  service  mark  of  Compaq  Computer  Corporation  Windows  NT  is  a  registered  trademark 
ol  Microsoft  Corporation  All  other  names  are  trademarks  or  regislered  trademarks  of  their  respective  comoames 


markets 


By  Marilyn  Cohen 


Death  puts 


It's  a  bit 
macabre- 
betting  on 
your  own 
death— but 
these  bonds 
give  you  a 
reward  for 
dying. 


In  the  old  days  there  were  flower  bonds. 
Never  heard  of  them?  You  must  be  under 
50.  Flower  bonds  were  U.S.  Treasurys  that 
you  could  buy  at  a  price  below  par  because 
they  had  very  low  coupons.  You  bought 
them  on  your  deathbed  because  the  small 
print  said  the  bonds  could  be  redeemed  at 
par  to  pay  your  federal  estate  taxes,  even  if 
the  maturity  date  was  far  away.  Pretty  cute: 
When  you  were  pushing  up  daisies,  flower 
bonds  bloomed.  Individuals  loved  them, 
but,  alas,  the  last  ones  were  issued  in  1971, 
and  they  have  matured. 

But  there's  an  updated  twist  on  this  old 
theme.  To  attract  more  retail  investors, 
some  enterprising  underwriters  are  selling 
corporate  bonds  that  give  you  a  little  reward 
for  dying:  Your  estate  has  the  right  to  put 
the  bond  back  to  the  issuer  and  collect  par 
value.  Depending  on  what  you  paid  for  the 
"death  put"  bond  and  how  interest  rates 
have  changed,  your  estate  could  make  a  nice 
profit  by  exercising  the  put  option.  The 
sooner  you  die,  the  greater  the  potential 
profit.  And  the  proceeds  can  be  used  how- 
ever you  wish;  they  are  not  restricted  to 
paying  death  duties. 

It's  a  bit  macabre,  yes — betting  on  the 
time  of  your  own  death — but  you  are  not 
really  risking  much  because  market  condi- 
tions are  such  that  you  pay  little  or  no  pre- 
mium for  the  death-put  option.  Underwrit- 
ers include  solid  names — BT  Alex.  Brown; 
Edward  D.  Jones;  Goldman,  Sachs — and 
issuers  include  companies  with  investment- 
grade  ratings.  Some  of  the  bonds  are 
insured,  so  you  can  rest  easy  (as  it  were). 

I  stumbled  across  death  puts  when  I  read 
a  prospectus  on  aes  corporate  bonds,  8% 
due  Dec.  31,  2008,  rated  BB  (just  below 
investment  grade).  AES  is  a  New  York  Stock 
Exchange-listed  electric  power  company 
with  plants  all  over  the  world.  A  section  of 
the  prospectus  was  labeled  "Limited  right  of 
redemption  upon  death  of  beneficial 
owner."  The  bonds  are  selling  at  par.  I 
bought  them  for  clients  because  I  think  AES 
is  a  good  candidate  for  a  credit-rating 
upgrade  in  the  next  1  2  to  18  months. 

Another  good  one:  the  Alabama  Power 
6.5%  bond  due  Sept.  30,  2018,  insured  by 
MBIA  and  rated  AA-\  by  Standard  &  Poor's. 


It's  selling  at  98.5  cents  on  the  dollar  and 
pays  interest  quarterly.  Also  good:  the 
Salomon  Smith  Barney  Holdings  6.25% 
bond  due  Nov.  13,  2013,  rated  A.  It  sells  ati 
97  and  pays  monthly.  Other  issuers  include 
Household  Finance,  McDonnell  Douglas 
Finance,  cms  Energy  (see  story,  p.  64)  and 
the  Bank  of  New  York.  My  quick  survey  of  ; 
underwriters  suggests  that  there  is  some- 
where between  $3  billion  and  $4  billion 
worth  of  death-put  bonds  outstanding,  andt 
the  number  is  growing.  Especially  while  the 
market  is  not  discounting  the  put  option, 
these  bonds  can  be  good  deals: 

■  Your  heirs  are  protected  against  rising 
interest  rates.  Someday  rates  will  go  up 
again,  and  with  a  death  put  your  heirs 
won't  have  to  wait  for  the  bonds  to  mature 
to  claim  the  full  value. 

■  Having  ready  cash  to  pay  death  taxes  is  a 
swell  advantage;  your  estate  lawyer  certainly 
will  agree. 

■  Your  heirs  will  bless  you  because  they 
won't  have  to  sell  the  bonds  under  pres- 
sure. I've  been  in  the  awful  position  of  hav^ 
ing  to  liquidate  a  client's  odd  lots  into  a 
poor  market  when  finding  good  bids  is 
impossible  and  markdowns  run  as  high  as 
four  points  per  bond. 

■  Many  of  these  bonds  pay  interest  quarter 
ly,  which  has  the  effect  of  adding  five  or  ten 
basis  points  to  your  effective  yield. 

■  They  are  readily  salable  (albeit  not  neces- 
sarily at  100  cents  on  the  par  dollar)  if  for 
some  reason  you  need  the  cash  or  no 
longer  value  the  put. 

But  with  any  of  these  bonds,  you've  got 
to  get  the  prospectus  and  read  the  legalese 
because  issuers  have  differing  rules  on  wher 
and  how  you  can  cash  in.  For  example,  you 
might  not  be  able  to  use  the  death  put  if, 
when  you  buy  the  bond,  you  have  a  termi- 
nal illness  and  it  kills  you  in  less  than  a  year. 
Some  bonds  are  not  puttable  under  any  cir- 
cumstances in  the  first  year  after  issuance. 

There  are  individual  investor  limits — AES 
for  example,  will  redeem  no  more  than 
$25,000  per  owner — and  companies  are 
protecting  themselves  against  disease  epi- 
demics that  could  turn  death  puts  into  a 
financial  disaster.  AES  limits  its  overall 
exposure  to  $4  million  worth  of  bonds 
annually.  (Amounts  over  that  will  be  hon- 
ored, but  in  a  subsequent  year,  first-come, 
first-served.) 

You  still  can't  buy  salvation,  friends.  But 
at  least  you  can  buy  a  bit  of  redemption.  ■ 


Marilyn  Cohen  is  president  of  Envision  Capital  Mand.  ,  a  Los  Angeles  fixed-income  money  manager,  envision@ix.netcom.com 
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400  jobs.  3,300  applicants. 


Coincidence?  We  don't  think  so. 


Sound  too  good  to  be  true?  Not  in  South  Dakota. 

It  happened  to  CCC  Information  Services,  and  it  could 
happen  to  you.  In  just  one  day,  this  company  had  3,300 
applicants  and  had  no  trouble  filling  its  positions  with 
quality  employees. 

Great  people.  Great  business  climate.  Great  opportunities. 


•  No  corporate  income  tax 

•  No  personal  income  tax 

•  No  business  inventory  tax 

•  No  personal  property  tax 


Call  the  Governor's  Office  of  Economic  Development  at  1-800-872-6190  for  information  on  improving  your  bottom  line. 

All  inquiries  are  strictly  confidential. 


contrarian 


Bv  David  Dreman 


Bubble  psychology 


Individuals 
have  found 
nirvana:  a 
market  that 
can  only  go 
down  for 
microseconds 
before 
bouncing  to 
new  highs. 


The  Dow  is  headed  for  1,000,000.  That's 
what  investors  expect,  although  they  proba- 
bly don't  know  they  expect  it. 

Just  how  unreasonable  are  investor  expec- 
tations? Try  this:  A  recent  survey  by  the 
Institute  of  Psychology  &  Markets  in  Jersey 
City,  N.J.  (of  which  I  am  a  director)  found 
that  the  average  mutual  fund  investor 
expects  an  18.1%  annual  return  on  his  capi- 
tal over  the  next  ten  years.  To  achieve  this 
return,  the  Dow  Jones  industrial  average 
would  have  to  rise  to  42,000  in  ten  years, 
assuming  the  dividend  yield  stays  put  at 
1.7%.  At  the  same  pace,  the  Dow  would 
climb  to  1,000,000  in  31  years. 

No,  it's  not  unreasonable  to  expect  stocks 
to  return  18%  in  good  years — that's  what  the 
market  has  averaged  over  the  past  decade — 
but  it's  follv  to  assume,  as  so  many  market 
newcomers  assume,  that  this  is  the  norm. 

The  s&P  500  index  is  trading  at  32  times 
trailing  earnings,  a  multiple  that  could  only 
be  justified  if  earnings  were  to  shoot  ahead 
at  a  better-than-20%  rate  for  years.  But 
rather  than  soaring,  earnings  were  flat  last 
year  and  are  likely  to  advance,  at  best,  8%  in 
1999.  How  out  of  kilter  is  the  s&p's  current 
valuation?  With  hindsight,  the  market  was 
wildly  overpriced  just  prior  to  the  1929 
crash,  when  it  traded  at  a  p/e  of  22. 

What  you  are  witnessing  today  is  a  full- 
scale  investor  mania  of  the  sort  seen  in  the 
tulip-buying  frenzy  of  1636  or  the  South 
Sea  Bubble  of  1721.  The  bubble  is  visible 
almost  everywhere  in  the  market,  but  it  is 
most  conspicuous  in  technology'  stocks. 
Twenty-five  large  technology  issues 
accounted  for  93%  of  the  Nasdaq's  sizzling 
40%  gain  last  year,  and  100%  of  its  5.8% 
gain  year-to-date.  By  comparison,  the  aver- 
age Nasdaq  stock — and  there  are  4,460  of 
them — was  down  3%  in  1998. 

Don't  worry  about  these  statistics,  say  the 
bulls:  We  are  entering  "a  new  era";  there  is 
a  shortage  of  stocks;  the  enormous  inflows 
of  new  money  into  equities  must  push 
prices  higher.  They  said  all  of  the  above 
prior  to  the  1929  and  1987  crashes. 

Along  with  many  others,  I  underestimat- 
ed just  how  powerful  the  mania  would 
become.  Buying  skyrocketing  stocks  has 
become  a  self  fulfilling  prophecy.  Who 


would  have  thought  even  a  year  or  two  back) 
that  there  would  be  5  million  brokerage 
accounts  on-line  today?  Individual  players, 
often  on  margin,  account  for  more  than 
50%  of  the  volume  in  most  new  issues  and 
sometimes  in  such  established  companies  as 
Dell  Computer,  Cisco  Systems,  3Com  and 
other  similar  stocks.  Many  of  these  traders 
have  discovered  their  nirvana — a  place 
where  they  will  triple  or  quadruple  their 
capital  in  the  next  several  years,  in  a  market 
that  can  onlv  go  down  for  microseconds 
before  bouncing  to  new  highs. 

The  stunning  rise  in  these  prices  has  also 
energized  dozens  of  mutual  fund  managers 
who  previously  stayed  aloof  from  the 
bubble.  Even  stately  Magellan,  the  nation's 
largest  mutual  fund,  now  boasts  it  has 
Lucent,  as  well  as  other  highfliers  like  Cisco 
Intel  and  America  Online,  in  its  top  ten. 

What  makes  bubbles  possible?  It's  that 
humans  are  not  good  statistical  processors. 
For  example,  we  tend  to  forget  that  red-hot 
new  issues — whether  they  were  computer- 
leasing  or  semiconductor  stocks  in  the 
1960s  or  PC  companies  in  the  early  1980s 
have  provided  horrendous  returns  on  aver 
age.  A  study  of  new  issues  between  1970 
and  1990  showed  a  median  return  of  minus 
45%  over  five  years.  But  people  ignore  the 
averages  while  focusing  entirely  on  the 
memorable  exceptions,  like  Microsoft. 

Another  cognitive  error:  recency.  You 
extrapolate  the  recent  past  into  the  future. 
The  current  bubble  fits  in  well  with  this 
phenomenon. 

Contributing  to  all  this  is  what  the  experts 
in  psychology  call  contagion.  In  his  recent 
book,  Thought  Contagion,  Aaron  Lynch 
explains  how  an  epidemic  of  delusion  can 
spread.  Amid  constant  coverage  by  the  TV 
market  channels,  the  press  and  other  media, 
as  well  as  dozens  of  Internet  chat  rooms  and 
billboards,  the  transmission  rate  is  stardingly 
high.  Add  to  this  the  profits  most  folks  are 
currently  making  and  it's  easy  to  see  just  how 
powerful  the  forces  pulling  additional 
investors  into  the  mania  are.  I  can't  say  just 
when  it  will  end,  only  that  when  it  does,  the 
losses  in  many  stocks  will  reach  80%. 

I'm  not  counseling  that  you  go  to  cash. 
You  can  still  keep  vour  head,  as  all  about 
you  are  losing  theirs.  Stick  to  solid  earners 
trading  at  below-market  multiples.  First 
Union  (51,  FTU),  RJR  Nabisco  (26,  rn), 
Tenet  Health  Care  (20,  thc)  and  Toys  aR* 
Us  (15,  toy)  fit  the  bill.  ■ 


^ 


David  Dreman  is  chairman  of  Dreman  Value  Manager,-     I  ol  Jersey  City,  N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next  Generation. 
148  Forbes  ■  March  8,  19 


WE'RE  SO  EXCITED  ABOUT 

OUR  BRAND-NEW  PLANES,  WE  JUST 

HAD  TO  FIND  MORE  PLACES 

TO  SHOW  THEM  OFF. 


?fc  At  TWA,  we're  adding  new  planes  at  a  rate  of  one  every  ten  days  in 
^  A  1999.  To  celebrate,  we're  taking  them  to  lots  of  new  and  exciting 
places.  We're  adding  to  our  more  than  123*  destinations  worldwide  with  service  to 
six  new  cities,  including  Puerto  Plata  and  St.  Maarten.  As  well  as  nonstop  service 
from  Boston  to  San  Juan.  We're  also  offering  winter  seasonal  service  to  Steamboat 
Springs,  Puerto  Vallarta  and  Ixtapa.  And  through  our  airline  partners,  we  can  now 
get  you  to  six  exciting  international  locations,  including  Casablanca  and  Bahrain.  With 
so  many  new  destinations,  chances  are  TWA  can  fly  you  wherever  you  want  to  go. 
New  airplanes.  New  destinations.  Two  more  great  reasons  to  fly  the  new  TWA. 


we  want  to  be  your  airline: 


TWA 


Call  your  travel  professional  or  TWA  at  1-800-221-2000.  Visit  our  web  site  at  www.twa.com. 

♦including  service  by  TWA.  Trans  World  Express,  Royal  Jordanian  Airlines  and  Royal  Air  Maroc. 


strategies 


Bv  Charles  Babin 


A  new  way  to  play  REITs 


Thinking 
about  REITs? 
You've  got 
to  know 
when  to  hold 
'em  and 
know  when 
to  fold  'em. 


Value  of  $1  invested  in  1978 

ratio  scale 


Tactical  portfolio 
S&P  500  index 


'85  '90 

"oor's-,  National  Association  of  Rea*  Estate  I 


You  can't  blame  investors  for  being  fed 
up  with  real  estate  investment  trusts.  The 
average  REIT  stock's  price  fell  24%  last  year 
and  has  fallen  another  5%  so  far  this  year. 
Even  with  REITs'  relatively  high  yields,  now 
averaging  7.7%,  many  investors  are  under 
water.  And  the  frustration  isn't  new.  Since 
1978  (the  first  year  for  which  comprehen- 
sive data  are  available),  REITs  have  seriously 
lagged  the  s&P  500  index,  returning  13% 
per  year  on  average  versus  the  S&p's  18%, 
including  dividends.  Maybe  you  think 
investors  have  been  compensated  for  that 
lower  return  with  lower  risk?  Nope — REITs 
have  been  more  volatile,  too. 

What's  especially  maddening  about  REITs 
is  that  they  represent  tangible,  income- 
producing  assets — unlike  the  phlogiston 
represented  by  many  high-flying  stocks — yet 
many  investors  can't  seem  to  wring  a  buck 
out  of  them.  It's  tempting  to  just  walk 
away.  But  consider:  When  an  asset  class 
offers  high  yields  and  the  potential  for  great 
appreciation  (like  1996's  36%  total  return), 
there  must  be  a  smart  way  to  use  it.  I 
believe  I've  found  such  a  way,  based  on 
trading  REITs  tactically. 

Before  I  fling  the  curtain  aside  to  reveal 
my  strategy,  we  should  consider  the  ques- 
tion of  risk.  Many  investors  think  reits 
reduce  risk  because  they  don't  move  in 
tandem  with  common  stocks.  It  is  true,  for 
example,  that  the  correlation  between 
stocks  and  REITs  (based  on  annual  total 
returns  of  the  S&P  and  the  National  Associ- 
ation of  Real  Estate  Investment  Trusts 
index)  has  been  fairly  low,  around  0.4  since 
1978.  But  that  corre- 
lation is  far  from  zero. 
Not  only  are  REITs 
more  volatile  than 
stocks;  they  usually 
move  in  the  same 
direction  (though  not 
last  year). 

rhiis  don't  cut  your 
risk  enough  to  justif) 
their  long  term 
returns.  So  why  buy 
them?  I  wouldn't — at 
least  not  as  long-term 
holds.  You've  got  to 


play  them.  I  decided  to  explore  the  rela 
tionship  between  REITs'  returns  and  the 
overall  economy.  What  do  you  know — 
there's  a  pattern.  Since  1978,  whenever 
annual  GDP  growth  has  been  relatively 
robust  (exceeding  its  own  20-year  average), 
REIT  stocks  have  lagged  common  stocks  in      * 
the  following  year,  returning  an  average  of 
only  6%  compared  to  the  s&p's  19%.  But 
when  GDP  growth  has  been  relatively 
anemic  (lagging  its  average),  the  reverse  has 
been  true  and  REITs  have  beaten  the  S&P  in 
the  following  year.  Indeed,  the  average 
total  return  on  REITs  following  the  nine 
years  when  GDP  growth  fell  short  of  its  20- 
year  average  was  a  handsome  21%,  versus 
17%  for  the  S&P. 

Look  at  the  chart.  A  dollar  invested  in 
1978  in  REITs  would  have  grown  to  $10  b\\  ■■ 
the  end  of  1998;  in  the  s&P,  to  $28.  Now 
imagine  an  investor  who  chose  between  the 
two  asset  classes  each  year  based  on  the 
previous  year's  GDP  growth,  as  described 
above.  His  dollar  would  have  soared  to 
$39.  Wow!  Yes,  the  simulation  assumes 
extremely  aggressive  trading  and  ignores 
commissions  and  taxes.  But  it  illuminates 
the  apparent  predictive  power  of  GDP 
growth  on  REIT  returns. 

Maybe  this  remarkable  relationship  exists 
because  investors  think  of  REIT  stocks  as 
pure  real  estate,  the  kind  of  hard  assets  you 
might  scurry  to  in  a  slowing  economy.  RUT!' 
really  aren't  that,  exactly;  they  are  a  mix  of 
real  estate,  complicated  interest-rate  plays 
and  operating  businesses. 

My  main  concern,  though,  is  the  bottom 
line  for  investors.  Last  year's  GDP  growth, 
roughly  3.5%,  was  comfortably  above  the 
current  average  of  2.7%.  So  if  history  is  a 
guide,  REITs  will  lag  the  s&P  this  year;  I 
wouldn't  buy  now  despite  the  tempting 
yields.  I  wouldn't  sell,  either.  But  I'd  be  on 
alert:  This  year's  consensus  gdp  forecast  calls 
for  a  paltry  2.4%  growth.  If  the  forecast  pans 
out — and  you'll  have  a  good  idea  well  before 
the  year  ends — it  will  be  time  to  buy  high- 
quality  REITs.  My  colleague  David  Smith, 
who  oversees  reits  at  SSgA's  Tuckerman 
Group,  favors  office  reits  like  Boston  Proper- 
ties (  33,  bxp),  Spieker  Properties  ( 36,  SPK)  and 
SL  Green  Realty  (20,  SLG).  ■ 
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is  a  principal  of  Boston-based  S  r<  et  Global  Advisors  where  he  oversees  asset  management  strategies  for  the  Office  of  the  Family  Advist 
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By  Robert  S.  Salomon  Jr. 


Profitable  prosperity 


There  is  one  cardinal  principle  on 
which  all  investors  readily  agree — earnings 
expectations  drive  stock  prices.  Disappoint 
those  expectations  and  prices  collapse. 
Exceed  them  and  prices  climb.  This  is 
equally  true  for  the  market  as  it  is  for  indi- 
vidual stocks. 

Why  is  this  important  to  reflect  on  now? 
Because  the  consensus  viewpoint  is  that 
earnings  will  be  disappointing  this  year — and 
the  consensus  is,  I  think,  far  too  pessimistic. 

Experts  making  top-down 
forecasts  for  the  s&P  500 
(experts,  that  is,  who  are 
market  strategists  as  opposed  to 
industry  analysts)  predict  flat 
earnings  in  1999.  The  most 
significant  factors  contributing 
to  this  subdued  forecast  are  the 
continued  lack  of  pricing  power 
in  the  manufacturing  sector  and 
rising  labor  costs.  Despite  these 
concerns,  my  belief  is  that  this 
expectation  will  prove  to  be 
way  too  conservative  and  that 
profits  will  instead  be  up,  at 
least  8%.  If  you  buy  my  profit 
outlook,  you  won't  be  terrified 
by  the  market's  steep  multiple, 
32  times  trailing  earnings. 
Here's  my  justification: 

■  Real  growth  in  the  U.S.  economy  should 
be  3%  this  year,  extending  the  longest 
recovery  in  the  postwar  period.  The  turn 
of  the  century  could  easily  see  a  global 
boom  resulting  from  the  lagged  effects  of 
interest  rate  cuts  and  monetary  stimulus 
around  the  world. 

■  Business  consolidations  will  eliminate  sub- 
stantial redundancies  in  many  industries. 
Even  though  this  has  been  going  on  for 
some  time,  there  are  two  significant  new 
entrants — paper,  with  the  merger  of  Interna- 
tional Paper  and  Union  Camp;  and  oil,  with 
the  merger  of  Exxon  and  Mobil.  These  con- 
solidations are  an  attempt  to  maintain  mar- 
gins in  an  era  of  declining  commodity  prices 

■  Massive  spending  that  has  been  going  on 
for  several  years  to  remedy  Y2K  problems 
w  ill  begin  to  dissipate,  creating  an  unex- 
pected dividend  spread  over  the  last  half  of 
this  vear  and  the  first  half  of  next. 


Most 
economic 
forecasts  for 
this  year  are 
just  a 
simplistic 
extrapolation 
and  far  too 
pessimistic. 


■  Technology  will  deliver  an  important, 
albeit  difficult  to  measure,  productivity 
gain  to  the  service  sector.  This  gain  will 
hold  unit  labor  costs  in  check. 

■  Last  year  profits  were  depressed  by 
specific  events  not  likely  to  recur  any  time 
soon — the  GM  strike  and  the  losses  sus- 
tained by  financial  intermediaries  resulting 
from  the  Russian  default  and  widening 
credit  spreads. 

■  The  collapse  in  oil  prices,  although  it  wil 
depress  profits  for  the  oil  pro- 
ducers, will  act  like  a  tax  cut  fon 
individual  consumers,  stimulat- 
ing demand.  For  industrial  con 
sumers,  fuel  and  raw  material 
cost  declines  will  enhance  profit 
margins. 

Last  year  the  economy  grew 
nicely  and  produced  no 
improvement  in  profits  (i.e.,  a 
profitless  prosperity)-  This  has 
led  to  similar  forecasts  for  this 
year,  really  just  a  simplistic 
extrapolation.  The  rhetoric 
explaining  this  forecast  argues 
that  low  or  nonexistent  infla- 
tion is  bad  for  profits.  On  the 
contrary,  lack  of  pricing  flexibili 
ity  causes  managements  to 
focus  even  greater  attention  on  operating 
efficiency.  It  is  important  to  note  that  prof 
its  produced  from  improved  productivity 
are  worth  more  to  investors  because  they 
represent  higher  quality  and  greater  sus- 
tainability  than  those  produced  from  rais- 
ing prices.  Anyone  who  doubts  this  need 
only  compare  valuations  in  the  1970s  with 
those  in  the  1990s. 

The  sectors  fueling  the  general  increase 
in  profits  are  technology  and  financial  ser- 
vices; these  sectors  also  have  the  greatest 
potential  for  pleasant  earnings  surprises.  I 
recommend  Cisco  Systems  (99,  CSCO), 
Cow  pat]  Computer  (42,  cpq),  Lucent  Tech- 
nologies (98,  lu),  Gateway  2000  (68,  gtw) 
Xerox  (115,  xrx),  Allstate  (38,  ALL), 
American  Express  (102,  axp),  Citigroup 
(53,  C)  and  Morgan  Stanley  Dean  Witter 
(90,  MWD).  These  high-quality  stocks 
ought  to  appreciate  by  20%  or  more,  on 
average,  over  the  next  year.  ■ 


Salomon  Jr.  is  prmc    jI  2nd  cofounder  of  Stamford,  Conn. -based  STI  Management.  Research  analyst:  Deborah  H.  Tarasow. 
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Do  computer 

makers  believe  that 

every  time  they 

come  out  with 

new  product, 

I  get  a  new  budget? 


Reality  check:  If  you've  invested  in  technologies  like 
Open  VMS"  or  NonStop  Himalaya*  you  count  on  them  to 
run  your  business — and  they  do  it  well.  But  with  IT  rapidly 
evolving,  there  are  opportunities  you'd  like  to  seize.  So 
Compaq  is  extending  these  environments  to  incorporate 
(jments  like  Web-enabled  capabilities,  Windows  NT®  interoperability  and  64-bit  performance, 
hich  means  your  IT  infrasrructure  can  remain  firmly  in  place  while  new  applications  like 
ommerce  come  on-line.  We  offer  not  just  systems  but  software,  services  and  solutions 
make  it  all  work  together.  So  your  past  investments  will  continue  reaping  future  returns, 
learn  more,  call  1-800-AT-COMPAQ.  Or  visit  www.compaq.com/investment. 


COMPAQ.  Better  answers. 


Edited  by  Matthew  Schifrin 

Honeywell's  flight  pattern 

A    Boeing's  travails  in  Asia  have  dragged  down 

t^  shares  of  its  suppliers,  including  Esterline  Tech 

nologies,  recommended  here  in  the  Nov.  2  issue,  and 

Honeywell  Inc.  At  a  recent  $73,  

Honeywell  is  off  24%  from  its 
May  high. 

Esterline  has  traded  up  33%  and 
is  now  up  9%.  We  think  Honey- 
well (NYSE:  HON)  is  another  buy. 

Of  Honeywell's  S8.4  billion  in 
revenues  last  year,  28%  came 
from  aerospace,  with  Boeing 
contributing  6%.  The  other  72% 
came  from  all  manner  of  elec- 
tronic things,  from  programma- 
ble home  thermostats  to  devices 
that  control  the  moisture  in 
papermaking  machines. 

Salomon  Smith  Barney's  Jeffrey  Sprague  predicts 
that  sales  to  Boeing  will  drop  from  $500  million  in 
1998  to  $300  million  in  2001.  But  Honeywell  could 
make  up  all  of  that  decline  with  increased  sales  to 
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other  airplane  makers,  such  as  Airbus  and  Gulfstream. 
The  company,  meanwhile,  is  poised  to  reap  signifieanti 
revenue  from  its  new  flight-control  equipment.  Honey- 
well's SLS-2000  uses  global  positioning  satellites  to  tell 
'    an  onboard  navigational  computer 
where  a  plane  is  in  relation  to  the 
runway  and  other  planes,  with 
astounding  accuracy.  Pilots  can 
thus  pick  their  own  flight  paths 
rather  than  rely  on  directions  from 
radar-based  flight-control  opera- 
tions on  the  ground. 

Honevwell  charges  from 
$200,000  to  $400,000  per  planet 
to  install  the  new  gear,  and  there 
are  14,000  planes  in  the  skies 
right  now.  Newark's  airport 
already  supports  the  system.  Last 
year  Continental  Airlines  was  the 
first  to  use  it  to  land  a  regularly  scheduled  flight  there. 

Sprague  predicts  earnings  of  $5.50  a  share  in 
2000.  At  $73,  Honeywell  trades  at  13  times  that  sum. 

-STEPHANE  FlTCEL 
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Momentum  medicine 

mm    Sepracor's  shares  have  been 

""*'     on  a  rampage,  but  its  bottom 
line  is  another  matter. 

The  Marlborough,  Mass.  special- 
ty-pharmaceutical company  (Nasdaq: 
sepr)  has  the  patent  rights  to  single  - 
isomer  and  active- metabolite  ver- 
sions of  26  existing  drugs.  That 
means  Sepracor  has  two  different 
techniques  for  creating  purer  forms 
of  those  drugs.  Sepracor  can  take  an 
existing  blockbuster  drug,  improve  it 
by,  say,  reducing  side  effects,  and 
then  license  the  marketing  rights  of 
the  new  drug  (with  its  own  patent) 
to  the  original  drugmak- 
ers  or  others. 

Hoechst's  Seldane 
got  a  new  lease  on  life 
when  Sepracor  licensed 
the  patent  rights  for  a 
new  metabolite  version 
called  AUegra.  Eli  Lilly'? 
Prozac  franchise  also 
may  be  extended, 
thanks  to  Sepracor's 
singlc-isomer  version. 
Lilly  agreed  to  pay 
Sepracor  up  to  $90 
million  plus  royalties 
for  marketing  rights. 
Schering-Plough 
paid  Sepracor  for  the 
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rights  to  an  active-metabolite  ver- 
sion of  its  allergv  remedy  Claritin. 
In  the  past  year  Sepracor's  stock 
has  tripled  to  a  recent  $115,  giving 
it  a  market  cap  of  more  than  $3  bil- 
lion. One  big  net  buyer:  Fidelity 
funds,  which  raised  its  stake  from 
8.8%  to  11.8%  between  October 
and  January.  We  think  you  should 
be  selling. 

The  bulls  have  to  be  awfully 
patient.  Sepracor  lost  $27  million  on 
$15  million  in  sales  in  1997,  and  in 
the  first  nine  months  of  1998,  it  lost 
$59  million  on  $14  million  in  sales. 
One  problem:  Sepracor  won't  see 

royalties  for  awhile, 
and  they're  likely  to 
be  smaller  than 
hyped.  Lilly  and 
Schering  are  finding 
their  own  ways  to 
extend  the  life  of 
their  blockbusters 
already.  Sepracor 
also  must  win  FDA 
approval  and  man 
aged  care  support 
of  all  of  its  new  ver- 
sions. "It  all 
adds  up  to  years 
before  Sepracor 
sees  positive  earn 
ings,"  says  Rear, 


Stearns  analyst  David  Maris. 

-Stephan  Herrera 


Great  expectations 
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Sepracor:  Proof  that  not  all 
bubbles  are  on  the  Web? 


Cheaper  than  Intel 

^^  Galileo  Technology,  a 
'^m'  specialized  chipmaker  in 
Karmiel,  Israel,  got  into  hot  water 
last  summer  when  it  was  late  with 
new  version  of  its  networking  chip 
Its  stock  fell  from  $33.63  to  S9.5C 
in  the  space  of  three  months.  By 
October  the  stock  sank  to  $7.  The< 
company  did  not  deserve  the  shel- 
lacking it  took  on  Wall  Street. 

The  company  (Nasdaq:  GALTF) 
makes  three  types  of  chips:  system 
controllers  that  are  key  building  blot 
in  networking  equipment  and  are  pt 
chased  by  big  customers  like  Cisco 
Systems,  connection  chips  that  go  in 
so-called  network  switches  and  a  chi; 
that  connects  a  local  area  network  tc 
the  Internet.  The  delay  was  on  the 
GalNet  II  chip,  which  is  used  in 
upgrades  of  network  equipment  froi 
10  megabits  per  second  to  100. 

The  GalNet  II  problem  has  since 
been  fixed.  Galileo  earned  $15.5  m 
Hon  in  fiscal  1998  (ended  Dec.  31) 
on  sales  of  $52  million.  In  fiscal  19 
it  should  be  able  to  earn  $21  millic 
or  $1  a  share,  says  Kevin  Landis, 
manager  of  three  technology  funds 
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Firsthand  Funds.  That  makes 
xiay's  price  of  S20,  or  20  times  the 
andis  forecast,  look  low.  Intel  trades 

27  times  expected  1999  earnings. 
-Om  Malik 

Lead  all  about  it 

Weakened  demand  from 
■    national  advertisers  during 
?98  hurt  many  media  stocks.  One 
ndeserving  victim:  Dallas-based 
H.  Belo  (NYSE:  bio. 
Ad  linage  at  the  flagship  Dallas 
lornina  -Wiry  was  down  2.3%  in 
?98,  but  Belo's  other  assets  were 
ling  fine.  Newspapers  account  tor 
of  its  $1.4  billion  in  1998  rev- 
mes,  but  Belo  also  owns  17  televi- 
:>n  stations,  in  cities  like  Dallas 
id  Seattle.  Most  are  ranked  mini 
:r  one  or  two  in  their  markets. 

Despite  weak  advertising  at  the 
laming  News,  William  Meyers, 
lalvst  at  BancBoston  Robertson 
ephens,  is  recommending  the 
ock  because  he  is  bullish  on  Belo's 

stations.  Among  them  are  five 
bc  affiliates  that  will  broadcast  the 
immer  Olympics  next  year  M'id 
mr  others  that  will  carry  the  Super 
owl.  It  has  also  hired  44  salespeo- 
e  to  bring  in  more  ads 

Don't  write  off  Belo's  newspaper 
.isiness.  The  company  has  offered 
irly  retirement  to  more  than  200 
nplovccs  .md  has  cut  its  overall  capi- 

spending  by  $30  million.  Both  the 
torninji  News  and  the  recently 
quired  Providence  Journal-Bulletin 
lould  benefit  from  millennium- 
lated  advertising  spending. 

Belo's  stock  hovers  around  SI 8, 
wn  from  S28.38  a  year  ago. 
t  that  price,  with  $1.6  billion  of 
:bt 'thrown  in,  the  market  is  putting 
S3. 8  billion  enterprise  value  on 
elo.  That  sum  is  9  times  the  com- 
iny's  1998  operating  income  (net 
:fore  depreciation,  interest  and 
ices).  Compare  Hearst- Argyle, 
hich  is  trading  at  13.3  times  1998 
■o  forma  operating  income. 

Belo  Chief  Executive  Robert 
echerd  thinks  his  stock  is  a  steal, 
l  the  last  year  the  company  repur- 
lased  7  million  shares  at  an  aver- 
se S  19.29  each  and  will  likely  pur- 
use  another  3.5  million  shares. 

-Carrie  Coolidgk  wm 
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iternet    stocks    have    driven    the 

Jasdaq  market  into  record  territory, 
|ut  Philip  J.  Orlando,  chief  invest- 

lent  officer  at  Value  Line  Asset 
kanagement,  expects  80%  of  today's 
kiblicly  traded  Internet  companies  to 
|e  out  of  business  within  the  next  fixe 

;ars.  He  thinks  that  most  portal 

jmpanies,  on-line  retailers  and  elec- 
Tonic    commerce    companies    are 

rossly  overpriced. 

Orlando  sees  opportunities  in  the 

iternet,  but  they  are  with  compa- 
res that  are   profiting   from   the 

rowing  usage  of  the  Internet.  Two 

camples:  America  Online  (aol 
|158)   and   Cisco  Systems   (CSCO 

?9).  Orlando  values  both  stocks  at 
^ast  25%  higher  than  their  current 

ices.  He  expects  five-year  average 
lings  growth  of  48%  for  America 

)nline  and  30%  for  Cisco. 


special  focus 


Within  the  past  two  calendar  years 
these  six  insurance  companies  convert 
ed  from  mutuals — where  policyholders 
own  the  equity — to  stock  companies 
Although  these  stocks  are  up  an  aver- 
age of  60%  since  they  went  public,  they 
still  look  attractive.  The  median  com- 
pany is  expected  to  post  earnings 
growth  of  13%.  These  stocks  sell  at  an 
average  of  13  times  estimated  1999 
earnings.  In  contrast,  the  S&P  500  has 
an  estimated  multiple  of  24.  The 
cheapest  stock:  AmcrUs  Lift  Holdings, 
which  has  an  estimated  P/E  of  7. 


The  feeling  is  no  longer  mutual 


Company 

Recent 
price 

1999 
est  P/E 

AmerUs  Life  Holdings 

$17.81 

7 

MONY  Group 

24.81 

12 

Nationwide  Financial  Svcs 

45.56 

16 

Old  Guard  Group 

12.88 

13 

Scpie  Holdings 

Trigon  Healthcare 

Source-.  IBES  Express. 


29.13 
34.63 


6500 
5500 

4500 
3500 

2500 
1500 


The  Barra  All-US  price  index  as  of  2/1 1/99 

Market  value:  $13.3  trillion 

P/E:  25.2 

P/E  minus  negative  EPS:  23.1 

Price/book:  4.0 

Yield:  1.3% 


12-month  closeup 


4700 


What  the  funds  are  buying  and 


The  best  and 


'89 

'90      '91     '92 

'93 

'94 

'95 

'96 

'97 

'98 

'99 

FMAMJ    JASONDJF 
'98                       '99 

%  change  from 

Index  or  investment 

1  year  ago 

5-year  high 

Barra  All-US  index 

-1.5% 

■■■ 

15.6% 

-2.4% 

S&P/Barra  Growth  index 

-1.6 

■■■ 

34.6 

-2.9 

S&P/Barra  Value  index 

-0.1 

1 

9.7 

-4.1 

Dow  lones  industrials 

0.9 

Zl 

11.9 

-2.9 

SIP  500 

-0.9 

■■ 

22.4 

-2.0 

NYSE 

-1.0 

^H 

10.7 

-3.5 

Nasdaq 

-2.9 

■■^■■i 

40.3 

-4.2 

PSE  Tech  100 

-3.0 

■■I^H^I 

50.4 

-4.3 

EAFE* 

-2.5 

■■■■n 

5.3 

-7.3 

CRB  futures  index 

-1.1 

1.3 

■■ 

-19.2 
-3.6 

-28.5 
-30.5 

Gold  (Comex  spot) 

Zl 

Yen  (per  $US) 

-1.5 

ii^™ 

-8.1 
-25.8 

-22.2 
-55.5 

Oil  (W  texas  Intermediate) 

-4.8  M| 

Buying              * 

Recent 
price 

Market 

value 

((mil) 

1999 
EPS* 

Selling 

Recent 
price 

Market 

value 

($mil) 

1999 
EPS1 

Alkermes 

$28.50 

$603  $-1.18 

Aware 

$34.25 

$710 

$0.14 

Citigroup 

53.63 

121,834 

3.52 

BEA  Systems 

17.31 

1,304 

0.24 

Foundation  Health  Systems 

8.56 

1,046 

1.16 

Budget  Group 

14.44 

519 

1.67 

Magellan  Health  Services 

8.19 

259 

0.99 

Cox  Radio 

45.81 

1,305 

0.98 

Wisconsin  Central  Transportation  15.47 

791 

1.57 

Landauer 

30.00 

258 

1.61 

Best 

2-week 
change 

Change 

since 

12/31/98 

Worst 

2-week 
change 

Change 

since 

12/31/98 

Oilfield  services 

8.9% 

-2.0% 
12.6 

Tobacco 
Water  transport 

-16.9% 
-11.4 

-22.0% 
-13.8 

Apparel,  textiles 

6.8 

Air  transport 

6.7 

1.3 

Electric  utilities 

-7.5 

-14.6 

Pollution  control 

6.7 

9.1 

Agriculture,  food 

-6.4 

0.3 

Misc  mining  metals 

6.1 

-5.0 

Gas  utilities 

-5.7 

-0.1 

3  for  period  ending  2/11/99.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  AORs.  REITs  and  closed-end  funds  are 

Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  Total  return  of  more  than  300  large-capitalization  slocks  characterized  by  low  price-to-book 

b,  high  yields  and  low  price-to-earmngs  ratios.  'A  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  4A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source: 

f  Stanley  Capital  International.  Index  of  21  commodity  futures.  ''Source:  Bridge-Commodity  Research  Bureau.  'Buys  and  sells  are  tabulated  by  fastcheck.com,  a  proprietary  model  from  the  Mutual  Discovery  Network  For  an  update  on  the  performance 

i  stocks  see  our  Web  site  at  www  lorbes.com/wallstreet.  Consensus  estimate.  'Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in 

I  or  more  groups.  Principal  sources:  Barra,  Inc.:  IBES  Express. 
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World  Markets 


Foreign  vs.  U.S.  markets 


$220 


Value  of  $100  invested  1/31/96 


As  of  2/5/99 

S&P  500         EAFE 

P/E 
Yield 

Price/hook 

32.5         28.3 
1.3%        1.8% 
6.6           2.7 

Developed  markets 

—Price  change— 

Market 

3  months 

12  months 

P/E 

Finland 

30% 

100% 

24 

Ireland 

18 

21 

19 

Sweden 

13 

14 

26     ' 

Australia 

12 

9 

22 

Belgium 

9 

50 

26 

Norway 

2 

-20 

14 

Portugal 

-1 

10 

22 

Denmark 

-2 

-2 

23 

Austria 

-8 

-11 

15 

Hong  Kong 

-11 

-13 

16 

Emerging  markets 


—Price  change— 

3  months 

12  months 

P/E 

pital  International  indexes 

-2% 

-26% 

22 

-2 

-27 

21 

rkets 

51 

48 

NM 

42 

105 

32 

31 

-3 

12 

-13 

-32 

22 

-34 

-52 

9 

-37 

-53 

8 

Morgan  Stanley's  European  growth  stocks  index  of  200 
companies  is  down  nearly  6%  in  price  (U.S.  dollars)  since 
Jan.  1.  But  William  P.  Sterling,  global  strategist  at  Credit 
Suisse  Asset  Management  in  New  York,  thinks  the  group 
is  poised  for  a  comeback.  Sterling  cites  several  reasons  for 
his  optimism.  He  thinks  that  the  European  Central  Bank 
is  likely  to  cut  interest  rates  in  1999,  and  he  believes  that 
the  introduction  of  the  euro  is  creating  a  favorable  envi- 
ronment for  cross-border  mergers  and  acquisitions. 
European   investors   will    respond    to    these    changes, 


Emerging  (EM)3 

Emerging  (EMF)4 

Best  and  Worst  Markets 

S.  Korea 

Greece 

Egypt 

Taiwan 

Brazil 

China 


according  to  Sterling,  by  reducing  their  bond  holdinj 
and  bidding  up  equities. 

In  particular,  Sterling  likes  two  Swiss  pharmaceutic 
firms:  Novartis  (adr  price  $89)  and  Roche  (adr  pric 
$127).  "Baby  boomers  are  graying  and  demanding  mo 
health  care,"  says  Sterling.  Profits  at  Novartis — forma 
by  the  1996  merger  of  Sandoz  and  Ciba-Geigy — a, 
expected  to  rise  from  $3.18  a  share  in  1998  to  $3.67 
1999,  according  to  estimates  from  IBES.  The  1999  IB 
forecast  for  Roche:  a  13%  gain,  to  $4.02  a  share. 


Company/country 

Business 

Price 

3-mo   1999 
price    est 
change  P/E 

JG  Summit/Philippines 

multicompany 

$0.09 

125%    5 

Inlosys  Technologies/India 

software 

58.57 

105     41 

NHK  Spring/Japan 

auto  parts 

4.38 

103     29 

Rogers  Communications/Canada 

tel  &  broadcasting 

16.50 

97    NM 

Ssangyong  Investment  &  Sees/Korea 

financial  sves 

6.28 

66     35 

Company/country 

Business 

Price 

Price/ 
book 

1999 
est 
P/E 

Bharat  Petroleum/India 

oil  exploration 

$4.50 

1.4 

4 

Eletrobras/Brazil 

electric  utility 

14.19* 

0.1 

4 

Tamsa/Mexico 

steel  pipes 

6.94 

0.6 

4 

Cemex/Mexico 

cement 

2.57 

1.3 

5 

Samsung  Heavy  Inds/S.  Korea 

machinery 

j  97 

0.8 

5 

Company/country 

Business 

Price 

3-mo 
price 
change 

19E 
es 

P/l 

Wei  Chuan  Food/Taiwan 

food  processing 

$0.60 

-73% 

6C 

Light  ServicosdeElectricidade/Brazil  electric  utility 

60.00* 

-61 

; 

Siderar/Argentma 

steel 

1.50 

-46 

i 

Enterprise  Oil/UK 

oil  &  gas 

3.67 

-43 

2: 

SEB/France 

appliances 

58.46 

-39 

1: 

Company/country 

Business 

Price 

Yield 

19' 
e; 
Pi 

Hollandsche  Beton/Netherlands 

construction 

$9.99 

7.2% 

Wing  Lung  Bank/HK/China 

banking 

2.68 

7.2 

> 

Coats  Viyella/UK 

textiles  &  apparel    0.60 

6.8 

Fag  Kugelfischer/Germany 

roller  bearings 

7.51 

4.6 

Usinor/France 

steel 

13.49 

4.2 

1 

ist  $300  million.  All  prices  are  in  U.S. 
to  U.S.  dollars.  Performance  numbe 

dollars.  *Per  1,000  shares.  'Shows  price 
rs  retlect  both  local  Drice  change  and  c 

ch; 
urn 

Note:  Data  for  period  ending  2/5/99.  '   lected  stocks  have  a  market  capitalization  0 

of  the  Morgan  Stanley  Capital  Internal'     al  EAFE  index  of  foreign  stocks  conver 

fluctuation.  3lndex  of  stocks  available  to  f<    1  jn  and  domestic  investors.  ''Index  of  stocks  available  to  foreign  investors.  NM:  Not  meaningful. 

Sources:  Morgan  Stanley  Capital  Internatioi     via  OneSource  Information  Services;  Bloomberg  Financial  Markets;  Forbes. 
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$1.2  Million 


$10,000 


6/30/71 


6/30/75 


6/30/80 


6/30/85 


6/30/90 


10/95        12/3 


Time  Well  Spent 

Obviously,  we  can't  assure  you  that  American  disciplined  approach  we  used  the  last  27  years. 

Century's  Growth  Fund  will  turn  $10,000  into  Call  American  Century  at  1-800-345-2021  to 

a  million  dollars  over  the  next  27  years.  But  find  out  more  about  a  growth  fund  that  can 

we  can  assure  you  we'll  continue  the  same,  make  very  good  use  of  your  time. 


Please  ask  for  a  prospectus  with  more  complete  information,  including  clmrges  and  expenses.  Be  sure  to  read  it  carefidly  before  you  invest. 

I  Please  consult  a  prospectus  for  information  about  other  share  classes.  Naturally,  past  performance  can't  guarantee  future  results.  These  figures  are 

I  for  investor  class  shares  ana  assume  all  dividends  were  reinvested.  Investment  return  and  the  value  of  your  principal  will  fluctuate,  ana  the  final 

I  value  of  your  investment  may  be  more  or  less  than  what  you  started  with.  'Although  the  Growth  Fund's  initial  inception  date  was  10/31/58,  its 

performance  for  the  period  shown  corresponds  with  American  Century's  implementation  of  its  current  investment  philosophy  and  practices  on 

6/30/71.  Funds  Distributor,  Inc.  ©2999  American  Century  Services  Corporation  FBS389-1  id 


American 
Century 


ww.americancentury.com 


1-800-345-2021 


The 


Defending  defense 

Defense  stocks  have  been  in  the  tank  since  the  mid-1980s. 
Tocqueville  Fund's  Robert  Kleinschmidt  is  betting  they're  about  to  rally. 


By  James  M.  Clash 

Like  any  self-respecting  value 
investor,  Robert  Kleinschmidt  loves  a 
bit  of  bad  news — the  kind  that  cuts 
the  legs  out  from  under  a  stock  so  he 
can  buy  it  cheap.  He  fondly  calls  the 
stocks  in  his  $60  million  Tocqueville 
Fund  "black-and-blue  chips."  The 
fund  itself  has  suffered,  relatively 
speaking,  along  with  other  value-ori- 
ented funds,  gaining  an  annual  14% 
over  the  past  ten  years.  That's  about 
five  points  behind  the  growthy,  pricev 
s&p  500. 

But  Kleinschmidt  has  beaten  other 
midcap  value  funds,  on  average,  by  a 
point.  His  portfolio  has  excelled  in 
down  markets;  in  fact,  Tocqueville 
beat  its  peers  by  9.5  points  in  1990 — 
gaining  1.5%  when  the  average 
midcap  value  fund  lost  8%.  Klein- 
schmidt also  manages  about  $1  bil- 
lion for  wealthy  private  clients. 

His  roster  of  wounded  souls  cur- 
rently includes  oil-service  companies 
(Baker  Hughes,  down  62%  from  its 
52-week  high),  chemical  producers 
(Olin,  down  52%)  and  natural 
resource  companies  (Homestake 
Mining,  down  38%).  But  his  newest 
patients — what  he's  buying  now — are 
defense  stocks.  Remember  them? 

Since  1985  U.S.  defense  spending 
on  weapons  and  other  military  goods 


has  been  cut  by  75%  in  real  terms. 
Foreign  spending  has  declined 
as  well.  This  has  added  up  to  a  bad 
time  for  militarv  hardware  makers  like 
Northrop  Grumman,  Lockheed 
Martin  and  Litton  Industries,  each 
now  trading  at  around  half  the 
S&P  500's  trailing  price-to-earnings 
ratio  of  28. 

Those  defense  spending  declines,  if 
you  recall,  are  also  known  as  the 
"peace  dividend"  created  by  the  end 
of  the  Cold  War.  But  the  49 -year-old 
Kleinschmidt,  who  remembers  the 
duck-and-cover  nuclear  attack  drills 
of  the  1950s,  is  convinced  that  the 
days  of  the  peace  dividend  are 
ending.  "There's  growing  consensus 
that  just  because  the  Soviet  Union 
has  fallen,  it  doesn't  mean  the  U.S. 
and  its  citizens  are  safe,"  he  says. 
"You  have  ex-Soviet  satellites  with  all 
their  decentralized  nuclear  weapons, 
North  Korea  and  its  nuclear  capabil- 
ity, India  and  Pakistan,  Iraq  and  just 
plain  rogue  terrorism."  President 
Clinton  has  proposed  a  $12  billion 
defense  spending  increase  for  the  year 
2000.  There's  no  reason  he  can't  get 
Congress  to  go  along. 

Kleinschmidt  also  makes  the  case 
that  the  past  decade's  consolidation 
in  the  defense  industry  will  give  com- 


panies more  pricing  power  once  tl 
procurement  money  starts  flowin 
There  have  been  the  plain-vanil 
takeovers — Northrop  of  Grumma: 
Martin  Marietta  of  Lockheed.  Kleii 
schmidt  also  notes  that  in  the  198 
it  wasn't  unusual  for  conglomerat 
like  General  Motors  and  Chrysler 
own  defense  divisions — orphan! 
really — or  for  half  a  dozen  compani 
to  compete  for  major  governme 
contracts.  By  now  most  of  tl 
orphans  have  been  spun  off  ar 
bought  by  core  defense  compani 
(gm's  Hughes  Electronics  I 
Raytheon;  Rockwell  Internationa 
aerospace  and  defense  unit  I 
Boeing). 

Also,  says  Kleinschmidt,  onero 
R&D  cost  overruns  on  new  proje< 
are  now  absorbed  by  the  gover 
ment.  In  the  old  days  contracte 
were  expected  to  take  the  hit.  Trai 
lation:  more-predictable  earnings 

Kleinschmidt  has  6%  of  his  poi 
folio  in  defense  stocks  now  and  s 
he  may  go  as  high  as  10%.  B 
Stealth  bomber  maker  Northn 
Grumman,  whose  proposed  merg 
with  Lockheed  Martin  was  quash 
last  summer  by  the  Justice  Depai 
ment,  is  trading  at  $63 — less  th 
half  of  Lockheed's  offer  price.  T 


:i 


Goal-line  stand 

Company 

Recent 
price 

Price/ 
cash 
flow 

Price/ 

-Price  change 

vs  S&P  500 

5-year 

Trailing' 

earnings 

1999+ 

1-year 

Boeing 

$36 

14 

33 

20 

-45% 

-113% 

B.F.  Goodrich 

34 

7 

11 

10 

-48 

-104 

Litton  Industries 

57 

8 

15 

14 

-24 

-70 

Lockheed  Martin 

37 

6 

12 

11 

-55 

NA 

Newport  News  Shipbuilding 

27 

7 

15 

14 

-15 

NA 

Northrop  Grumman 

63 

6 

12 

11 

-72 

-100 

Raytheon 

55 

12 

17 

15 

-20 

-86 

"Based  on  last  four  quarters' 


ted  1999  earnings  NA:  Not  applicable. 


While  the  S&P  5( 
has  charged  ahei 
the  past  five  yea  [ 
defense  stocks 
have  stalled. 
Is  it  time  for 
a  rally? 
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ice  is  also  just  6  times  cash  flow-  (in 
le  sense  of  earnings  plus  deprecia- 
in  and  amortization).  Compare  the 
andard  &:  Poor's  500  index,  which 
ades  at  16  dmes  cash  flow. 
Kleinschmidt  trusts  defense  com- 
mies'1 price/cash  flow  ratios,  rather 
tan  their  price/earnings  ratios, 
:cause  industry  consolidation  has 
eated  a  great  deal  of  goodwill  that, 
hen  amortized,  understates  earn- 
gs.  In  Northrop  Grumman's  case, 

I:  pegs  the  goodwill  at  about  S3 


Besides  Hughes  Electronics, 
Raytheon  has  bought  Texas  Instru- 
ments' and  Chrysler's  defense-elec- 
tronics units.  At  $55,  Raytheon  trades 
at  just  12  dmes  cash  flow.  "Electron- 
ics technology  is  the  reason  our  stuff 
is  more  lethal  than  anyone  else's," 
says  Kleinschmidt.  "And  Raytheon  is 
by  far  the  biggest  producer." 

Boeing,  with  only  about  a  third  of 
its  revenues  from  defense,  is  not  such 
a  pure  play.  But,  after  buying 
McDonnell  Douglas,  it  is  the  largest 
contractor  of  military  aircraft.  At  $36, 


or  14  times  cash  flow,  it's  not  as 
cheap  as  the  others,  either.  But  Klein- 
schmidt likes  it.  "Boeing  is  a  double- 
barreled  play,"  he  says.  "Commercial 
airline  orders  are  backlogged,  and  we 
think  management  is  finally  getting 
its  arms  around  costs.  When  that 
becomes  clear  to  everybody,  the  stock 
will  trade  ten  points  higher." 

We've  listed  some  more  of  Klein- 
schmidt's  picks  in  the  table.  If  you're 
interested  in  his  fund,  wait  a  month 
or  so;  directors  will  vote  in  March  on 
a  proposal  to  scrap  the  4%  load.     M 
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ADJUST  ATTITUDES. 

MOTIVATE 
THE  TROOPS. 

CHARGE  THEIR 

ENTREPRENEURIAL 

SPIRIT. 


Here's  a  tip  to  keep  your  employees 
in  top  form:  More  than  10,000 
companies  in  the  United  States  have 
discovered  that  professionally  flown, 
turbine-powered  business  aircraft 
actually  can  change  the  way 
employees  think  and  act. 

Suddenly,  markets  once  thought 
distant  and  difficult  to  reach 
are  open  and  accessible. 

The  inexpensive  land  and  reliable 
labor  of  Rural  America  becomes  just 
a  short  hop  away,  cutting  production 
and  transportation  costs. 


And  travel  time,  once  chalked  up 
by  companies  as  necessarily  lost 
in  the  ordinary  course  of  businet 
now  ranks  among  the  most 
productive  of  the  day,  a  benefit 
of  the  uninterrupted  (and 
confidential)  conference  or  stu 
time  available  enroute  on  busine 
aircraft  -  an  office  that  moves 

Customer  service,  even  emergen  I 
customer  service,  takes  on  an  ea 
instantaneous  quality.  Customer 
really  notice  and  appreciate  you 
commitment,  which  shows  up  o  | 
your  next  quarterly  report. 


i* 


CHANGE 
YOUR 
CORPORATE 
CULTURE 


And  whether  old  or  new,  customers 
practically  leap  at  the  chance  to  visit 
when  you  oiler  to  pick  them  up 
in  the  morning  and  return  them 
home  the  same  day. 

Of  course,  employee  time  saved  by 
flying  nonstop  often  fully  offsets  the 
cost  of  getting  there  vis-a-vis  less 
efficient  ways  of  travel.  And  when 
you  add  the  value  of  employee  time 
saved,  productivity  gains  enroute, 
overnight  stays  eliminated,  and  family 
time  restored,  you'll  discover  that 
travel  by  business  aircraft  often  is  less 
expensive  than  the  alternatives. 
Yes,  less  expensive. 


For  all  these  routine  reasons  and 
more,  business  aircraft  have  been 
energizing  corporate  cultures  and 
bottom  lines  for  more  than  70  years. 

In  fact,  today  the  vast  majority  of  the 
most  productive  and  profitable  com- 
panies see  business  aircraft  as  simply 
an  ordinary  business  travel  option 
useful  to  maximize  their  two  most 
important  assets  -  people  and  time. 

You  can  too.  To  find  out  how,  just 
call  (800)  9-AVIATE  or  visit  us 
on  the  Web  at  www.nbaa.org/why. 
After  all,  attitude  adjustment  has  to 
start  with  someone.  Why  not  you? 
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Graham.RIP 

Sign  of  the  times:  An  investment  company  cofounded 
by  the  famous  value  investor  Benjamin  Graham 
is  trying  to  turn  itself  into  an  Internet  play. 

By  Thomas  Easton 

Sex  appeal  in  the  mutual 
fund  world  typically  comes 
from  huge  returns.  Faced 
with  years  of  poor  perfor- 
mance, the  $8.5  million 
American  Diversified  Global 
Value  Fund  is  trying  a  less 
metaphorical  approach. 

In  a  German  TV  advertising 
campaign  for  the  investment 
firm  running  the  fund,  a  nude 
woman  slowly  unfolds  across 
the  screen.  Her  cupped  hands 
open  to  reveal  a  shimmering 
spherical  object  that,  after 
having  spoken  to  the  produc- 
ers, we  can  tell  you  is  an  apple. 
Then  comes  the  punch  line: 
intelligent  investieren,  or,  to 
translate,  "invest  intelligendy." 

The  similarity  of  the  line  to 
a    classic    book    by    Benjamin 
Graham,  The  Intelligent  Investor,  is 
no  coincidence.  It  turns  out  that 
American  Diversified  Global  was 
until    recently    named    the    Rea- 
Graham  Fund. 

Graham,  who  taught  business  at 
Columbia  University  and  died  in 
1976,  is  jusdy  famous.  He  counseled 
investors  to  stay  away  from  stock  fads 
and  focus  on  what  a  company  would 
be  worth  to  an  acquirer  or  liquidator. 
His  disciples  include  the  brilliant 
portfolio  managers  running  Berkshire 
Hathaway,  the  Sequoia  Fund  and 
Tweedy,  Browne  Co. 

But  if  the  man  is  distinguished,  the 
fund  he  cofounded  with  James  Rea, 
an  engineer  who  happened  to  live  in 
California  close  to  where  Graham 
moved  in  retirement,  is  not.  Rea- 
Graham  started  out  as  an  investment 
partnership.    In  August    1982,  six 

us  after  Graham  died  and  at  the 
lawn  of  an  extraordinary  bull  market, 
converted  the  portfolio  i      a 
<.\\  fund. 


The 
fund  is  a  clunker. 
Under  Rea,  and,  after  his 
death  in  1995,  his  son  James  Jr., 
the  fund  has  eked  out  a  7%  average 
annual  return.  That  isn't  even  close 
to  the  19%  you  could  have  earned  on 
an  index  fund. 

The  fund's  assets  peaked  in  the 
late  1980s  at  $50  million  and  have 
recently  been  going  out  the  door  at 
a  rate  of  $2  million  a  year.  But  James 
Rea  Jr.,  43,  did  not  simply  fold  up 
shop.  In  early  1998  he  hired  a  new 
investment  subadviser,  Ladas  &  Hu- 
lings  in  Scottsdale,  Ariz.,  which  has 
put  what's  left  of  the  fund  into  a 
plausible  collection  of  blue  chips  like 
IBM  and  Fxxon.  Then  Rea  sold  con- 
trol of  the  fund  to  a  group  of  mostly 
Gorman  investors  who  see  great 
potential  in  it. 

The  Germans  want  the  fund  to  be 


part  of  a  transatlantic  investment 
business  that  will  include  a  publishet 
of  business  books  and  a  Europear 
on-line  brokerage.  They  have  raisec 
$16  million  of  seed  capital,  pickec 
the  jazzy  name  Amdiv.com  for  the 
venture  and  put  its  headquarters  ir 
Los  Angeles. 

"People  are  more  interested  ir 

Graham  in  Germany  than  in  the 

U.S.,"  explains  Peter  Hartmann,  44: 

the  German-born  chairman  o 

Amdiv.   "We  want  to  make 

dollars  from  deutsche  marks.' 

Amdiv's  publishing  divisior 

has  cosponsored  a  German  ver  i 

sion  of  The  Intelligent  Investor 

and  also  has  an  agreement  tc 

publish  German  editions  o 

rather  more  action  orientec 

books — like  How  to  get  Startea 

in  Electronic  Day  Trading. 

The   on-line   brokerage   i: 

just  getting  started  in  Berlin 

But  until  next  month,  at  the 

earliest,  the  only  facet  of  th<i 

operation  bringing  in  any  rev 

enue  is  the  old  mutual  fund 

Net  of  what  that  subadviser  charges 

the  fund  generates  fees  that  amoun 

to  all  of  $50,000  a  year.  Amdiv' 

expenses  are  running  at  a  $5  millioi 

annual  rate. 

None  of  this  stopped  Amdi' 
from  filing  with  the  Securities  8: 
Exchange  Commission  for  an  ini. 
tial  public  offering  of  its  shares.  If  th< 
offering  goes  off  at  its  expected  to| 
price  of  $14,  the  new  investors  wil 
see  an  immediate  3-to-l  dilution  o 
their  cash. 

Would  a  value  investor  buy  a  stoci 
like  this  one?  We  posed  the  questiot 
to  James  Rea  Jr.,  who  wound  u] 
with  shares  in  Amdiv  plus  a  three 
year  employment  contract  payin; 
$165,000  annually.  Rea  notes  tha 
the  eminent  value  investor  Warrej 
Buffett  migrated  from  tangible  asset 
to  goodwill  in  his  assessments  c 
value.  Amdiv  goes  one  step  further  b 
emphasizing  the  future  value  that  ca: 
come  from  good  products,  manage 
ment  and  concept.  "You  can't  sta 
with  what  happened  yesterday,"  Re 
explains. 

How  does  that  mixed  metapho 
go?  Something  like:  If  Graham  wer 
alive  today,  he'd  be  spinning  i 
his  grave.  ■ 
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Go  confidently  in  the  direction  of  your  dreams. 
Live  the  life  you  ve  imagined. 

-Henry  David  Thoreau 


What  do  you  want  out  of  life?  What  do  you  imagine  it  to  be?  Does  it  scare  you?  Or  fill 

you  with  promise  and  anticipation?  At  American  General,  50,000  dedicated  women  and 

men  help  you  meet  your  financial  needs  with  retirement  services,  life  insurance, 

and  consumer  loans.  And  with  70  years'  experience  and  $100  billion  in  assets, 

we're  helping  over  12  million  people  live  the  life  they've  imagined. 

Live  the  life  you  ve  imagined^ 


American 

General 

Financial  Group 


998  American  General  Corporation,  www.agc.com  or  1  (800)  AGC-1 1 1 1 
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In  growth  we  trust 

If  you  don't  want  your  heirs  squabbling,  think  about  redoing  your 
estate  plan  to  take  advantage  of  a  new  beast  called  the  unitrust. 


By  Carrie  Coolidge 

It's  a  shame:  Grandma  sets  up 
a  long-term  trust  to  benefit  sev- 
eral generations  of  a  family. 
Years  later  the  trust  causes  bad 
feelings  and  perennial  conflict 
among  family  members.  What 
turns  a  donor's  generosity  into 
strife?  When  a  trust  creates  two 
kinds  of  beneficiaries — current 
and  future — the  two  are 
inevitably  in  competition.  The 
more  money  given  to  current 
heirs  (often  a  donor's  spouse  or 
children),  the  less  left  over  for 
future  heirs  (often  the  children 
or  grandchildren). 

The    conflict    is    especially 
sharp     with      a      traditional 
"income  rule"  trust,  a  popular 
format  that  allocates  investment 
income  (say,  from  bonds)  to 
current  heirs  and  reserves  prin- 
cipal for  future  heirs.  Then,  no 
matter  whether  a  trustee  tilts 
portfolio  investments  toward  growth 
or     toward     income,     somebody's 
unhappy.  But  there  is  a  way  around 
this  kind  of  mess:  a  new  arrangement 
called  a  total  return  unitrust. 

It's  high  time  that  the  concept  of 
total  return  came  to  the  estate  plan- 
ning business.  Much  of  this  country's 
trust  law  is  based  on  some  creaky, 
almost  feudal,  notions  about  the  dis- 
tinction between  principal  and 
income.  In  ancient  times  the  distinc- 
tion was  clear:  The  manor  house  and 
the  farmland  around  it  constituted 
principal,  and  the  right  to  live  in  the 
house  or  to  collect  the  farm  rents  was 
income.  So  long  as  the  present  bene- 
ficiary of  such  an  estate  maintains  the 
property,  there  is  no  conflict  with  a 
later  beneficiary. 

Try  to  apply  these  notions  to  a 
world  of  stocks,  bonds,  derivatives  and 
the  threat  of  inflation,  and  you  get 
unfortunate  results.  Trustees,  who 


must  balance  the  interests  of  all  heirs, 
often  favor  conservative,  dividend- 
paying  stocks,  bonds  and  Treasury 
notes.  Not  only  does  such  a  portfolio 
have  little  growth  potential;  because 
investment  income  is  not  reinvested, 
the  portfolio's  real  value  will  likely 
shrink  with  inflation.  That's  not  what 
Grandma  had  in  mind. 

If  you  were  managing  your  own 
money,  though,  you  presumably 
would  be  wise  enough  to  aim  for  total 
return  (income  plus  capital  gain),  not 
"income."  The  new  unitrust  takes  that 
sensible  approach  and  applies  it  to  the 
trust  business. 

Instead  of  paying  out  only  invest- 
ment income  to  current  heirs,  a  total 
return  unitrust  pays  a  fixed  percentage 
of  its  total  value  annually.  The  payout 
generally  ranges  between  3%  and  5%. 
As  always,  any  remaining  principal  in 
the  trust  goes  to  the  future  heirs — 
called     "remaindermen"     in     trust 


lingo — at  the  end  of  the  trust's  ter: 
Some  colleges  have  taken  a  to< 
return  approach  to  endowment  rm 
agement  for  manv  vears.  In  ea 
1997,  Robert  Wolf,  a  Pittsbur 
attorney,  and  Bruce  Guiot,  a  direel 
in  the  trust  company  of  PNC  Priv; 
Bank,  studied  the  use  of  total  retx 
payouts  for  family  trusts  by  back-te 
ing  various  investment  scenarii 
Later  that  year,  they  started  offeri 
unitrusts  to  clients. 

"Traditional  trusts  don't  take  ir 
account  that  the  inflation-adjust< 
long-term  return  from  stocks  is  aim 
four  times  the  return  from  bonds,  \ 
this  does,"  says  Stephan  Leimberg, 
adjunct  professor  at  the  Villanova  U 
versify  School  of  Law  and  author 
the  New  Book  of  Trusts. 

Let's  compare.  Say  that  back 
1960,  a  donor  put  $1  million  into 
income-rule  trust,  with  half  going 
an  equity  portfolio  mirroring  the  S 

Forbes  ■  March  8,1$ 


»00  index  and  half  to  intermediate  - 
erm  government  bonds.  Such  a  mix 
s  typical.  The  donor  left  the  income 
o  his  children,  and  at  their  deaths,  the 
emainder  to  his  grandchildren. 

By  the  end  of"  1997  the  children 
vould  have  received  payouts  totaling 
bout  S2.7  million,  assuming  typical 
rading  costs  and  a  1%  annual  trustee 
;e.  Al though  income  payouts  would 
ave  grown  from  S33,550  in  1960  to 
■99,600  in  1997,  their  spending 
■ower  would  have  dropped  by  46% 
fter  inflation.  The  trust's  principal 
.ould  have  grown  to  S3  million — a 
5%  loss  after  inflation. 

With  a  total  return  unitrust,  results 
an  be  stunningly  different.  Because 
he  trustee  doesn't  have  to  rely  only 
•n  investment  income  for  current  pay- 
uts,  the  original  money  could  have 
een  invested,  say,  80%  in  stocks  and 
0%  in  bonds.  If  the  trust  had  been  set 
d  provide  a  4%  annual  payout  to  the 
hildren,  they  would  have  received  a 
atal  of  S2.9  million  by  the  end  of 
997,  assuming  payouts  were  made 
p  of  investment  income  first  and 


The  unitrust  takes  the  sensi- 
ble approach  of  applying  the 
concept  of  total  return  to  the 
trust  business.  The  results 
can  be  stunning. 


then,  if  necessary,  proceeds  from  stock 
sales.  The  annual  payouts  would  have 
fluctuated — decreasing  in  some 
vears — but  would  have  grown  to 
$197,000  by  1997.  A  portion  of  the 
payouts  (from  stock  sales)  would  have 
been  taxed  at  favorable  capital  gains 
rates,  boosting  aftertax  income. 

And  here's  the  kicker:  The  principal 
would  have  grown  to  slightly  over  $7 
million. 

If  a  donor  wants  to  guarantee  the 
current  heir  a  certain  level  of  income,  a 
payout  floor  can  be  specified  in  trust 
documents:  "The  current  beneficiary 
shall  receive  4%  of  the  trust's  assets 
annually  or  $40,000,  whichever  is 
greater."  The  floor  can  be  indexed  to 
inflation.  Market  volatility  can  be  coun- 


tered by  basing  payouts,  say,  on  a  three- 
year  rolling  average  of  portfolio  value. 

The  total  return  unitrust  is  becom- 
ing widely  available,  although  more 
than  a  few  trust  officers  will  still  say 
"Huh?"  if  you  ask  about  it.  Informa- 
tion is  available  at  Leimberg's  Web  site, 
www.leimberg.com.  Families  in  which 
generations  are  already  at  odds  over 
trust  investments  should  take  note: 
New  York  and  Pennsylvania — the 
home  bases  of  many  long-term 
trusts — may  soon  allow  existing  trusts 
to  convert  to  unitrusts.  If  that  happens, 
other  states  will  probably  do  the  same. 

One  more  thing  to  think  about. 
While  it  is  indisputable  that  stocks 
have  beaten  bonds  in  total  return  over 
the  past  century,  it  is  far  from  certain 
that  they  will  continue  to  do  so  over, 
say,  the  next  20  years.  While  you  don't 
want  your  heirs  to  be  locked  into 
a  Treasury  note  portfolio,  neither 
do  you  want  them  to  think  that  equi- 
ties are  certain  to  beat  fixed  income. 
The  fickle  market  can  crush  a  stock 
portfolio — if  she's  still  around,  just  ask 
Great  Grandma.  ■■ 


dynaSight®  for 


usiness  Infor- 
B  Warehouse'9, 
J/3',  Microsoft 
1  Services®, 
■ion  Essbase1*', 


Hyperion  Enterprise®, 
Oracle  Express"5, 
Oracle®,  Applix  TM1®, 
Informix  MetaCube®, 
MIS  ALEA®,  MIK-OLAP* 


arcplan 

Information  Systems  arcPian,inc 

r           i         i-                   •  USA 

tor  the  Enterprise.  (610)9020 


USA 

(610)902  0688 
www.arcplan.com 


arcplan  Information 
Services  GmbH 
Germany 
(0211)300  87-0 
www.arcplan.com 


spotlight 


Mai—aa 


Leading  indicator 

Don't  just  look  at  net  income.  Look  at  a  company's  business  operations. 


By  Thomas  Condon 

Food  Lion,  the  grocery  chain 
based  in  Salisbury,  N.C.,  turned 
in  terrible  results  in  1997 — if  you 
go  by  the  usual  bottom  line  mea- 
sure. Net  income  was  $179  mil- 
lion, off  from  $206  million  the 
year  before.  But  it  wasn't  doing  a 
bad  job  at  the  checkout  counter. 
Operating  income,  defined  as  earn- 
ings before  depreciation,  interest, 
taxes  and  nonrecurring  items,  was 
up  from  $612  million  to  $704  mil- 
lion. What  hurt  the  company  in 
1997  was  a  nonrecurring  charge 
for  store  closings. 

Investors  who  didn't  like  Food 
Lion's  earnings  prospects  dumped 
the  stock  and  it  bottomed  in 
April  1997  at  $6.50.  But  those 
who  focus  on  operating  results 
would  have  hung  in  there.  The 
stock  is  up  50%  since. 

There's  nothing  wrong  with 
looking  at  earnings  per  share;  that 
figure  explains  a  lot  of  what  happens 
to  a  stock.  But  you  ought  to  look  at 
operating  income,  too,  which  gives  a 
fairer  measure  of  how  successful  a 
company  is  at  its  basic  business.  Insu- 
lated as  it  is  from  one-time  gains  and 
losses  and  from  financing  costs,  it  is 
sometimes  a  precursor  of  improve- 
ment or  deterioration  on  the  bottom 
line.  Roughly  speaking,  operating 
income  is  equal  to  sales  minus  the 
cost  of  goods  sold  and  minus  mar- 
keting and  other  overhead  costs. 

Explains  John  Rogers,  chief  stock 
picker  for  Ariel  Mutual  Funds:  "Wall 
Street  is  obsessed  with  quarterly  earn- 
ings-per-share  reports.  But  operating 
income  provides  a  much  clearer  view 
of  a  company's  growth  potential." 

Our  search  for  turnaround  possi- 
bilities started  with  a  Ford  Investor 
Services  database  of  income  figures 
on  4,000  companies.  Wc  narrowed 
the  list  to  companies  with  gains  in 
operating  income  over  the  past  12 
months,  accompanied  by  declines  in 
net  income.  The  idea:  EPS-conscious 


investors  may  be  spurning  these  com- 
panies at  a  time  when  they  are  doing 
a  better  job  of  beating  the  competi- 
tion or  pleasing  their  customers. 

We  eliminated  companies  with  sales 
growth  below  12%  over  the  past  year. 
This  screened  out  those  in  which  cost 
reductions  were  the  principal  cause  of 
rising  operating  income.  We  also 


dropped  small  stocks  (marki 
values  below  $500  million). 
Warnaco  Group,  an  appa 
company  known  for  its  Oljl 
lingerie,  Calvin  Klein  jea 
and    Ralph    Lauren    Cha 
lines,    looks    pretty    chea 
Look  at  it  not  as  if  you  we 
buying  a  share  of  stock  but 
if  you  were  buying  an  enti 
business.  To  acquire  the  ope 
ation,  you'd  buy  all  the  sto< 
($1.4  billion  at  today's  pric 
and  assume  the  debt  (anothll 
$627  million).  The  total  pri 
tag  Wall  Street  puts  on  t 
enterprise:  $2  billion.  For  thl 
hypothetical  outlay  you  worn 
acquire  a  business  with  ope 
ating  income  last  year  of  $33 
million.  That  gives  you  a  rat 
of  enterprise  value  to  opera 
ing  income  of  only  6,  not  b; 
for  a  company  with  such  stror* 
brand  names. 

Faye  Landes  of  Thomas  Weis 
Partners  rates  Warnaco  a  buy.  An 
the  operating  strength  should  soc 
show  up  on  the  bottom  line.  Land 
expects  to  see  $2.65  in  net  incon 
per  share  this  year.  The  stock  trad 
at  nine  times  that  sum. 


The  good  news  higher  up  on  the  income  statement 


Company 


Operating        Net       Operating     Price      Enterprise     Enterprise 
income       income      income  value*  value/ 

growth ($mil)  ($mil)         operating 

income 


Fairfield  Communities 

107%             0% 

$99 

$8.63 

$513 

5 

HCR  Manor  Care 

94             -63 

290 

25.06 

3,474 

12 

Integrated  Health  Services 

155            -60 

617 

9.31 

3,770 

6 

Magna  International 

15            -12 

1.053 

58.88 

6,250 

6 

Outback  Steakhouse 

18              -1 

204 

39.56 

1,982 

2 

Southdown 

62            -19 

321 

52.31 

2,172 

7 

Warnaco 

98            -59 

332 

22.75 

2,043 

6 

Figures  are  for  the  latest  12  months 

'Represents  market  value  of  common  stock,  plus  long-ter 
Sources:  Ford  Investor  Services;  Value  Lin 

n  debt. 

» via  FactSet  Re 

search  System 

These  companies  show  gains  in  operating  income.  Net  income  should  follow. 
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From  Its  Iowa  Roots, 
ag  Is  Growing  In 
New  Dimensions. 


Mayt; 


Leonard  A.  Hadley 

Chairman  &  CEO 

Maytag  Corporation 

www.  maytagcorp.  com 
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ALLIANT  ENERGY 
HON  INDUSTRIES 


PART 


Building  on  its  heritage  business, 
traditional  values  and  brand 
strengths,  Iowa's  Maytag 
Corporation  has  become  a  diversi- 
fied manufacturer  of  top  quality 
home  and  commercial  appliances 
sold  throughout  North  America, 
as  well  as  internationally.  "Iowa's 
positive  business  climate  and 
well-educated,  dedicated  work- 
force have  helped  Maytag  grow 
into  a  premium  brand  FORTUNE 
500®  company,"  says  chairman 
and  CEO  Leonard  Hadley. 

"We  have  partnered  successfully 
with  the  state  and  our  community  on 
educational  and  training  alliances 
and  infrastructure  improvements 
that  advance  our  commitment  to 
profitable  growth."  To  learn 
how  your  business  can  profit  from 
Iowa's  location  advantages,  call 
1-800-245-IOWA  or  e-mail 
SmartState@ided.state.ia.us. 

IOWfV* 

THE  SMART  STATE  FOR  BUSINESS® 

www.smart.state.ia.us 
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e-business 


YOUR  COMPETITORS  ARE  READY  FOR  e-business. 

(ARE  YOU?) 


Find  out  how  IBM  can  help  small  businesses  like  yours  gain  competitive  advantage  at 
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if  the  wine  is  poured  more  than 
iialfway  up  the  glass,  look  out! 


Smack  the  sommelier 


Edited  by  Joshua  Levine 


[am  perfectly  pleased  that  inter- 
est in  good  wine  keeps  rising 
with  the  Dow.  And  now  that 
South  America  and  Spain  are 
uly'  represented,  the  wine  price 
idex  even  seems  to  be  balancing 
ut  a  bit. 

That  said,  I've  got  a  few  gripes 
bout  the  state  of  wine -quaffing  in 
:staurants  these  days. 
I  don't  go  in  for  excessive  ex- 
loration  for  the  sake  of  competitive 
bscurity.  An  interesting  little  wine 
about  as  appealing  to  me  as  a 
lind  date  with  a  good  personality.  I 
on't  want  intellectual  broadening; 
want  the  right  amount  of  alcohol 
elivered  in  a  delicious-tasting — and 
elicious-smelling — glass  of  grape. 


Whine  list 


•  Sommelier  or  no,  if  you're  unsure 
of  a  wine,  ask  to  speak  to  anyone  on 
staff  who's  tasted  it.  If  no  one  turns 
up,  turn  this  bottle  down. 

•  Feel  free  to  tell  your  waiter  how 
many  courses  you  expect  the  bottle 
to  last.  Make  him  pour  at  your  pace. 
Or  ask  to  handle  your  own  refill. 

•  If  you're  with  a  group,  do  mag- 
nums— especially  of  champagne. 
They  often  produce  better-tasting 
wines  and  can  be  a  bargain. 

•  Don't  pay  more  than  the  cost  of 
one  good  meal  for  a  bottle.  Don't 
let  them  sell  you  the  whole  chateau, 
unless  you  want  it.  -C.W. 


(After  all,  they  say  the  experience  is  80%  olfactory.) 

I  also  loathe  the  hard  sell,  the  heavy  pour  and  the 
blatant  rip-off.  These  days  most  Americans  can  do 
beefy  battle  with  any  haughty  waiter.  But  when  it 
comes  to  wine,  too  many  are  intimidated  into  buying 
mediocre  wines  from  off  years  at  high  prices.  Don't  be 
cowed.  Be  as  loud  about  punk  wine  as  you  are  about 
painful  service. 

The  heavy  pour  is  a  nasty  little  waiter  trick  designed  to 
get  you  through  to  the  next  botde  before  the  entrees  land. 
Unless  it's  a  by-the-glass  pour,  wine  should  fill  between  a 
quarter  and  a  third  of  the  glass.  But  in  any  event,  it  should 
never  go  above  the  widest  point  of  the  bowl. 

As  to  the  big  rip — believe  me,  I  make  my  living  in  this 
business,  and  I'm  all  for  fair  profit.  I  like  a  restaurant 
that  hunts  a  bargain  and  finds  me  a  magical  mouthful. 
They  don't  have  to  pass  the  savings  along. 

Ditto  for  by-the-glass.  I'll  put  up  with  plenty  for  the 
chance  to  limit  my  commitment  and  vary  my  sips. 
Besides,  the  house  has  to  pay  if  the  other  four  (or  so) 
glasses  in  that  now-opened  crock  don't  sell. 

What  buckles  my  broccoli  is  the  flat  300%  markup, 
from  the  $18  plonk  to  big-bucks  bubbles.  At  the  top 
end  the  markup  should  be  in  dollars,  not  percentages.  A 
solid  bargain  on  a  good  Bordeaux  that  still  heaves  a  hefty 
profit  for  the  house  is  just  good  customer  relations.  The 
Russian  Tea  Room  did  it  for  years. 

And  then  there's  that  nasty  little  beast  I  refer  to  as  the 
Priceless  Recommendation.  This  is  where  you're  long- 
ing for  something  not  listed  on  the  wine  menu.  The 
waiter  or  vino  maven  pipes  up  with  a 
tasty  tipple  that  should  just  do  the 
trick.  You're  with  a  date  or  a  client 
so  you  just  say,  "yes."  Later  that 
same  lifetime  you  discover  you've 
spent  the  rent  on  a  major  Montra- 
chet.  Ouch. 

But  for  sheer  brazenness,  the 
Oscar  for  up-selling  goes  to  a  waiter 
at  a  newly  opened  warm-weather 
resort  who  approached  us  as  we  sat 
down  to  breakfast  early  one  morn- 
ing during  the  holidays.  We  were 
thinking  scrambled  with  toast  and 
Java.  Could  he  bring  us  something 
to  drink?,  he  inquired  solicitously. 
Evian?  Chardonnay?  Puh-leeze.   !■ 


Clark  Wolf  is  a  New  York-based  food  and  restau- 
rant consultant. 
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If  you're  a  high-powered  executive  who  likes  to  sail,  try 
Key  West's  Race  Week.  You  will  get  a  lesson  in  humility. 


A  billionaire  is  just  another  sailor 


By  Daniel  Fisher 

MISSISSIPPI  LAWYER  Richard  Scruggs  is  not  a  man 
accustomed  to  losing.  He  flew  A-6  jets  for  the  U.S. 
Navy  in  the  1970s,  won  millions  of  dollars  in  asbestos 
lawsuits  in  the  1980s  and  helped  wrestle  a  $246  bil- 
lion settlement  out  of  the  tobacco  industry  in  1997. 

But  Scruggs  just  spent  a  week  getting  his  brains 
beaten  out  at  the  wheel  of  his  40-foot  racing  sloop, 
Gunsmoke,  in  the  waters  around  Key  West,  Fla. 
Scruggs  finished  16th  out  of  a  fleet  of  20  in  the  Farr 
40  class  (a  40-footer  by  a  designer  named  Farr).  "It 
was  like  practicing  bleeding,"  says  the  shell-shocked 
Scruggs. 

Oh,  he'll  be  back,  all  right.  The  possibility  of  a 
drubbing  at  the  hands  of  professional  sailors  like  Gary 
Knapp,  an  ex-Olympian,  and  Gary  Weisman,  president 
of  North  Sails,  is  just  what  lured  Scruggs  to  Key 
West — him  and  2,000  other  sailors  in  274  boats. 
Every  January  Scruggs  joins  this  collection  of  high- 
powered  businessmen,  helmsmen,  camp  followers, 
merrymakers  and  sailing  junkies  for  a  raucous  series  of 
pro-am  ocean  races.  It's  called  Key  West  Race  Week. 

The  week's  action  comprises  races  for  18  different 
classes  of  boats,  from  the  big  IMS  (International  Mea- 
surement System)  racers  that  can  be  50  feet  or  more 
to  the  J/24,  an  aging  24-foot  daysailer.  Some  of  the 
hottest  competition  is  in  the  so-called  one-design 
classes,  like  the  Farr  40,  where  skippers  agree  to  race 
identical  boats. 

That's  one  of  the  reasons  Key  West  has  gotten  so 
popular.  At  the  top  levels  of  ocean  racing,  where 
Oracle  Corp.  Chairman  Lawrence  Ellison  competes, 
owners  often  spend  $3  million  or  more  on  boats  that 
can  become  technologically  obsolete  within  a  year. 
That  contest  is  one  of  C-notes,  not  seamanship.  But 
Ellison's  cash  doesn't  count  as  much  in  Key  West.  You 
can  get  a  race-ready  Farr  40  for  a  mere  $310,000  (see 
box,  p.  174). 

An  even  more  important  draw  for  people  like 
Scruggs  and  onetime  presidential  candidate  Pete  du 
Pont,  another  regular,  are  the  "owner-driver"  rules  in 
the  one-design  fleets,  which  prohibit  professionals 
from  taking  the  helm. 

"I  didn't  want  to  get  into  a  class  [of  boats]  that  was 
like  race-car  driving,"  says  Scruggs.  "Some  fat  cat  hires 
pros  to  run  everything  and  bellies  up  to  the  bar  at  the 
end  of  the  day  and  brags  about  how  well  he  did." 

Pros  aren't  completely  excluded  from  Key  West. 
Many  owners  pay  as  much  as  i  1,000  a  day  to  have 
veterans  such  as  three-time  Ame:  a's  Cup  racer  John 
Bertrand  sit  beside  them  througl  >ut  the  race,  calling 
tactics.  That's  quite  a  bit  different    om  hiring  ringers 
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Lawyer  Richard  Scruggs 

talks  with  crewman  Bruce 

McGill  before  the  race.  The 

50-footer  Numbers,  below, 

prepares  to  round  a  mark. 
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to  run  the  entire  boat,  but  it  ^ 
gives  amateurs  the  chance  to 
learn  from  master  mariners. 

"You  will  never  have  the 
opportunity  to  go  play  tennis 
with  John  McEnroe,  but 
classes  like  [the  Farr  40]  are 
making  it  possible  to  go  sail 
against  the  John  McEnroes 
of  our  sport,"  says  Kenneth 
Read.  He  means  himself. 
Read  won  six  world  champi- 
onships in  the  J/24  class  and 
runs  the  Newport,  R.I. 
branch  of  North  Sails. 

Not  everybody  needs  a  pro 
to  win.  Du  Pont  won  the 
One  Design  35  class  series  at 
Key  West  this  year  with  an  all- 
amateur  crew,  defeating  boats 
carrying  John  Bertrand  and 
legendary   sailmaker    Lowell 
North. 

"The  class  is  very  competi- 
tive— you  sneeze  and  you  [get 
passed  by]  three  boats,"  du  Pont 
said  after  claiming  the  trophy. 
"It's  easier  to  run  for  President 
than  race  against  these  guys." 

Racing  isn't  the  only  diversion  on 
this  tiny  island  devoted  to  pleasure. 
Mount  Gay  rum  is  a  longtime  spon- 
sor of  the  festivities,  and  it  distributes 
enough  of  its  product  so  everyone 
there  will  always  remember  the  name — 
or  forget  it  completely.  (Mount  Gay  is 
far  stingier  with  its  red  canvas  caps, 
which  have  acquired  a  strange,  totemic 
value  among  the  sailors.) 

And  not  all  the  racers  are  du  Ponts  or 
multimillionaire  trial  lawyers.  One  of  the 
happiest  men  under  the  white  tent  where 
the  sailors  gather  to  hand  out  trophies  was 
a  short,  talkative  pharmacy  owner  from 
Ontario  named  Jody  H.  Pepper.  Pepper  had 
put  together  a  crew  of  1 1  paunchy,  middle- 
aged  racers  from  Ontario,  Texas  and  upstate 
New  York. 

They  set  forth  in  a  creaky  40-foot  cruising 
boat  and  bickered  constantly.  Still,  the  queru 
lous  druggist  and  his  crew  managed  to  win  third 
place  in  their  class.  As  he  wandered  through  the 
tent  swilling  rum  from  his  silver  trophy  and 
enduring  thunderous  backslaps,  there  was  no 
happier  salt  in  the  Kevs.  ■■ 


A  fleet  of  Farr  40 
sloops  heads 
toward  the  wind- 
ward mark  at  Key 
West  Race  Week. 
For  a  mere 
$310,000  (sails 
and  electronics 
included),  you 
can  race 
against  the 
world's  best 
sailors. 


One-design  fever 

One-design  classes  are  sweeping  the  yacht-racing  world, 
no  wonder.  Even  billionaires  can  tire  of  spending  millions 
dollars  on  a  winning  hull  design,  only  to  see  it  become  tec 
nologically  obsolete  before  the  end  of  the  season. 

"You  don't  want  to  have  to  design  a  new  boat  every  time 
race,"  says  Douglas  DeVos,  a  senior  vice  president  at  Amw 
Corp.  and  son  of  the  company's  cofounder,  Forbes  400 
member  Richard  DeVos.  To  help  stop  the  yardarms  race,  D 
and  his  brother  Richard  Jr.,  Amway's  president,  fostered  tl 
One  Design  35  class.  For  $180,000,  including  sails  and  e 
tronics,  you  can  get  a  sleek  racing  boat  that  has  attracted 
some  of  the  world's  most  competitive  amateur  sailors. 

Racers  who  want  to  spend  a  little  more  can  jump  into  th 

$310,000  Farr  40,  designed  by  famed  Bruce  Farr  of  Anna|; 

Md.  and  built,  like  the  One  Design  35,  by  Carroll  Marine  of: 

Bristol,  R.I.  The  Farr  40  is  made  of  fiberglass  and  epoxy  rei 

that  is  baked  in  an  oven  to  give  the  hull  incredible  strength 

stiffness.  At  11,000  pounds — half  of  which  is  in  the  keel- 

40-footer  weighs  a  fraction  as  much  as  cruising  boats  its  l 

and  can  skim  over  the  waves  downwind  at  17  knots. 

The  60-foot  mast  is  made  of  carbon  fiber  and  weigh: 

only  113  pounds.  The  boat  also  comes  with  $15,000 

worth  of  electronics  from  Brookes  &  Gatehouse  or 

Ockham  Instruments,  that  measure  everythir 

from  wind  speed  to  the  boat's  true  velocity  to  th 

mark  (sailboats  rarely  go  in  a  straight  line).  All  the 

are  captured  on  a  laptop  computer  so  the  skipper 

review  his  performance  after  the  race. 

Finally  there's  $35,000  to  $47,000  worth  c 

sails.  Computer-designed  and  constructed  out 

laminates  of  Kevlar  fiber  and  Mylar  film,  tod; 

racing  foils  are  a  far  cry  from  the  white  canv 

sails  of  yesteryear.  The  most  up-to-date  rac 

at  Key  West  Race  Week  this  year  sported  s 

covered  with  polybenzobisoxazole  (pbo),  i 

shimmering  copper-colored  material  that 

supposedly  repels  sail-damaging  ultravii 

rays  but  looks  like  it  belongs  on  the  ree 

shield  of  a  space  capsule. 
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Receive  Value  Line 
for  only  $751  $55 

WkiiiiIih  Iiiij  subscription  10  The  Value  Line  Investment  Sur>e>  brings  you  the 
■wge  Investors  Reference  Library  —  Value  Line's  most  recent  Ratings  and  Reports 
— JlOO  stocks  and  the  practical  guide  How  to  Invest  in  Common  Slocks.  You  will  also 
:  analyses  of  about  130  stocks  each  week  for  10  weeks  for$*$S55.  Available  only 
:very  three  years  to  any  household    SPECIAL  BOMS  -  JJL  L  \SSER  S  YOUR 
WE  TAX  1999  This  indispensable  guide  covers  all  new  tax  law  changes  as  well  as 
nning  and  money-saving  strategies.  Hundreds  of  examples  and  icons  highlight  key 
s.  Trie  free  update  supplement  contains  forms  for  filing  and  you  can  get  practical 
son  the  Internet  or  by  telephone  hotline.  A  $14.95  value-  yours  free  with  your 
:  Line  subscription  while  supplies  last.  Your  subscription  may  be  tax -deductible, 
t  your  tax  advisor.  Send  check  or  money  order  along  with  name,  address 
and  zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

Eit  2903  Dept.  616WL08  American  Express.  MasterCard.  Visa  or  Discover 

I  hours  a  day,  7  days  a  week.  If  you  are  not  completely  satisfied  return  all  materials 

n  good  condition  within  30  days  from  the  start  of  your  tnal  subscription  for  a  full 

refund  of  your  fee  Allow  4  weeks  for  delivery  Foreign  rates  upon  request 

www  valueline.com 

The  Value  Line  Investment  Survey1 

PO  Box  3988.  New  York 

NY  10008-3988 
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SET  PROTECTION 

& 
:SHORE  BANKING 


|  show  \  ou  "How  To" 
|  a  financial  fortress  that 
protect  \our  wealth  with 
olete,  tested  and  secure 
privacy,  including: 
.  mfidential  Banking. 
More  Centers,  Debit  and 
edit  Cards,  access  to 
national  and  US  Funds. 
.  erseas  and  Domestic 
Brokerage  Services 


#1  on  the  Internet 
Available  Worldwide 


Download  Free 

software  today  at 

www.  dbc .  com/sm 

888.200.1011  xisoi 


franchising 


ARE  YOU  SITTING  ON  A  GOLD  MINE? 


[Franchise  It.  | 

CALL    1 -100-372-6344 

Talk  to  us  first  Because  nobody  has  franchisee! 


more  businesses  than  Francorp 

The  leader  in  franchise  development 

and  consulting  Worldwide. 
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s  today:  800-266-8211 
ill,  Scott  &  Associates 
'www.merrillscott.com 


NEW  AUTHORS 

PUBLISH  YOUR  WORK 

ALL  SUBJECTS  CONSIDERED 

Ficlion,  Biography, 

Religious,  Poetry,  Children's 

AUTHORS  WORLDWIDE  INVITED. 

wnrrE  on  StND  voub  manuscript  to 

MINERVA  PRESS 

2  OlD  BROMFTON  ROAD.  LONDON.  ENGfcAND  SW7  3DG 
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Imagine  President  Lincoln  in  Your  Bedroom! 


am  you  have  to  do  is  caii.  Every  5u  to    call  today  for  current  auction  catalog: 

seven  weeks  our  Simple  &  Direct" 
Auctions  allow  you  to  bid  on  nearly  600 
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1-800-GALLERY 


met.  Join  us,  find  out    Int'l:  1-702-364-1000       GALLERY  OF 

how  easy  it  is  to  get  the  documents  you      3601  W  Sahara  Av.,  Promenade  Suite     T_T  TC"TY~\'D'V 
want  at  the  prices  you  want  to  pay!  Us  Vegas.  Nevada  89102  5822  O JuKl  V-ZlVX 

Bid  Online  at:  www.galleryofhistory.com       ■  )■  !  ,;M '  ' 

Print  catalog  price  ol  S10  (US)  relufided  wilh  your  first  purchase    Telephone  Hours  Monday-Friday  8  a.m.  to  5  p.m.  RS.T.    — 
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FOR  SALE  BY  OWNERS 

CONV  STORES  •  REST  •  MOTELS  • 

NURSERIES  •  NURSING  HOMES  • 

PERSONAL  SERV    •  AUTO  SERV    • 

MFC    •  WHSLE     D1STR    •  FLORISTS  • 

CHILD  CARE-  MISC     RETAIL  •  TRANSP 

CONSTRU  •  PET  FAC1LTT1E  •    FROM 

S50K  -LETR  ON  FIN.    QUALTF.    REQ'D. 

WORLDWIDE  BUSINESS 

k   800-240-7355   850-233-1680 

^      WORLDWIDEBUS.COM    ^ 


MAKE  MONEY  AS  A 

BUSINESS  FINANCE 

CONSULTANT 


Arrange  Business  loans  «ind  Lquipment 
1  eases  from  SI  mm  to  sin  million.  No  co- 
brokering  Wnrk  directly  with  National 
Lenders    Unlimited  earnings  potential  and 

rt'sidujl  irn  |  rflie 

FREE  45  minute 
video  seminar  and 
information  packet 

VCALL  1-800-336-3933  - 
^^Tt^iar^^nsulhinlvlnc^^r 


OFFSHORE  &  NEVADA 

CORPORATIONS 


1  Asset  Protection,  Privacy,  Tax  Free 
1  Licensed  Offices:  Las  Vegas  -  Nassau 
•  Flat  Rate  lees,  Nevada  Corps.  $95 


\ORPER  BY  PHONE  FREE  INFO 

1-800-997-2550 

.Iegal.anevegaa.com 
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♦  Companies  ^"^ 

♦  Banking  (800)551-9105 

♦  Credit  Cards  *.»»}!?£ 

♦  Privacy  c6wi>Vele 

(800)55i-2i4iy^yersalS 

Visa/MC/Amex       www.ucservlces.com 


INCORPORATE  IN  DELAWARE 


Speoofers  in  setting  up  (Wowoie  Corporations.  General,  Aircraft, 

Boat  &  Shelf  CorporatKxis  Call  or  write  for  our  fttll  KW 

(Dejauxm;  We  pnvkk  auM—fU 

1    TfeKfO!  qiattyunkthra 

1       htil.  immmtb  rot*. 

351 1  Sifverside  Rd.  /10S-FB  •  Wilmington,  Dt  USA198I0 

302-477-9800  •  80O32K0RP  •  FAX  302-477-981 1 

E-mail  torp@delreg.tom  •  Ittermt  http://delreg.com 


First  there  was  Amazon, 
Microsoft,  Yahoo-now  there  is 
Cetek  Technologies  OTC:  CTKT 
Recieve  free  information  on  the 

next  hot  high  tech  company. 

toll  free:  1-877-668-6683 


gemstones 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  1967! 

Member:  Jewelers  Hoard  of 

Trade  &  Chamber  of  Commerce 

HOUSE  OF  ONYX 

120  N.  Main  St.,  Greenville,  KY  42345 

1-800-844-3100  or  FAX  502-338-9605 
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There  is 
an  answer! 

Send  for  FREE  information 
on  a  NEW,  guaranteed 
seat  and  back  support 
designed  by  a  leading 
back  pain  specialist. 
J&x  Write  to: 
%  ^TruComfort 
■^  15  Parkway,  #248G 
Katonah  NY  10536 


Call  TOLL  FREE  1-800-392-0363 


FORBES  MARKET  CLASSIFIED 

lb  spotlight  your  specialty  product  or  service  to  an  affluent  executive  audience: 
Call  Linda  Loren  (212)  260-0620  or  Fax  (212)  260-8183  or 

E-mail:  llo?en@  forbes.com 


ights  on  the  business  of  life 


Isn't  progress  wonderful?  Who'd  have  thought  years  ago  what  would  happen  to  sneakers— the  cheap  footgear  that 
was  usually  so  smelly  and  soiled  that  mothers  insisted  "sneaks"  be  left  outside  the  house.  Not  only  have  they 
appallingly  expensive,  high-fashion,  all-fashion  footgear— but  now  the  world's  major  company  in  the  field,  Adidas, 
is  bringing  out  sneaker  cologne,  sneaker  aftershave,  sneaker  moisturizer,  sneaker  shampoo,  sneaker  soap  and  sneaki 
deodorant.  Here's  a  classic  case  of  a  smell  by  another  name  becoming  a  scent  for  bucks.  Progress?    -Malcolm  Forbe 
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Noel  Coward 
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The  highway 
of  the  upright  is  to 
depart  from  evil:  he  . 
that  keepeth  his  way 
preserveth  his  soul. 
-Proverbs  16:17 
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are  available  in  a  900-page 
one-volume  deluxe  edition, 
Forbes  Book  of  Quotations: 
Thoughts  on  the  Business  ofLifA 
The  price  is  $40  plus  $3.50  shi| 
ping  and  $1  per  item  for  handlir  | 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free, 
1-800-876-6556. 
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Now  there's  an 
airline  alliance  that 
revolves  around  you. 


Now  there's  an  alliance  that  makes  international  travel  easier, 
and  more  rewarding,  than  ever  before.  With  worldwide 
recognition  on  five  of  the  world's  finest  airlines.  Access  to 
even  more  lounges.  Smoother  transfers.  And  the  ability  to 
earn  and  redeem  frequent  flyer  miles  to  even  more 
destinations.  All,  with  over  220,000  people  at  your  service  to 
help  you  enjoy  every  trip,  www.oneworldalliance.com 

revolves  around  you. 


American  Airines 

BRITISH  AIRWAYS   "^ 
Canadbn  Airlines'" 
£9  Cathay  Pacific 
t«.Q/iArr/is 


For  specific  information  on  the  benefits  available  to  you,  contact  any  oneworld™  alliance  airline.  American  Airlines.  British  Airways.  Canadian  Airlines. 
Cathay  Pacific  Airways  and  Qantas  are  all  trademarks  of  their  respective  companies 
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We're  willing  to  bet  you  don't  think  of  yourself  that  way. 


Probably  you  don't  think  of  anyone  at  your  company  as  a  node  either.  They're  users.  People.  Individuals. 

Your  network  should  recognize  individuals  too.  And  it  can,  right  now,  with  Novell  Directory  Services®  (NDS "). 

With  NDS  software,  everyone  on  your  network  has  a  unique  profile 
They  can  access  the  network  online  to  get  all  the  necessary  business  tools  even  when  they're  away  from  the  office.  With  one  password, 
network  identifies  which  files  and  applications  they  may  use,  while  restricting  access  to  secure  or  sensitive  documents. 

NDS-enabled  applications  monitor  the  system  to  correct  problems  like  Y2K  before  they  turn  into  downtime.  NDS  is 
designed  to  work  on  a  variety  of  platforms  like  NetWare®,  NT  and  UNIX®,  because  different  people  and  departments  have  different  need 

You  need  a  network  of  people,  not  nodes.  You  need  a  networking  specialist.  You  need  No 
www.novell.com/node  or  1-800-509-1800 
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quite  like  the 
mechanical  master 
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matically shows  the 
local  time  and  date 
as  well  as  the  time 
in  every  other  zone 
around  the  world. 
a  masterpiece  of  such 
distinction.  which 
even  features  a 
power  reserve  display, 
could  only  come 
from  the  master- 
watchmakers  of 
jaecer-lecoultre. 
with  over  160  years 
of  tradition. 
They  make  it  perfect, 
then  they  spend 
another  1000  hours 
to  make  sure, 
movement 
jaecer-lecoultre 
929/3. 


THE  LEFT-HAND  CROWN 
MOVES  THE  TIME-ZONE 
DISC  TO  SHOW  THE 
LOCAL  TIME  IN  SELECTED 
CITY.  INDICATING 
WHETHER  IT  IS  DAY  OR 
NICHT. 
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FOR  YOUR  FREE  COPY  OF  THE  MANUFACTURE'S  BOOK  OF  TIMEPIECES  CONTACT 
JAECER-LECOULTRE.  P.O.  BOX  1608.  WINCHESTER.  VA  22604,  TEL.  (800)  JLC-TlME.  WWW.MJLC.COM. 
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Indiana  has  been  home  to 
some  of  America's  greatest  sports  teams  for 
more  than  a  century.  Maybe  it's  because 
Hoosiers  are  naturally  competitive.  Or  maybe 
it's  because  the  local  fans  are  so  supportive. 
Whatever  the  reason,  teamwork  is  one  of  the 


Motor    Manufac,Ur;. 


'ndiana,  USA 

qualities  that  has  made  their  state  great.  And 
it's  definitely  one  of  the  reasons  Indiana  was 
chosen  as  the  site  of  Toyota's  major  new  U.S. 
vehicle  manufacturing  plant. 

By  the  time  it's  fully  opera- 
tional, Toyota  Motor  Manufacturing,  Indiana  will 
have  the  capacity  to  produce  1 50,000  vehicles 
per  year.  The  2,300  new  jobs  created  here 
will  raise  Toyota's  direct  U.S.  employment 
to  more  than  25,000.  Now  that's  what  we 
call  an  expansion  team. 

As  a  company  which  does 
business  in  the  global  marketplace,  Toyota 
recognizes  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs 
and  standards  of  all  of  our  drivers.  That's  why, 
in  25  countries  around  the  world,  Toyota  vehi- 
cles are  being  manufactured  by  the  same 
people  who  drive  them  -  local  people. 

Sure,  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  builds  growth 
and  competitiveness  in  the  communities  where 
we  do  business.  That's  what  team  spirit  means 
to  Toyota.  It's  how  we  play  the  game. 

TOYOTA   People  Drive  Us 
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Benny  Medina  (Combs'  manager),  Lewis 
D'Vorkin,  Sean  (Puffy)  Combs,  Peter  Newcomb| 
Alexandra  Gregson,  Jerry  Seinfeld,  Robert 
Mansfield  (art  director)  and  Ronda  Kass. 


Ben  Franklin  should  have  had  an  agent 

In  his  Citizens:  A  Chronicle  of  the  French  Revolution,  Simoi 
Schama  recounts  how  merchants  of  the  18  th  century  exploitec 
Benjamin  Franklin's  fame,  slapping  his  face  on  inkwells,  porcelain 
even  dolls,  without  his  permission.  Franklin  was  tickled. 

Jesse  Ventura  would 
not  be  tickled.  The  Min- 
nesota wrestler-turned- 
governor  wants  to  own 
the  toy  rights  to  the 
Ventura  image — and  all 
the  other  ways  to  com- 
mercialize his  persona. 

Celebrity  these  days 
isn't  just  about  being 
famous;  it's  about  con- 
verting fame  into  brand 
equity.  If  you  want  to 
learn  about  brand  equity, 
look  at  our  Celebrities 
Power  100  survey. 

"No   one   is    better   at 
brand     extensions     than 
Puffy    Combs,    the    rap 
star,"     says     Robert     La      B^M 
Franco,    author    of    the 

Combs  profile  on  page  180.  "Puffy's  fame  is  a  fraction  o 
Madonna's,  but  his  musical  empire  is  already  worth  more."  Ir 
"Star  power,  star  brands"  (page  188),  Ben  Pappas  looks  at  brano 
equity  building  as  practiced  by  such  experienced  hands  as  Martha 
Stewart  and  by  such  newcomers  as  Jennifer  Love  Hewitt.  On  pag 
203,  you  see  a  celebrity  power  ranking  that  represents  a  collective 
$3.4  billion  in  earning  power. 

In  putting  together  this  massive  analysis  of  fame  and  the  mar 
keting  of  fame,  Rob  and  Ben  had  a  lot  of  help.  Peter  Spiegel  anc 

Leigh  Gallagher  unearthed  earning' 
for  all  the  athletes.  Half  a  dozer 
reporters,  assisted  by  intern  Kate 
Williams,  tracked  down  othe 
celebrities;  photo  editor  Alexandn 
Gregson  fought  her  way  through 
their  entourages  to  get  them  pho- 
tographed; deputy  art  directoi 
Ronda  Kass  designed  the  package 
Leslie  Kippen  handled  photc 
research;  Naomi  Prall  and  Joar 
Fitzsimons  in  our  Informatior 
Center  provided  on-line  research 
Presiding  over  the  whole  project 
were  the  able  pair  of  managers  whe 
orchestrate  our  Forbes  400  issue 
executive  editor  Lewis  D'Vorkin  anc 
senior  editor  Peter  Newcomb. 


Ben  Pappas  gets  a  lift 
from  Shaquille  O'Neal 
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TO    SEE    WHAT    OUR    NAME    STANDS    FOR, 
LOOK    AT    WHO    STANDS    BEHIND    IT. 
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Logistics 

Con- Way 


Every  day,  the  companies  of  CNF  Transportation  move  almost  100  million  pounds 
of  the  worlds  freight.  Individually  each  ranks  among  the  most  respected  brands  in 
transportation.  Together,  they  represent  the  future  of  distribution  in  the  global  market, 
where  innovative  ideas  and  smart  technology  carry  as  much  weight  as  trucks,  ships 
and  planes.  That's  what  CNF  Transportation  stands  for.  And  three  of  the  top  names 
in  transportation  and  logistics  stand  behind  it. 


Emery     Worldwide      .     Con-Way     Transportation     Ser 


OIF 

TRANSPORTATION 

Where  ideas  carry  weight 

vices     .     Menlo     Logistics      http://www.cnf. 
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say 


Digital  dupes? 


Andersen's  George  Shaheen 
Messiah  or  middleman? 


Forget  the 
h\pe  about 
Andersen 
Consulting 
and  its 
prospects 
for  the 
future 
("The  mes- 
siahs  of  the 
network," 
SHM  Mar.  8,  p. 

98).  The 
primary  reason  companies  like  Andersen 
succeed  today  is  because  too  many  chief 
executives  don't  know  how  to  manage 
technology  initiatives.  That's  why  so 
many  of  them  pay  consultants  three  to 
four  times  the  amount  it  would  cost  to 
do  the  job  in-house.  When  the  next 
generation  of  tech-savvy  executives 
comes  into  power,  they'll  start  giving 
these  expensive  middlemen  their  walk- 
ing papers. 
-Mark  S.  Broin 
Minnetonka,  Minn. 

Why  hire  Andersen  to  implement  an 
expensive  business-to- business  elec- 
tronic commerce  system?  There  are 
affordable  Web- based  solutions  avail- 
able today  that  link  thousands  of 
buyers  to  thousands  of  sellers  on-line, 
in  real  time,  at  a  fraction  of  the  cost 
charged  by  large  consulting  factories. 
The  Web  enables  companies  to  pay 
less,  not  more,  for  the  ability  to  move 
markets  at  the  speed  of  thought. 
-Henry  V.  Heuser  Jr. 
Louisville,  Ky. 


sharply  in  2000  as  a  result  of  the  situa- 
tion in  Asia — not  because  of  a  fictitious 
allegation  that  the  world's  most  eco- 
nomically efficient  airplane  is  "no 
longer  particularly  efficient." 
-Randy  Harrison 
.  Directory  Media  Relations 
Boeing  Commercial  Airplanes  Group 
Seattle,  Wash. 

Manufacturing  dissent 

If  articles  like  "Lost  in  cyberspace" 
(Mar.  8,  p.  124)  scare  my  competitors 
away  from  the  Web,  then  please  print 
more  of  them!  Amazon.com  and 
other  "e-tailers"  lose  money  because 
they  are  using  the  wrong  model — 
they're  trying  to  transfer  the  tradi- 
tional distribution  chain  to  a  new 
medium  totally  unsuited  for  it.  In 
on-line  retailing  the  only  sure  winner  i| 
is  the  manufacturer  of  the  goods.  Myj 
company  uses  the  Internet  exclusive- 
ly as  a  medium  to  sell  our  software, 
and  we  have  never  lost  a  cent.  The 
reason  is  simple:  We  are  the  manu- 
facturer as  well  as  the  on-line  reseller 
of  our  product. 
-Paul  Stannard 
Chief  Executive 
SmartDraw  Software 
San  Diego,  Calif. 

Newly  emerging  debtors 

Your  article  on  the  trials  and  tribula- 
tions of  the  big  money  center  banks 
and  Third  World  deadbeats  was  fasci- 


Grounded 

You  assert  that  Boeing  needs 
a  new  product  to  replace  its 
"aging  747"  and  that  pro- 
duction of  the  plane  has 
dropped  to  one  a  month 
("Let's  make  a  deal,"  Feb.  22, 
p.  52).  The  modern  747-400 
is  one  of  the  newest  models 
in  the  fleet,  and  the  only  747 
produced  since  1990.  The 
plane  has  become  the  best- 
selling  747  of  all  time,  and 
we  are  currently  producing 
five  747-400s  per  month. 
Production  is  expected  to  tall 


Back  to  the  future? 

Columnist  David  Dreman  is  another 
dinosaur  using  irrelevant  statistics 
and  looking  to  history  to  predict  the 
demise  of  our  markets  ("Bubble 
psychology,"  Afar.  8,  p.  148).  Compar- 
ing today's  market  with  any  market  in 
the  past  is  complete  lunacy— name  one 
aspect  of  today's  market  that's  analogous  to  the 
market  of  1929.  Is  Dreman  still  using  messenger  boys 
instead  of  e-mail?  I  do  see  one  bubble  market  today— 
the  one  for  market  commentators.  Most  are  failures, 
because  their  advice  fails  to  provide  investment 
returns  that  beat  the  market.  Why  increase  their  value 
by  giving  them  space  to  pontificate  useless  views? 
-P.  Edwin  Thomas 
Indianapolis,  Ind. 
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IF  YOU  WANT  TO  SEE  SOMETHING 
done,  just  tell  some  human  beings 
it  can't  be  done.  Make  it  known  that 
it's  impossible  to  fly  to  the  moon, 
or  run  a  hundred  metres  in  nine- 
point-nine  seconds,  or  solve  Fermat's 
Last  Theorem.  Remind  the  world  that 
no  one  has  ever  hit  sixty- two  home 
runs  in  a  season.  Stuffed  eighteen 
people  into  a  Volkswagen  Bug.  Set 
half  the  world  free.  Or  cloned  a  sheep. 
Dangle  the  undoable  in  front  of 
the  world.  Then,  consider  it  done. 


HUMAN  ACHIEVEMENT 


Merrill  Lynch 
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Turning  Risk 
Into  Return 


We're  helping  our  customers 

achieve  results  that  move 

UP  AND  TO  THE  RIGHT. 


There  should  be  more  to  a  risk  partnership  than  simply 

paying  claims  after  an  "event."  That's  why  we  have 

completely  redesigned  our  organization  -  allowing  us  to  craft 

custom  solutions  that  span  a  variety  of  disciplines,  classes  and  markets. 

Even  our  new  name  reflects  a  broader  view.  At  XL,  we  help  our 

customers  see  opportunities  where  others  only  see  risk. 

Will  XL's  approach  be  successful?  Just  watch  our 

customers'  performance  as  they  turn  risk  into  return. 


J83L  CAPITAL 


Insurance  •Reinsurance*  Finani  ial 
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nating  ("Bond  boomerang,"  Feb.  22\ 
p.  104).  When  will  the  banks  learn? 
They  appear  to  be  poised  to  enter 
the  debt-restructuring  process  all 
over  again  with  Russia.  Here's  a 
radical  idea:  Treat  the  sovereign 
nations  like  any  other  borrower. 
Look  at  their  credit  record  and 
income  statement  and  require  collat- 
eral for  a  loan.  If  the  Russians,  Peru- 
vians, or  someone  else  does  not  pay 
up,  then  send  in  the  repo  man! 
-Edmund  L.  Luzine  Jr. 
New  York,  N.T. 

Veep-huggers 

Your  report  on 
the  vice  president 
("Gore's  cru- 
saders," Feb.  22, 
p.  74)  is  the  worst 
piece  of  hyped- 
up  journalism  I 
have  ever  seen. 
What  this  article 
tells  me  is  that 
Gore  has  been 
highly  focused, 
worked  hard  and 
done  a  good 
job.  I've  come 
to  expect  more 
objective  busi- 
ness reporting 
than  this  from 
your  publication. 
-Don  Kelley 
The  Sea  Ranch,  Calif. 


rv 


ROBERT  DEMICHIEL  I 


I  was  offended  by  your  one-sided  arti 
cle.  My  only  wish  is  that  I  live  to  see  a 
kind  and  compassionate  man  such  as 
Al  Gore  become  President.  I  will  not 
be  renewing  my  subscription  to  your 
once -fine  magazine. 
-Casey  Marshall 
Sherman  Oaks,  Calif. 

Your  article  woke  me  up.  Gore  is  an 
ecomaniac  stealing  from  the  till  to 
build  a  war  chest  with  which  to  figh 
American  business  and  the  nation's 
consumers.  Keep  us  informed  aboui 
the  plot. 

-Walt  Buescher 
Pigeon  Forge,  Tenn.  M 


Letters  should  include  the  author's 
address  and  phone  number. 
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In  the  LiAM&ll^slifeJ 


office  workers.  E 
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Nearly  one-third  of  the  world's  population  lives  in  the  tropical  zone  —  a  belt  that  reaches  1,600  miles 
orth  and  south  of  the  equator.  In  this  region,  cities,  infrastructures,  work  forces,  office  buildings,  transportation 
nd  a  whole  new  middle  class  will  be  growing  much  faster  than  in  the  mature  markets. 

And  they  need  what  we  make. 

Air  conditioning  for  the  workplace  and  the  home.  Engines  for  planes.  Components  and  systems  for  cars, 
levators  for  buildings. 

We  quickly  installed  ourselves  in  the  region.  Because  when  a  country's  economic  potential  is  even  hotter 
lan  its  climate,  moving  slowly  is  the  last  thing  you  want  to  do. 
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01999  E       


When  the    onnectio      good, 
it  shows. 


Getting  to  know  the  way  you 

work  makes  the  difference  in 
the  way  we  work.  And  with 

our  global  network  of  people 
anticipating  your  needs,  you 

can  see  results  faster.  Together, 
we  can  be  more  resourceful. 

Let's  connect,  www.ey.com 


=U  Ernst  &Young 


From  thought  to  finish.1 


MJJ 
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Edited  by  Susan  Adams 


Stormy  weather  for  tax  shelters 

Hot  on  the  heels  of  our  story  exposing  corporate  tax  shelters  (Dec. 
14,  1998)  has  come  a  flurry  of  efforts  to  curb  the  worst  of  them. 

In  February  the  Clinton  Administration  proposed  16  tax  law 
changes,  including  suffer  penalties  for  shelter-users  and  excise  taxes 
on  promoters'  fees.  Treasury  Secretary  Robert  Rubin  told  Congress 
that  shelters  "erode  the  corporate  tax  base  and  breed  disre- 
spect for  the  tax  system." 

House  Ways  &  Means  Chairman  Bill  Archer 
has  scheduled  March   hearings,  which  will 
include  scrutiny  of  the  Administration's  propos- 
als. Archer  is  inviting  additional  suggestions  for 
cracking  down  without  impeding  legitimate  busi- 
ness deals.  Meanwhile,  Treasury  is  studying  still 
more  lines  of  attack  and  completing  a  white  paper  on 
corporate  tax  shelters. 

-Janet  Novack  and  Laura  Saunders 


Keeping  the  faith 

Narendra  and  Vinita  Gupta  were 
the  golden  couple  when  we  wrote 
about  them  two  years  ago  (Nov.  18, 
1996).  We  speculated  the  two  high- 
tech  entrepreneurs  were  on  their  way 
to  The  Forbes  400.  But  the  Guptas 
have  encountered  an  unfortunate  and 
rocky  road  since. 

In  early  1997  Narendra,  then  48, 
developed  a  rare  colon  disease,  which 
then  triggered  a  heart  attack.  Leader- 
less,  his  Integrated  Systems  Inc., 
which  makes  embedded  software,  saw- 


its  stock  dive  from  $25  in  April  1998 
to  $6  in  October.  At  the  same  time, 
Vinita's  company,  high-speed  net- 
working equipment  maker  Digital 
Link  Corp.,  lost  money  as  it  delayed 
shipments  of  new  products  and  strug- 
gled to  find  a  chief  executive. 

Ever  optimistic,  the  Guptas  say 
they're  counting  their  blessings. 
Narendra  underwent  angioplasty,  lost 
30  pounds  and  overcame  his  colon 
illness.  Integrated  Systems  has  a  new 
president  and  chief  executive  and  its 
stock  price  has  rebounded  to  a  recent 
$15.  Vinita  has  turned  her  focus  back 


Song  and  dance 


75  YEARS  AGO  IN  FORBES 
JANUARY  19, 1924 

B.C.  Forbes  ran  a  $1,000  contest  for  the  best 
response  to  "What  is  your  bank  doing  for  you  and 
your  community?"  Eddie  Cantor  won  first  prize. 
Here's  his  story: 

I      was     playing 
[around  1918]  in 
Ziegfeld's       Mid- 
night Frolic  atop 
the  New  Amster- 
dam Theatre  at  a 
weekly   salary   of 
$400.  After  sev- 
eral years  of  hard 
work   I   had  suc- 
ceeded in  accumu- 
lating a  chestful  of 
oretty  (so-called)  investment  certificates,  which 
ist  me  in  the  neighborhood  of  $1 1,000  and  in 
'ast  analysis  were  not  worth  more  than  the 
they  were  printed  on.  A  short  timt 
le  president  of  Manufacturers  Trust  Cc 
irk,  whom  I  had  met,  told  me  how  easy 
I  *  to  accumulate  sufficient  money  to  bt 


Singer 
Eddie  Cantor 


independent  when  I  could  no  longer  use  my  pro- 
fessional talents.  He  advised  me  to  purchase 
$10,000  of  Victory  notes.  Before  a  year  rolled 
by,  I  found  myself  the  owner  of  notes  which  were 
really  worth  $10,000. 
Eddie  Cantor  died  in  1 964. 

Jackpot 

12  YEARS  AGO  IN  FORBES 
APRIL  6, 1987 

Barry  Diller,  chairman  of  Twentieth  Century 
Fox,  has  one  of  the  most  lucrative  contracts  in 
American  industry.  Along  with  his  base  salary 
of  $3  million  a  year,  he  gets  5%  of  all  profits 
from  the  studio,  the  station  and  the  network 
(plus  a  signing  bonus  last  year  of  News  Corp. 
securities  now  worth  $66  million).  His  income 
will  mushroom  if,  as  he  and  boss  Rupert  Mur- 
doch predict,  Fox  Broadcasting  moves  into 
profit  in  a  few  years. 

Diller  left  Fox  in  1 992,  taking  with  him  $65  mil- 
lion, representing  his  share  of  the  profits,  and  4 
million  shares  of  News  Corp.  In  Dilier's  latest 
deal— a  proposed  merger  between  his  USA  Net- 
works and  Lycos— he  will  control  61%  of  a  $20 
billion  company. 

-Edited  by  Dolores  Lataniotis 


Treasury  Secretary  Rubin:  Gunning  for 
abusive  corporate  tax  shelters. 

to  Digital  Link  and  managed  tc 
restore  the  company  to  profitability  a'l 
the  end  of  1998.  Says  Narendra  frorrj 
his  home  office,  where  he's  oversee{ 
ing  his  investments  in  two  high-tecrJ 
startups:  "I  feel  as  if  I've  been  giverj 
a  second  chance." 

-Ann  MarsfI 

Nosedive 

A  YEAR  AND  A  HALF  AGO,  when  the 

U.S.  government  effectively  blockec 
an  alliance  between  American  Airlines' 
and  British  Airways,  we  predicted  Bt 
was  facing  heavy  turbulence  (Sept.  8 
1997).  It  came.  Lacking  a  direct 
North  American  feed  of  passengers. 
ba  saw  pretax  earnings  fall  in  the  lasl 
nine  months  of  1998,  to  $515  mil- 
lion from  $836  million  the  veai 
before.  In  its  December  quarter,  B.J 
suffered  its  first  quarterly  net  loss  in 
five  years — $123  million. 

Now,  BA  is  pushing  a  less  compre- 
hensive deal  with  American;  the  twc 
would  share  flights  and  sell  tickets  on 
each  other's  planes.  But  bureaucrats 
on  both  sides  of  the  Atlantic  arc 
dragging  their  feet,  even  though  such 
deals  are  normally  rubber-stamped. 
The  obstacle:  the  U.S.  insists  or 
greater  access  for  Continental,  Delta 
and  twa,  including  at  London's 
lucrative  Heathrow.  The  Brits  are 
refusing  to  yield  a  single  slot.  There 
may  be  more  red  ink  at  BA. 

-Howard  Bank> 
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Do  computer 

makers  believe  that 

every  time  they 

come  out  with 

new  product, 

I  get  a  new  budget? 


Reality  check:  If  you've  invested  in  technologies  like 
Open  VMS  or  NonStop  Himalaya';  you  count  on  them  to 
run  your  business— and  they  do  it  well.  But  with  IT  rapidly 
evolving,  there  are  opportunities  you'd  like  to  seize.  So 
Compaq  is  extending  these  environments  to  incorporate 
lements  like  Web-enabled  capabilities,  Windows  NT  interoperability  and  64-bit  performance, 
vliich  means  your  IT  infrastructure  can  remain  firmly  in  place  while  new  applications  like 
-commerce  come  on-line.  We  offer  not  just  systems  but  software,  services  and  solutions 
o  make  it  all  work  together.  So  your  past  investments  will  continue  reaping  future  returns, 
b  learn  more,  call  1-800-AT-COMPAQ.  Or  visit  www.compaq.com/investment. 


COMPAQ  Better  answers; 


my  mind 

What's  worrying  top  executives 


Edited  by  Katarzyna  Moreno 


The  great  communicators 


By  Josephine  Lee 


Giving  a  speech  can  be  daunting,  even 
frightening,  for  many  executives.  Herewith, 
some  advice  from  fellow  speakers,  a  list  of 
speaking  coaches  and  tips  from  the  experts. 


"To  me,  giving 
speeches  is 
like  hosting 
parties: 
Your  role  is 
to  make 
everybody 
comfortable." 

Jim  McCann, 

president, 

1-800-Flowers 


Michael  Muehlbayer 

Chief  Financial  Officer 
DaimlerChrysler  Financial  Services 
When  I  came  to  the  U.S.  three  months  ago  I 
made  presentations  in  a  German  way — I  just 
gave  facts  and  numbers.  But  how  would 
Americans  ever  accept  me  if  I  was  so  dry?  So 
I  started  my  last  presentation  to  a  group  of 
executives  by  telling  a  little  story  about 
myself.  They  liked  it.  It  was  as  if  I  wasn't 
German  to  them  anymore. 

James  (Jim)  McCann 

President 
1-800-Flowers 

If  you're  at  a  party,  the  best  way  to  overcome 
shyness  is  by  acting  like  a  host.  You  forget 
that  you're  uncomfortable  because  you're 
busy  making  sure  that  everybody  else  is  doing 
fine.  To  me,  giving  speeches  is  like  hosting 
parties:  Your  role  is  to  make  everybody  in  the 
room  feel  comfortable. 


Carol  Bartz 

Chairman/Chief  Executive 
Autodesk,  Inc. 

Many  executives  believe  that  good  debating 
skills  are  the  most  important  for  learning  how 
to  make  a  point,  but  there  are  other  ways, 
too.  I  think  studying  poetry  gave  me  more  of 
an  edge.  By  reciting  poetry  you  learn  how  to 
play  with  the  words. 

Virginia  Gambale 

Chief  Information  Officer 
BT  Alex.  Brown 

I  used  to  be  a  classical  pianist,  and  during  my 
first  recital  I  had  a  memory  lapse.  The  music 
was  in  my  finger  memory  but  not  in  my 
mind.  I  couldn't  visualize  the  notes,  and  I 
went  blank.  That  taught  me  that  knowing 
your  stuff  is  critical. 


Tips  from  the  pros: 

•  Prone  to  panic?  Come  armed  with 
some  effective  relaxation  tech- 
niques: meditating  before  the 
speech;  deep-breathing  exercises; 
or  lOmg  of  Inderal,  a  beta-blocker 
that  fends  off  hyperventilation. 

•  Unless  you're  Jerry  Seinfeld, 
don't  tell  jokes.  An  anecdote  from 
personal  experience  is  better. 

•  Don't  read  your  speech;  it's 
monotonous  and  it  exposes 

you  to  disaster  if  you  are  missing 
a  page  or  a  Teleprompter 
breaks.  Instead,  outline  what 
you  want  to  say  and  jot  down 


key  words  or  phrases.  Speak  to 
the  audience  conversationally. 

*  Don't  scan  the  room.  The  sheer 
size  of  the  audience  will  over- 
load your  senses — you'll  feel 
overwhelmed.  Keep  your  eye 
focused  on  one  person  or  thing 
at  a  time  and  move  across  the 
room  that  way. 

*  Watch  your  movements.  Don't 
prowl  the  room  like  a  hungry  tiger, 
sway  from  side  to  side  or  stand 
rigidly.  Take  a  few  deliberate  steps 
to  release  some  nervous  energy 

if  you  have  to. 


•  Don't  grin,  pout  or  frown.  Use 
"likeable"  and  "trustworthy" 
expressions.  Pretend  you're 
talking  to  a  baby  or  your 
golden  retriever. 

•  Avoid  pompous  words  that  you 
wouldn't  use  in  cocktail  party 
conversation— like  "paradigm," 
"pragmatic,"  "interface"  and 
"exacerbate." 

•  Use  positive  statements.  Presi- 
dent Ronald  Reagan  prompted  his 
speechwriters  to  use  "I'll  always 
remember"  instead  of  "I'll  never 
forget." 
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1  800  SAAB  USA    www.saabusa.com 


DO  BABY  SEATS  AND  TURBOCHARGERS  MIX? 


Your  child's  first  car         acceleration  when 


trip.  You  drove  home 
from  the  hospital, 
overwhelmed  by  a 
strange  and  powerful 
instinct  to  protect 
Now,  it's  a  run  to 
your  child's  activity 
du  jour.   In  a  turbo- 
charged  Saab  9-5, 
that  means  quick 


passing  or  merging. 
Which  is  as  much 
about  safety  as  it  is 
about  power.  If  you're 
a  parent,  the  9-5  is 
for  you.  And,  if  you 
listen  to  your  instincts, 
for  your  children,  too. 


my  mind 


When  answer- 
ing a  hostile 
question, 
introduce 
another  topic, 
one  the  listen- 
er is  passion- 
ate about. 

Dan  Ammerman, 
The  Ammerman 
Experience 


George  Shaheen 

Managing  Partner/ 
Chief  Executive 
Andersen  Consulting 

I  got  up  there  once  and  I  was  in  denial 
about  moving  into  a  phase  of  my  life  when 
I  needed  reading  glasses.  So  I  didn't  wear 
them.  I  couldn't  see  my  notes,  and  I  had 
to  wing  it  more  than  I'm  glad  to  do.  It 
wasn't  much  fun. 


Richard  Teerlink 

Former  Chief  Executive 
Harley-Davidson,  Inc. 
Never  change  vour  routine  in  order  to 
come  off  well.  I  don't  speak  well  from 
prepafed  notes,  so  usually  I  just  use  slides. 
But  for  one  particularly  important  meeting, 
I  also  wrote  up  notes  and  read  them.  But  I 
forgot  to  change  the  slides.  I  wasn't  myself, 
and  it  threw  me  off.    M 


Speech  shamans 

Dan  S.  Ammerman 
The  Ammerman 
Experience 
Stafford,  Tex. 

Preps  executives  for 
interviews  and  speeches 
about  layoffs,  product 
recalls  and  other  crises; 
uses  simulated  environ- 
ments with  hostile  audi- 
ences: Use  "bridging" 
technique:  when  answer- 
ing a  hostile  question, 
introduce  another  topic, 
preferably  something  the 
listener  is  passionate 
about. 

Rates:  $4,950  to 
$5,940  a  day. 


Clients:  Jon  Harrington, 
managing  partner,  Andersen 


Ralph  Cooper,  chief 
executive,  Minute-Maid. 


Merrie  Spaeth 

Spaeth  Communications 

Dallas 

Theme— word  usage: 
Avoid  "bad"  words.  Don't 
say  "We  didn't  do  any- 
thing illegal,  immoral  or 
unethical;"  instead,  say: 
"We  are  devoted  to  the 
spirit  of  the  Olympics." 
Rates:  $7,500  to 
$15,000  a  day. 
Clients:  Kenneth  Starr, 
independent  counsel; 
Theodore  Weise, 
chief  executive, 
Federal  Express;  Philip 
Pfeffer,  chief  executive, 
Borders  Group,  Inc. 
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Robert  Livingston  (R-La.); 

uunouimig,    iTaiiGii  nnuci- 

son,  former  chief  executive, 

Arch  Lustberg 

Lilyan  Wilder 

John  Bookout,  former  chief 

Union  Carbide  Corp. 

Arch  Lustberg 

Lilyan  Wilder,  Inc. 

executive,  Shell  Oil  Co. 

Communications,  Inc. 

New  York  City 

Sandy  G.  Linver 

Washington,  D.C. 

Specialty:  "humanizing" 

Kevin  Daley 

Speakeasy  Inc. 

Teaches  likability: 

chief  executives. 

Communispond 

Atlanta 

When  making  a  speech, 

Uncorked  the  emotional 

New  York  City 

Trains  speakers  to 

imagine  that  you  are 

side  of  John  Sculley,  then- 

Teaches  gestures  and 

move  people  to  action: 

talking  to  a  baby 

CEO  of  PepsiCo,  by  asking 

postures  projecting 

First  make  sure  that  you 

or  a  pet. 

him  to  read  James  Agee's 

confidence:  Don't  prowl 

are  ready  to  bear  the 

Rates:  $4,500  for  a 

A  Death  in  the  Family. 

the  room  like  a  tiger. 

consequences  of  what 

half-day  session. 

Rates:  $2,500  to  $3,000 

Take  one  or  two  delib- 

you are  going  to 

Clients:  Jay  Van  Andel, 

for  a  six-hour  session. 

erate  steps  and  assume 

announce. 

cofounder,  Amway  Corp.; 

Clients:  Katharine  Graham; 

stance.  Limit  upce^-body 

Rates:  $5,000  per  day. 

Bjorn  Ahlstrom,  former 

Oprah  Winfrey;  Ivan 

movements. 

Clients:  Douglas  Ivester, 

chief  executive,  Volvo 

Seidenberg,  chief  execu- 

Rates: $5,000  per  day. 

chief  executive,  Coca-Cola; 

Group,  North  America. 

tive,  Bell  Atlantic. 

fZM  W  at's  on 
Ifi   Dig  tal  Toe 

your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 

)l  at  http://www.forbes.com/mind,  or  e-mail  us  at  mind@forbes.com. 
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ARCH  Whoever  course  you  take,  you  can  count  on  Allen-Edmonds.  They  cover  a  full 

T^  1  1     range  of  styles'  from  business  to  casual.  In  sizes  5  to  18,  widths  AAAA  to 

iUinOflQS     EEE-  Made  so  well,  we  can  recraft  them— should  you  get  a  hole  in 


For  All    Walks  of  Life" 


one.  For  a  catalog  and  nearest  dealer,  call  1-800-235-2348. 


http://www.alleitedmonds.com    Made  in  the  USA  (MIK) 


You  Don't  Have  To  Say  A  Word. 

Our  legendary  Cold  Bailotin  will  express  the  right  sentiment  for  any  occasion.  For  it  holds  the  luscious  chocolates  that  speak 

with  greater  e'oquence  than  any  words.  To  order  a  gift  or  locate  a  Codiva  boutique  near  you.  call  us  at 

1 800  9CODIVA  or  visa     v  www.CODIVA.com  or  AOL  (Keyword:  CODIVA).  Also  available  in  finer  department  stores. 


New  York 


Pari? 


GODIVA 

Chocolatier 


Tokyo 


Brussels 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 


iy  Steve  Forbes,  Editor-in-Chief 


CONTAINING  CHINA 


Thl  Clinton/Gore  Administration  has  denied  approval 
to  an  American  company  to  sell  a  mobile  communications 
Satellite  to  an  outfit  with  close  ties  to  the  Chinese  military. 
What  a  contrast  to  the  White  House's  earlier  promiscuous, 
fnot  corrupt,  licensing  of  highly  sophisticated  technology 
that  has  aided  in  Beijing's  arms  buildup. 

China  has  worked  assiduously  to  get 
advanced  knowledge  from  U.S.  com-    2 
panies.  A  report  put  together  by  a  se-    S 
ect  congressional  committee  chaired    \ 
jy  Representative  C'hns  Cox  I  R-Calif.), 
the  contents  of  which  are  still  largely 
ecret,  has  concluded  that  our  nation - 
ll  security  has  been  harmed  by  those 
Tansfers.  China  has  also  acquired  some 
jf  our  most  sensitive  military  secrets, 
including  designs  for  nuclear  weapons. 
Fortunately,  Congress  returned  the 
atellite  licensing  authority  to  the 


China's  growing  missile  program 

America  is  the  ultimate  target. 


State  Department  from  the  Commerce  Department. 

China's  goal  is  to  shove  U.S.  power  out  of  Asia.  China 
is  already  deploying  hundreds  of  missiles  against  Taiwan. 
Genuine  peace,  though,  requires  a  strong  U.S.  presence 
in  the  region.  The  U.S.  should  make  it  clear  that  it  will 
not  tolerate  a  military  assault  against  Taiwan. 

We  urgently  need  to  develop  local 
missile  defense  systems  for  U.S.  troops 
and  allied  countries  in  Asia,  and  we 
should  upgrade  the  Navy's  Aegis  tech- 
nology to  give  us  a  mobile  missile 
defense  capability.  Japan  and  South 
Korea  are  anxious  about  their  growing 
vulnerability  to  ballistic  missile  attack. 
Effective  military  measures  and  the 
credible  conveyance  of  U.S.  resolve 
toward  Beijing  will  avoid  dangerous 
confrontations  that  are  not  that  far 
down  the  road. 


DOLLAR  DIPLOMACY 


Argentine  President  Carlos  Saul  Menem  is  considering 
replacing  die  peso  with  the  dollar.  In  effect,  he  is  asking  why 
his  country  should  be  vulnerable  to  the  destructive  curren- 
cy enses  sw  eeping  the  world,  including  neighboring  Brazil, 
and,  why,  instead  of  trying  to  keep  the  peso  tied  to  the  dol- 
lar, he  shouldn't  make  life  simpler  by  using  the  dollar  itself. 

Argentina  should  make  the  move.  In  fact,  so  should 
Mexico,  Canada  and  the  rest  of  the  Americas. 

The  benefits  to  Argentina  would  be  immediate.  Inter- 
est rates  would  lower  significantly,  and  the  ensuing  sta- 
bility would  attract  more  capital  and  stimulate  more  local 
ntrepreneurial  risk-taking.  People 
could  focus  on  doing  business  rather 
than  on  defending  themselves  against 
i  volatile  currency. 

Buenos  Aires  has  the  means  to  dol- 
arize  its  economy.  It  already  has  a 
:urrency  board  that  issues  pesos  only 
tvhen  they  are  backed  by  dollars.  The 
country  possesses  more  than  enough 
greenbacks  to  buy  in  the  entire  peso 
nonetary  base.  Skeptics  say  Argenti- 
la  shouldn't  do  this  unless  it  negoti- 
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ates  a  treaty  with  the  U.S.  Then  Argentine  banks  could 
borrow  from  the  Federal  Reserve,  just  as  American  banks 
can,  to  prevent  liquidity  crunches  or  panics.  No  such 
agreement  is  needed.  Many  Argentine  banks  are  branches 
of  American  or  other  foreign  banks;  the  parent  becomes, 
in  effect,  the  lender  of  last  resort.  Moreover,  the  govern- 
ment already  has  the  resources  to  provide  emergency  liq- 
uidity, and  it  could  certainly  negotiate  lines  of  credit  with 
private  banks  if  it  felt  more  backup  was  necessary. 

The  U.S.  should  urge  Mexico  and  Canada  to  begin 
negotiations  for  a  North  American  monetary  union.  All 
would  prosper  from  such  an  arrange- 
ment. Mexico's  economy  has  been 
battered  by  currency  weakness  since 
the  mid-1990s.  The  number  of  Mexi- 
cans living  below  the  poverty  level  has 
doubled  over  the  past  five  years,  press- 
ing desperate  people  to  cross  our  bor- 
ders illegally.  Canada  would  benefit 
from  the  stability  provided  by  such  a 
union  instead  of  having  to  cope  with  a 
seemingly  ever-depreciating  currency. 
This  type  of  arrangement  would 
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have  a  moral  basis.  If  you  earn  or  save  a  dollar,  the  value 
of  that  dollar  should  not  be  lessened  because  of  political 
mistakes.  Decades  ago,  John  Maynard  Keynes  succinctly 
summarized  how  destabilizing  inflation  can  be:  "There  is 
no  subtler,  no  surer  means  of  overturning  the  existing 
basis  of  Society  than  to  debauch  the  currency.  The  process 
engages  all  the  hidden  forces  of  economic  law  on  the  side 
of  destruction,  and  does  it  in  a  manner  which  not  one 
man  in  a  million  is  able  to  diagnose." 

Dollarizing  the  Americas  would  place  a  special  obligation 
on  us  to  keep  the  buck  steady  in  value.  Bluntly  put,  the 


Federal  Reserve  today  uses  no  reliable  gauge  to  determirl 
if  it  is  providing  the  markets  with  a  sufficient,  noninfl,[ 
tionary  or  nondeflationary  supply  of  money.  It  is  driving! 
car  without  a  speedometer.  The  price  of  gold  is  as  good! 
gauge  as  any.  Experience  shows  that  if  the  dollar  price  <| 
the  yellow  metal  goes  down,  the  Fed  is  being  too  tight, 
if  the  price  surges,  the  Fed  is  being  too  loose.  Today's  doll;! 
price  of  gold  is  18%  below  what  it  was  nearly  two  years  agc[ 
The  Fed  is  inadvertently  putting  its  thumb  on  the  work 
windpipe.  This  is  one  reason  we  are  experiencing  globl 
currency  turbulence  and  why  commodity  prices  are  so  lo\j 


CLEARING  A  MILLENNIUM  MINEFIELD 


A  bipartisan  group  of  House  members  headed  by  Tom 
Davis  (R-Va.)  has  proposed  a  much-needed  bill  to  stop  a 
potential  avalanche  of  destructive,  frivolous  lawsuits  con- 
cerning the  Y2K  computer  problem.  (In  January,  unless  cor- 
rected, computers  will  think  that  "00" 
stands  for  1900,  not  2000.)  If  this  bill 
were  to  pass,  companies  could  focus  re- 
sources on  fixing  the  problem  instead  of 
on  fending  off  hordes  of  trial  lawyers. 
Some  of  the  bill's  provisions: 

■  Plaintiffs  would  have  to  serve  a  notice 
of  intent  to  sue;  defendants  would  then 
have  30  days  to  respond  to  the  problem, 
with  another  60  days  to  fix  it.  Without 
serving  notice,  no  suit  could  be  filed. 

■  No  punitive  damages,  unless  there 
were  clear  and  convincing  evidence  that  a 


Representative  Davis:  Defusing  a 
potential  litigation  explosion. 


defendant  intentionally  caused  injury.  Damages  (except  fa] 
claims  for  personal  injur}')  would  be  capped  at  S2 50,0001 
■  Lawyers'  fees  would  be  capped  at  SI, 000  an  hot! 
(some  litigators  involved  in  the  tobacco  suits  will  recehl 
the  equivalent  of  more  than  S500,00| 
an  hour). 

■  No  deep  pockets.  A  defendant  woull 
be  liable  only  for  his  proportion  of  thl 
responsibility. 

The  Administration  is  opposing  thl 
bill;  this  is  no  surprise,  given  that  tria 
lawyers  are  the  Democratic  Party 
biggest  source  of  funds.  But  four  year 
ago  Congress  overcame  White  Housl 
opposition  and  enacted  reforms  haltinf 
baseless  lawsuits  concerning  stocks.  l| 
should  gird  itself  to  do  battle  again. 


deep-six  lousy  law 


Congress  should  let  the  special  prosecutor  law  lapse 
when  it  comes  up  for  renewal  in  June.  For  all  intents  and 
purposes,  an  independent  counsel  is  accountable  to  no 
one  and  is  bound  by  no  budget  or  time  constraints.  Our 
democracy  is  dependent  on  checks  and  balances  and  the 
separation  of  powers.  Every  office  and  officer  should  be 
answerable  to  some  other  body. 

Expectations  being  what  they  are,  a  special  prosecutor 
will  usually  feel  the  need  to  show  something — such  as  an 
indictment — to  justify'  the  time  and  money  his  office 
spends.  And  because  the  prosecutor  has  unlimited  re- 
sources, defendants  must  spend  immense  sums  of  money 
to  defend  themselves.  Even  if  an  individual  escapes  one 
set  of  charges,  prosecutors  often  bring  another  round. 

Some  political  figures  believe  the  law  ought  to  be  mended, 
not  ended.  After  all,  look  at  the  Clinton  Administration's 


long  record  of  abuse.  How  else  could  a  lawless  President  bj 
brought  to  account?  But  the  tools  already  exist  to  get  at  l 
truth.  The  Watergate  and  Teapot  Dome  investigations  prc| 
ceeded  without  the  benefit  of  such  a  law.  If  the  Justice  De 
partxnent  is  compromised  (and  the  Clinton  one  is),  CongreiJ 
should  step  into  the  breach.  In  fact,  the  independent  courj 
sel  law  let  Congress  (and  the  media)  off  the  hook  with  thl 
Administration — someone  else  was  doing  the  investigating! 
Moreover,  the  current  law  can't  compel  others  to  do  the  [ 
duty.  Janet  Reno  shamelessly  refused  to  allow  investigatior  J 
of  alleged  wrongdoing  by  the  Vice  President  and  others. 

Contrary  to  what  the  White  House  and  its  media  collab  I 
orators  say,  Kenneth  Starr  did  not  abuse  his  office.  He  wd 
hampered  by  the  protracted  obstruction  and  stonewalling  c  I 
the  President  and  his  team.  But  Starr's  sense  of  honor  an  I 
duty  do  not  overcome  this  law's  fundamental  shortcoming: 


RESTAURANTS— GO,  1SIDER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  Forbes  eatery  experts  Tom  Jones  and  Patrick  Cooke. 


*  Cafe  des  Artistes— 1  West  67th  St.  (Tel.:  877- 
')).  One  of  the  most  attractive  spaces  in  town,  and  the 
md  service  arc  up  to  the  ambience.  Tasty  samplings: 
■  salad  with  grapes,  walnuts  and  crumbled  Stilton; 
n  schnitzel  with  cucumber  salad;  rack  of  lamb  with 
ist.  Desserts  are  delicious.  Terrific. 
Chola— 232  East  58th  St.  (Tel.:  688  4619).  Pleas- 
ant ..*'-     spherics,  but  the  food  is  cliche.  The  search  for  a 
wondi  :     !  and  special  Indian  restaurant  goes  on. 


I  '3*8 


•  Butterfield  81—170  East  81st  St.  (Tel.:  288-2700 
Smaller,  cozier  reincarnation  of  the  old  "21."  Suggeil 
tions:  bacon-wrapped  pork  tenderloin  with  white  bea  f 
ravioli,  and  braised  lamb  shank  with  polenta. 

•  La  Soiree  d'Asie— 156  East  64th  St.  (Tel.:  421-7899 
Island  of  tranquillity  offering  sublime  Vietnamese  fare,  wit  I 
impeccable  ser\ice.  Try  the  Saigon  beef  rolls  with  fresh  herb 
and  ground  peanuts  wrapped  in  a  rice  cake;  steamed  fis 
with  ginger;  crepe  filled  with  sauteed  fresh  vegetables.  ■■ 
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Oris  Classic 
Automatic  Mechanical 


The  rectangular  watch 
from  the  Oris  Classic 
collection  adapts  itself 
perfectly  to  the  wrist. 
Seeing  the  inner  life 
of  this  self-winding 
mechanical  watch 
through  the  skeleton 
back  confirms  the 
outstanding  combination 
of  classic  form  and 
advanced  Swiss  technology. 


Authorized  Dealers: 

Cornell's,  Rochester,  NY 

Toppers,  Burlingame,  CA 

Joseph  Edwards,  New  York,  NY 


Please  ask  for  a  copy 

of  the  ORIS  book: 

Oris,  USA»2  Skyline  Drive  Hawthorne, 

New  York  10532 

Telephone  (914)347-0RIS 

Fax  (914)347-4782 

Visit  our  Website: 

http://www.oris.ch 
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LIBERTY  MUTUAL  TELEPHONIC  NURSE  CASE  MANAGER 
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BUSINESS        AUTO  HOME  LIFE 

Report  claims  as  early  as 
possible.  After  two  weeks, 
incidents  can  become 
up  to  27%  more  expensive. 

Help  your  company  train 
employees  regarding 
their  responsibility 
to  report  worker's 
compensation  claims. 

Track  your  company's 
reporting  practices  to 
identify  areas  in  need 
of  improvement. 

Offer  your  employees 
claims  reporting 
services  24  hours  a 
day,  365  days  a  year. 


LIBERTY 
MUTUAL. 


W  Every  year,  3.5  million  people  are  injured  at 
work.  That's  where  my  job  starts,  on  the  other 
end  of  the  phone,  making  sure  patients  find  the 
most  appropriate  doctors,  encouraging  them  to 
move  farther  along  in  their  therapy.  I  introduce 
people  to  the  latest  treatment  options,  or  help 
them  find  alternate  jobs  they  can  perform  while 
in  recovery.  And  sometimes,  I'm  just  the  world's 
toughest  cheerleader.  In  my  27  years  of  hospital 
work,  I  saw  people  who  had  lost  all  hope.  So,  I 
know  what  it's  like  to  be  injured  and  need  the 
help  of  another  person.  That's  why  I'll  be  there, 
making  all  the  calls  I  can,  to  coordinate  care  for 
these  people  and  get  their  lives  back  on  track.  // 
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Other  Comments 


Suits  of  the  Century 

It's  barely  1999,  and  already  more 
than  50  lawsuits  involving  Y2K 
claims  have  begun  working  through 
U.S.  courts.  Here's  a  sampling: 

■  This  1997  suit  is  believed  to  be  the 
first  Year  2000  lawsuit:  Produce 
Palace,  a  grocery  store,  sued  a  cash- 
register  manufacturer  and  distributor 
for  manufacturing  and  selling  a  com- 
puterized check-out  system  in  1995 
that  failed,  the  store  said,  whenever  a 
customer  used  a  credit  card  with  an  ex- 
piration date  of  2000  or  later.  Produce 
Palace  was  awarded  $260,000. 

■  A  lawsuit  was  filed  on  behalf  of 
people  who  bought  an  accounting 
software  program  that  would  not 
recognize  the  date  "01"  as  the  year 
2001.  The  case  was  settled,  with 
owners  of  the  software  to  receive 
fixes.  Attorney  fees  and  costs  to 
defendants  totaled  $565,000. 
-Dena  Bunis,  Orange  County  Register 

Dollars  and  Sense 

To  make  Argentina's  currency  unifi- 
cation with  the  dollar  perfect,  Argen- 
tine President  Carlos  Saul  Menem  has 
suggested  replacing  the  peso  with  the 
dollar.  Argentina  would  need  about 
$15  billion  to  replace  the  peso  mone- 
tary base  with  dollars.  This  would  be 
feasible  because  the  central  bank's  liq- 
uid reserves  are  about  $24  billion. 

The  second  possibility,  a  limited 
treaty  with  the  U.S.  that  would  allow 
Argentine  banks  access  to  the  Federal 


Reserve's  discount  window,  would  be 
far  from  optimal.  It  is  undesirable  to 
have  a  central  bank  as  a  lender  of  last 
resort.  All  the  most  expensive  rescues 
of  banking   systems   have   occurred 
under  central  banking.  Argentina,  in 
fact,  holds  the  record  for  the  most 
expensive  bank  rescue  in  proportion  to 
the  size  of  its  economy;  the  banking 
crisis  of  1980-82  cost  55%  of  GDP. 
-Steve  H.  Hanke, 
Wall  Street  Journal 
*  *  * 

Why  should  countries  link  the  fate 
of  their  monetary  affairs  to  the  dollar? 
Even  if  Federal  Reserve  Chairman  Alan 
Greenspan  doesn't  know  exactly  what 
he  is  doing,  at  least  he  is  steering  mon- 
etary policy  independent  of  domestic 
U.S.  policies.  Even  if  Greenspan  makes 
poor  decisions,  his  mistakes  can  never 
lead  to  sustained  inflation,  as  do  overt- 
ly politically  motivated  monetary  poli- 
cy decisions  in  other  countries.  If  the 
U.S.  were  to  declare  its  monetary  pol- 
icy de -politicized  forever  and  institu- 
tionalize its  firm  stand  for  a  monetary 
standard,  the  foundations  of  the  much- 
talked-about  global  financial  architec- 
ture would  be  set. 
-Reuven  Brenner, 
American  Spectator 

Insecurity? 

A  report  completed  last  December 
by  a  select  committee  of  the  Congress 
chaired  by  Representative  Chris  Cox 
(R-Calif.)  is  said  to  be  harshly  critical 


Of  course,  the  insurance  company  told  him  he  wasn't  covered  for  wolves." 


of  the  Clinton  Administration's  la! 
handling  of  the  manner  in  whicl 
Beijing  has  strategically  taken  advan 
tage  of  access  to  technology  market 
and  military  facilities  to  the  detrimen 
of  U.S.  national  security.  No  wonde: 
the  Administration  has  not  been  anx 
ious  to  make  a  "sanitized"  versior 
publicly  available!  The  truth  must  out 
-Center  for  Security  Policy, 
Washington,  D.C. 


Three  groups  spend  other  people' 
money:  children,  thieves,  politi- 
cians. All  three  need  parental 
supervision. 

-Representative  Dick  Armey 
(R-Tex.),  Revolution:  A  Strategy 
for  the  Rebirth  of  Freedom 

A  Fine  Line 

I  COULD  NEVER  TELL  where  inspiratior 
begins  and  impulse  leaves  off.  I  suppose 
the  answer  is  in  the  outcome.  If  yom 
hunch  proves  a  good  one,  you  were 
inspired;  if  it  proves  bad,  you  are  guilty 
of  yielding  to  thoughtless  impulse. 
-Beryl  Markham, 
West  With  the  Night 

Food  Fight 

Appetite  can  join  forces  with  radi- 
calism, and  both  sides  can  be  the 
stronger  and  the  prouder  for  the 
meeting.  Or  so  a  group  originating 
in  (where  else?)  Italy  would  have  it. 
Slow  Food  wants  people  to  adopi 
endangered  foods  the  way  environ- 
mentalists adopt  endangered  ani- 
mals— only  this  time  the  means  o: 
preservation  will  be  vigorous  con- 
sumption rather  than  rigorous  pro- 
tection. It  has  launched  the  Arl 
Project,  publicizing  foods  "threat 
ened  by  extinction"  in  an  effort  tc 
persuade  consumers  to  seek  then 
out  and  restaurants  to  serve  then 
regularly — the  idea  being  that  mar- 
ket demand  will  spur  supply.  Doing 
good  by  eating  well:  it's  an  irre- 
sistible combination. 
-Corby  Kummer, 
Atlantic  Monthly  ■■ 
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[jxury  and  performance  come  together  like  never  before. 


The  new  Acura 


PERFORMANCE 


3.5-Liter,  24-Valve  Engine 


Restyled,  Aerodynamic  Body  Design 

Newly  Designed,  Wider  Alloy  Wheels 

■Wheel  Independent  Double-Wishbone  Suspension 


LUXURY 


Leather-Appointed  Interior  with  Rich,  Burled  Wood 
Bose'*  8- Speaker,  6-Disc,  CD  Audio  System 
Front  Seat-Mounted  Side  Airbags 
Available  Acura  Satellite-Linked  Navigation  System" 
The  new  RL,  starting  at  $41,900 


1998  Acura  Division  of/ 


destination,  tax.  title  and  license.  Make  an  intelligent  decision.  Faster 


your  seat  belt.  For  more  information  on  the  new  Ac 


©ACURA 


1  Navigation  System  is  $43,900.  Price  excludes 
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What  the  heck  is  a  Handheld  P 
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Powered  by 

WiM^CE 


'or  people  on  the  go  it's 

onvenient  computing, 

As  far  as  computing  goes,  whether  you're  a  thousand  miles  away  or  just  over 
in  Building  C,  it's  the  same  thing.  You  need  to  have  information  with  you. 
You  need  to  gather  information  and  bring  it  back  to  your  office.  And  a 
Handheld  PC  running  Microsoft"  Windows'  CE  is  the  perfect  machine  to  do  it. 

Why?  Because  it's  light,  turns  on  instantly,  and  stays  on  for  up  to  12  hours 
with  one  battery. 

And  because  it  offers  Pocket  versions  of  your  most-often-used  desktop 
applications— Word,  Microsoft  Excel,  PowerPoint,  Microsoft  Access,  Outlook®, 
and  Microsoft  Internet  Explorer.  They  don't  do  everything  your  desktop  PC 
can  do,  just  what  you  need  most  when  you're  mobile.  Send  e-mail.  Take  notes. 
Check  your  calendar.  Browse  the  Web. 

Did  you  update  your  calendar  over  lunch?  Just  connect  your  desktop  PC  with 
your  Handheld  PC  and  any  changes  are  automatically  updated  between 
the  two  machines. 

Handheld  PCs  come  in  a  range  of  sizes,  from  a  range  of  manufacturers, 
and  start  at  $799.  Purchase  one  today  and  receive  a  FREE*  Kingston'  8MB 
CompactFlash   storage  card  and  bonus  software— an  over  $100  value. 
For  a  complete  list  of  manufacturers  and  retailers,  go  to: 

www.microsoft.com/windowsce/hpc 


Where  do  YOU  want  to  go  today?" 


Microsoft 


I  notional  items  offered  via  mail-in  rebate.  $4.95US/$7.95CDN  shipping  and  handling  fee  applies.  Offer  good  in  the  US  and  Canada  only.  Must  purchase  a  Handheld  PC  powered  by  Windows  CE  between  March  1  and  June  30.  1999. 
lup  the  promotion  mail-in  rebate  from  your  local  reseller  or  print  it  off  of  our  Web  site  at  www.microsoft.com/windowsce/hpc.  ©  1999  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Outlook,  PowerPoint.  Windows  and  the 
lows  CE  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  Other  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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Miami  Beach 
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"A  steakhouse  to  end  all  argume  si 

-  NY  Til  i 

"The  quintessential  New  York  City  steakhoi  - 

-  Gou.  i 

"...perhaps  the  best  sirloin  of  my  lif  .' 

-  Chicago  Trit  i 


Smith  &Wollensk 


www.smithandwollensk 


Commentary 

on  events  at  home  and  abroad 


Bv  Caspar  W.  Weinberger,  Chairman 


THE  DRAFT  AND 

ONE  OF  THE  ACHIEVEMENTS  of  which  Ronald  Reagan  was 
proudest  was  the  extraordinary  turnaround  in  the  morale  of 
_    the  Armed  Forces.  At  the  Senate  confirmation  hearings  for 

I  my  appointment  as  Secretary  of  Defense,  I  was  asked  many 
times  if  the  Administration  would  favor  reinstating  the  draft. 
Low  morale  had  seriously  reduced  the  number  of  voluntary 
enlistments,  and  many  in  the  services  were  not  willing  to 
reenlist.  We  adamantly  opposed  reinstating  the  draft;  it  had 
rent  the  social  fabric  of  the  country  during  the  Vietnam  War. 

But  in  a  short  time,  stronglv  improved  recruitment 
numbers  and  morale  measurements  proved  that  the  all- 
volunteer  military  was  working,  ,\\u\  all  talk  of  a  draft 
.eased.  By  the  mid-1980s  we  actually  had  waiting  lists 
for  recruitment  in  many  depots,  and  95%  of  those  vol 
unteering  were  high  school  graduates. 

What  caused  this  dramatic  turnaround1  The  welcome 
change  in  attitude  of  the  new  Administration.  President 
Reagan  never  failed  to  emphasize  his  strong  support  for 
the  military  or  his  enormous  admiration  for  those  who 
volunteered  to  serve.  The  Carter  Administration  failed 
to  support  the  services"  needs  ,\\)d  seemed  blind  to  the 
importance  of  the  work  the  troops  were  doing.  President 
Reagan  and  his  defense  budgets  changed  all  that." 

Now  we  seem  to  have  come  full  circle.  It  has  taken  six 
pears  for  Mr.  Clinton  to  see  the  need  for  ^\n  increase  in  the 
Defense  budget — and  to  acknowledge  that  possibly  the 
L'A  should  have  an  effective  missile  defense.  As  a  result, 
pur  military  effectiveness  is  on  a  par  with  that  of  the 
.1970s.  We  can  no  longer  carry  out  the  basic  mission  that 
footh  parties  have  long  accepted  as  a  benchmark:  the  abil- 
ity to  fight  and  win  two  regional  wars  simultaneously. 
Indeed,  when  a  Navy  task  force  moved  into  the  Persian 
jGulf  in  February  1998  (presumably  to  pressure  Iraq,  but 
we  actually  did  nothing),  our  commanders  in  South  Korea 
were  warning  the  Pentagon  that  they  were  being  stripped 
JJt  forces  necessary  for  the  protection  of  South  Korea. 

Draft  Is  Still  Not  the  Solution 

The  Services  are  no  longer  meeting  their  recruitment 
^oals.  In  December  1998  the  Navy  had  22,000  ship- 
hoard  vacancies.  The  Air  Force  has  a  substantial  shortage 
yt  pilots.  And,  as  the  New  York  Times  reported, 
'Recruiting  soldiers  has  become  so  difficult  that  between 
how  and  May,  the  Army  will  give  $3,000  up  front  to  any 


THE  PRESIDENT 

reasonably  able  young  man  or  woman  who  enlists.  In  the 
first  quarter  of  this  fiscal  year,  the  Army  fell  short  by 
2,345  recruits,  nearly  20%  below  its  goal  for  the  period, 
despite  new  ads,  bonuses  and  an  increase  in  college  aid." 
In  short,  we  are  a  very  long  way  from  the  1980s. 

Some  are  once  again  advocating  bringing  back  the  draft, 
arguing  that  we  need  troops  to  fill  the  required  billets  and 
that  compulsory  service  would  "provide  an  antidote  to  die 
military's  growing  detachment  from  society."  The  problem 
is  that  this  Administration,  both  by  personal  example  and 
by  failure  to  honor  and  support  the  nation's  military  needs, 
alienated  a  great  many  people  who  otherwise  would  have 
volunteered.  Also,  it  has  taken  too  long  to  recognize  that 
recruitment  promises  for  retirement  benefits  must  be  kept 
and  that  compensation  must  keep  pace  with  inflation. 

No  Clear  Vision 

The  past  three  years  have  seen  a  virtual  moratorium  on 
weapons  procurement.  And  we  have  failed  to  fund  research 
and  development  adequately.  The  military  is  aware  we  have 
no  effective  missile  defense;  it  knows  that  our  diplomacy 
has  weakened  several  of  our  alliances,  including  NATO. 
We  have  also  imposed  vast  new  tasks  on  our  underfunded 
military,  such  as  tours  at  sea  that  far  exceed  recommended 
lengths  of  time  and  large  commitments  of  troops  to 
peacekeeping  operations  in  Bosnia  and  elsewhere.  We 
now  are  talking  about  committing  several  thousand 
more  troops  to  Kosovo,  troops  that  will  have  ill -defined 
objectives  and  will  not  be  under  American  command. 

This  Administration's  lower  defense  budgets  were  "justi- 
fied" by  the  position  that  it  would  take  many  years  for  any 
country  to  develop  or  acquire  weapons  with  the  ability  to 
attack  us.  North  Korea's  launch  of  a  three-stage  missile 
proved  that  assessment  incorrect,  but  there  is  still  little  sub- 
stance behind  White  House-generated  headlines  about 
missile  defense  and  increased  defense  budgets.  The  Senate 
has  passed  a  bill  increasing  troop  compensation;  if  the 
House  follows  suit  and  the  President  signs  the  bill,  a  wel- 
come first  step  will  have  been  taken.  But  I  doubt  if  that,  or 
anything  else,  will  overcome  the  correct  impression  that  this 
President  neither  understands,  likes  nor  sufficiently  values 
our  military's  contributions.  This  is  the  true  cause  behind 
whatever  "alienation"  exists  between  the  military  and 
American  society — and  a  draft  will  not  cure  that,  wm 
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GROWTH 
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BLUE  CHIPS 

ARE  COMPANIES  THAT  GROW  THEIR 
EARNINGS  OVER  THE  LONG  HAUL  SURE,  SOME 
WILL  STUMBLE,  BUT  THE  BEST  OF  THEM  WILL 

coNT,NueTO  GROW  OVER  TIME. 


FIDELITY  BLUE  CHIP  GROWTH  FUND1 


34.76% 


22.74% 

FIVE  YEAR 


23.17% 

TEN  YEAR 


RETURNS  AS  OF  12/31/98.  PAST  PERFORMANCE  IS  NO  GUARANTEE  OF  FUTURE  RESULTS 


FACT  KIT 


The  Fidelity  Blue  Chip  Growth  Fund  looks  for  estab- 
lished, well  known  companies  that  can  continue  to 
grow  over  time.  If  you're  interested  in  pursuing  steady 
growth  over  the  long  haul,  this  fund  could  be  a  smart  addition 


to  your  portfolio.  Of  course,  only  you  can  decide  which  funds  are  right  for  you. 
To  learn  more,  get  the  Fact  Kit  today  and  see  what  Fidelity  money  Fidelity 
management  excellence  can  do  for  you. 


Investments' 


WHERE    15    MILLION    INVESTORS   PUT  THEIR  TRUST. 


OR         VISIT         WWW.FIDELITY.COM  FOR         FUND  PROSPECTUS; 

For  more  complete  information  on  an)     idelity  fund,  including  charges  and  expenses,  call  for  a  free  prospectus  or  download  one  at  ftdelity.com. 

Please  read  it  carefully  before  you  invest  01  send  money. 

TDD  SERVICE:  1-800-544-0118  for  the  dei !  and  hearing-impaired  9  a.m.-  9  p.m.  ET. 

'Average  annual  total  returns  include  changes  i  n\  esi  merit  of  dividends  and  capital  gains.  Share  pnce  and  return  will  vary  and  you  may  have  a  gain 

ou  sell  your  shares.  Fidelity  Dis  71663 


Digital  rules 

Technology  and  the  new  economy 


By  Rich  Karlgaard,  Publisher 
publisher@tbrbes.com 


THE  SMARTEST 

Mirror  mirror,  on  the  wall,  who's  the  smartest  of  them 
all5  Garry  Kasparov,  the  champion  chess  player?  Stephen 
Haw  king,  the  astrophysicist?  Bill  Gates,  the  world's  richest 
man;  A  few  darkhorse  picks  could  include  Oliver  Sacks,  the 
neuroscientist  also  touched  by  literary  greatness;  E.  O.  Wil- 
son, the  Harvard  biologist,  with  his  grand  unifying  the- 
ory of  consilience;  or  Warren  Buffett,  with  his  spectacu- 
lar 40-vear  record  of  outfoxing  all  other  stock  pickers. 

My  choice:  Michael  Jordan.  The  best  marker  of  high 
IQ  is  an  ability  to  recognize  complex  patterns  and  calcu- 
late probabilities;  i.e.,  faster  equals  smarter.  This  is  also 
true  for  computers.  Bill  Gates  can  beat  most  of  us  at 
poker,  software,  Scrabble  and  deploying  capital  into  any 
business,  and  a  Silicon  Graphics  supercomputer  easily 
outcalculates  a  Dell  laptop  for  most  functions. 

For  humans,  we  use  descriptors  such  as  "IQ,"  "^factor" 
and  "smarts."  For  computers,  we  talk  about  the  "process- 
ing speeds"  of  chips  and  the  "elegant  simplicity"  of  soft- 
ware. A  computer  using  a  Pentium  III  chip  that  runs  ele- 
gant software  is  faster,  therefore  smarter,  than  one  using  an 
older  Pentium  II  that  labors  with  bloated  software.  Speed 
plus  software  elegance  equals  computer  intelligence. 


Man  versus  Machine 


: 

In  1997  IBM  lashed  a  dozen  RS/6000  workstation 
^computers  together  to  make  a  single  computer,  Deep 
Blue,  capable  of  analyzing  200  million  chess  moves  per 
l  second.  Its  mission:  to  defeat  the  world's  top  player, 
Garry  Kasparov.  Deep  Blue  was  programmed  to  "see" 
the  chessboard  and  to  counter  with  the  best  move.  But 
IBM  also  coded  into  Deep  Blue  a  memory  bank  of 
Kasparov's  playing  tendencies.  Thus  Deep  Blue  could 
recognize  Kasparov's  feints  and,  better,  turn  the  tables 
on  Kasparov  by  "setting  him  up"  with  feints  of  its  own. 
Only  a  year  before,  a  100-million-moves-per-second 
Deep  Blue  had  lost  to  Kasparov.  But  the  new  souped-up 
version  toppled  the  chess  giant  and  mocked  the  very 
humanity  of  this  supremely  smart  man. 

Lesson:  The  sheer  rip-roaring  speeds  of  tomorrow's 
superchips  will  knife  through  the  densest  software  algo- 
rithms (wrhich  fairly  describes  all  artificial  intelligence 
problems).  Faster  chips  soon  will  blur  the  distinction 
between  humans  and  machines. 

From  the  computer's  point  of  view,  the  smartest  human 
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OF  THEM  ALL 

will  be  the  last  one  standing  after  the  computer  has  sur- 
passed all  the  others.  Hence,  my  vote  for  Michael  Jordan.  As 
measured  by  pure  bits-per-second,  Michael,  at  his  peak, 
processed  more  information  than  anyone  else.  Standing  at 
the  top  of  the  key,  bent  forward,  ball  in  both  hands,  he 
would  survey  the  nine  other  players  on  the  court.  Nine 
other  players,  each  with  histories  and  tendencies;  nine 
against  whom  Michael's  own  skills  were  measured  and 
ranked.  Michael's  read  of  the  court  would  take  a  second; 
then  he  would  take  the  game  situation  into  account. 

Scenario:  Fourth  quarter;  Bulls  are  behind  by  four;  39 
seconds  to  go.  The  opposing  center  has  five  fouls.  But 
Michael's  center  looks  tired.  So  Michael  takes  matters 
into  his  own  hands — drives  the  lane,  fakes  left,  nods 
right,  goes  left,  spins,  leaps,  twirls  under  the  basket, 
pumps  once,  switches  to  his  right  hand,  thrusts  upward, 
his  wrist  dunks  over  the  opposing  center's  hand,  but  just 
by  enough  to  draw  the  foul  and  set  up  a  three-point  play. 

These  kinds  of  calculations  are  well  beyond  the  reach  of 
Deep  Blue.  Even  when  Moore's  Law  delivers  the  neces- 
sary speeds  to  replicate  Michael's  thought  processes — in 
about  25  years — the  robot  replicating  his  athleticism 
might  be  a  century  away.  Kasparov  is  a  very  smart  guy,  but 
his  greatest  skill  has  already  been  matched.  Computers 
will  simulate  Stephen  Hawking  and  E.O.  Wilson  in 
another  15  to  20  years.  But  replicating  the  capabilities  of 
the  unparalleled  Michael  Jordan?  That  will  be  tough. 

Speaking  of  Moore's  Law 

A  real  bummer  for  us  veteran  e-mailers  is  that  lawyers 
have  now  discovered  e-mail.  Anything  you  have  written 
can  now  be  held  against  you.  That  marketing  VP  you 
once  called  a  "fat  cow"  in  a  long-ago,  late-night  e-mail? 
Well,  the  VP's  lawyer,  prosecuting  a  sexual  discrimina- 
tion case  on  her  behalf,  has  fetched  it  from  an  old  server 
during  the  discovery  process.  She  now  has  your  delicates 
in  a  tightening  steel  vise.  Yikes. 

Worse  is  on  the  way.  The  combination  of  three 
forces — Internet  telephony,  speech  recognition  software 
and  tomorrow's  superchips — guarantees  that  every  phone 
call  of  yours  will  produce  an  instant  transcript!  To  ensure 
privacy  during  our  off-the-record  chats,  we'll  have  to  go 
to  Gorky  Park  and  wear  Groucho  Marx  noses. 

Strong  private  encryption,  we  need  you!  hi 
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'How  can  I  find  a  network  today  that 
ensures  my  communications  system 
won't  be  obsolete  tomorrow?" 


i 


iBl  999  Sprint  Cor 


Finding  the  network  that  will  carry  you  into  the 
next  century  is  as  much  a  challenge  as  it  is  a 
necessity.  Sprint  ION^M  Integrated  On-Demand 
Network,  satisfies  your  needs  today  by  providing 


Solution 


CAR  2 


* 


Sprint  ION 

a  truly  integrated  network.  By  consolidating 
your  voice,  video  and  data  networks,  Sprint 
ION  improves  bandwidth  efficiency  flexibility 
and  network  security.  This  will  enable  you 
to  better  handle  supply  chain  management, 
manage  a  dispersed  and  mobile  workforce  and 
grow  into  new  markets.  As  the  technology  curve 
surges  ahead,  Sprint  ION  will  be  upgraded  to 
keep  pace,  solving  your  future  needs  and 
alleviating  your  concerns  about  technological 
obsolescence.  And,  since  the  need  for  multiple 
networks  is  eliminated,  network  management 
is  simplified  and  more  cost  effective.  Through 
innovation  and  simplification,  Sprint  ION 
keeps  you  at  the  forefront  of  network  solutions 
and  helps  you  to  succeed  in  today's  -  and 
tomorrow's  -  business  world,  www.sprint.com/ion 


Sprint 


We  help  your  business  do  more  business. 


Learn  Barry  Kaye's  Concept 


) 


Make  millions.  Save  millions.  Leave  millions  for  your  heirl  \ 


For  over  36  years  rhe  wealthy  have  turned  to 
Barry  Kaye  to  help  protect  their  estates  and  the 
legacy  they  hope  to  leave  for  their  heirs.  Now, 
through  his  best-selling  hooks  and  video,  you 
can  take  advantage  of  investment  alternatives 
that  effectively  eliminate  estate  taxes  and 
create  millions,  simply  by  reallocating  your  assets. 

HARRY  KAYE'S  IDEAS  CHANGE  FINANCIAL  AND 
ESTATE  PLANNING  FOREVER 

■  The  secret  to  good  estate  planning  is  not 
paying  the  lowest  taxes.  It  is  leaving  the 
largest  possible  amount  of  money  to  your  heirs. 
Only  life  insurance  can  accomplish  that! 

■  If  you  or  your  parents  are  age  70  or  older, 
you  are  about  to  discover  the  one  investment 
alternative  that  can  outperform  everything  in 
your  portfolio. 

■  You  can  increase  your  Municipal  Bond  and 
CD  yields  from  5%  to  20%. 

■  Good  estate  planning  can  help  reduce  your 
estate  taxes.  However,  only  life  insurance  can 
reduce  your  estate  tax  cost  up  to  90%,  effec- 
tively paying  your  taxes  for  you. 

■  Investments  take  time  to  mature  and  are 
subject  to  income  and  estate  taxes.  Life  insurance 
rates  are  predetermined  and  the  proceeds  can 
be  paid  to  your  heirs  tax  free,  even  if  you  die 
tomorrow.  You  may  be  able  to  borrow  the 
premiums,  accrue  the  interest  and  pay  nothing 
until  you  die.  And  then  the  loan  will  be  tax 
deductible. 

BUYING  A  LIFE  INSURANCE  POLICY  FROM 
DARRY  KAYE  CAN: 

■  At  older  agi  ely  turn  your  estate 
tax  expense  into  a  highly  optimized  asset  for 
your  heirs. 

■  Not  only  preserve  worth,  bul     <  re  ise  it' 

■  Negate  any  loss  and  cr<  it<  ,  rve  and 
optimize  your  assets.  It's  simple.  You  buy.  You 
die.  It  pays.  No  other  asset,  no  nvestment 
product,  can  do  that. 

Figures  depend  on  age.  sex.  marital  status 
guaranteed  current  assumptions  of  interest  and  mortality, 

Sng  an  Individual  or  last-to-die  life  insurance  . 

n  Irrevocable  trust,  based  on  current  law. 


INCREASE  YOUR  $650,000  EXEMPTION  20 
TIMES,  UP  TO  $13  MILLION 

Why  have  your  heirs  pay  no  tax  on  $650,000  when 
you  die,  if  they  can  effectively  pay  no  tax  on  up  to 
$13  million? 


WEALTH  CREATION  AND  PRESERVATION 

Barry  Kaye  is  the  originator  of  the  most 
successful  Wealth  Creation  and  Preservation 
seminars  anywhere.  If  you  have  never 
attended  one  of  his  seminars  you  can  still 
learn  his  strategic  methods  of  asset  opti- 
mization and  diversification. 
DIE  RICH  Best-selling  book  describes  over  fifty 
methods  for  wealth  creation  and  preservation. 
THE  INVESTMENT  ALTERNATIVE  This  totally  new 
approach  to  estate  planning  will  show  you 
how  to  diversify  and  guarantee  any  financial 
portfolio,  turning  any  tax  into  an  asset. 
MAKE  MILLIONS  SAVE  MILLIONS  A  dynamic  in- 
depth  3-hour  estate  tax  cost  discount  video 
seminar  featuring  Barry  Kaye. 
SAVE  A  FORTUNE  ON  YOUR  ESTATE  TAKES  All  time 
best-seller  tells  how  to  protect  your  fortune 
from  the  tax  collector. 
LIVE  RICH  Barry  Kaye  shares  techniques  and 
philosophies  he  has  used  to  achieve  success. 

FREE  GIFT  WITH  PURCHASE 

Send  for  Barry  Kaye's  newest  book,  The 
Investment  Alternative  and  his  video  seminar, 
Make  Mi/libm  Save  Millions'.  You  will  also 
receive  ABSOLUTELY  FREE,  his  books, 
Save  A  Fortune  On  Your  Estate  Taxes ,  Live 
Rich,  and  Die  Rich  &  Tax  Free! 

CALL  800  DIE  RICH  TO  ORDER 
ISO 


Books  and  video  Of 
$209  value 
iidK  only 

Add  SSH  $4.10  and  ST  where  applicable.  MC  &  VISA  accepted 
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Barry  Kaye  will  personally  donate  all 
proceeds  from  book  sales  to  charity 


OPTIMIZE  THE  VALUE  OF  Y00R  ESTATE 
BEYOND  YOUR  WILDEST  DREAMS 

If  you  are  worth  $2  million  or  more,  an] 
qualify,  Barry  Kaye's  books  and  videos  pr 
the  information  you  need  to  signified 
discount  estate  tax  costs  and  optimize! 
assets.  Says  Barry  Kaye,  "Life  insurance;! 
one  true  investment  alternative,  is  undoul  j 
the  best  mechanism  available  to  effecu 
and  safely  optimize  the  legacy  you  leave  tcj 
heirs  and  charities.  It  is  a  phenomenal 
sification  of  your  portfolio.  Period!" 

DISCOVER  RARRY  KAYE'S  TECHNIQUES  | 

Barry  Kaye,  best-selling ; : 
of  books  and  videos ; 
wealth  creation,  optimi 
and  preservation,  pre  | 
the  information  youJ 
to  preserve  enormous  v  | 
for  your  family. 

CALL  BOO  DIE-RICH  FOR  A  COMPLIMIN 
CONSULTATION 

If  you  have  not  read  Barry  Kaye's  boo  J 
attended  one  of  his  seminars,  we  urge  y 
do  so  now.  Do  it  for  those  who  count  or  | 
But  most  important,  do  it  for  your  own  ] 
of  mind.  Call  now  to  order.  If  you  wisr 
for  a  FREE  CONFERENCE  with  a 
Kaye  associate,  either  tn  person  or  on  the  pi 

CALL  NOW! 

800  DIE-RICH  (343-7424) 

FOR  IN  DEPTH  INFORMATION 

WWW.8ARRYKAYE.COM 


Barry  Kaye  Associs 

Insurance  Services® 
A  subsidiary  of  NFSC,  In 

1901  AVE.  OF  THE  STARS'LOS  ANGELES,  CA 
(800)  662-5433  (310)  277-9400  FAX  (310)  282 
£1999  Barry  Kaye  Associates  Insurance  Services' 
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eyeball 


"to  see  a  world  in  a  grain  of  sand../ 


Edited  by  Ben  Pappas 


Spiderman's  new  Web 


The  funny  pages  have  turned 

awfully  grim  lately.  Overall  comic 

revenues  have  plunged  50%  in  five 

years  to  just  $500  million  last 

year.  Spiderman  and  the  rest  of 

the   Marvel   superhero   clique 

only    recently    limped    out    of 

/      bankruptcy  court. 

Here  to  save  the  day:  Spidey's 
co-creator,  Stan  Lee.  In  typical 
superhero  fashion,  the  76-year-old 
comics  legend  is  reinventing  him- 
self and  assuming  a  new  identity: 
Web -Man. 
After  toiling  for  60  years  with  pen 
and   ink,   Lee   is   leaping  into   the 
World  Wide  Web,  creating  new  char- 
ters and  story  lines  and  publishing 
torrid  tales  on  stanlee.net.  Look  for 
'  heroes  to  zap  new  heavies  starting 
ine. 

entually  Lee  thinks  the  site  will  gen- 

i  publishing  empire  in  which  visitors 

script  new  comics  and  then  distribute 

electronically.  That  might  lead  to  the 

off:  Licensing  deals  for  a  single 


Getting  lucky 


BY  DOUG  DONOVAN 


Anything 
[hat  actually 
works  will 
get  a  better 
share  of  the 
market." 


itt  - 


Viagra  PUT  SOME  SPRING  in  the  step  of  millions 
of  men  with  sexual  dysfunction.  Now  Pfizer's 
wildly  popular  pill  is  bound  for  Asia,  and  forget 
about  the  men — it  could  help  save  two  of  the 
world's  most  endangered  species. 

The  impotence  pill,  already  sold  in  Thailand 
and  the  Philippines,  entered  the  Japanese 
market  last  month;  human  trials  are  under  way 
in  China  and  black-market  sales  are  humming 
in  Korea.  Wide  availability  could  curb  demand 
for  two  more  unorthodox  fixes:  rhino  horns 
and  tiger  penises. 

"Even  though  there  are  strong  beliefs  in  Asia 
that  these  products  are  effective,  consumers 
won't  want  to  spend  the  money  on  them  if  some- 
thing cheaper,  like  Viagra,  works  better,"  says 
Frank  von  Hippel,  a  conservation  biologist  at 
Columbia  University  in  New  York. 

Today  only  12,000  rhinos  and  fewer 
than  6,000  tigers  survive  in  the  wild. 
Poachers  make  big  money  selling  the  body 
parts  as  aphrodisiacs.  The  greatest  demand  is 
in  China,  Taiwan  and  Hong  Kong.  Pfizer 
will  have  to  overcome  thousands  of  years  of 


superhero  can 
bring  $30  million 
a  year. 

Lee's  first  new 
creations  in  25 
years  will  be  vil- 
lains, not  heroes: 
Bearhug,  whose 
squeeze  renders 
foes  powerless, 
and  Laserella,  who 

emits  laserlike  powerbolts  from  her  fingertips. 
Why  baddies  first?  "Without  good  villains, 
there  is  nothing  for  the  hero  to  go  up 
against,"  says  Lee. 

Four  more  villains  arrive  this  summer.  But 
fear  not:  Six  saviors  are  also  on  the  way, 
including  Bearhug's  opponent,  whose  name 
will  be  derived  from  a  bull.  All  characters  will 
be  techno-sawy. 

"Spiderman  was  bitten  by  a  radioactive 
spider,  but  our  new  characters  are  getting 
their  power  in  mysterious  ways  through  the 
Internet,"  says  Lee.  For  now,  whether  the 
power  of  e-commerce  will  follow  remains  a 
mystery. 


tradition  before  Viagra  can  compete  with 
animal  parts,  but  price  will  help:  On  the  Asian 
black  market  a  bowl  of  tiger  penis  soup  goes 
for  over  $300;  a  dose  of  Viagra  costs  roughly 
$7  wholesale. 

The  other  selling  point,  as  Bob  Dole  will 
tell  you,  is  that  Viagra  works.  "Anything  that 
actually  works,"  says  Ara  Der  Marderosian,  a 
professor  who  studies  natural-sub- 
stance use  in  medicine  at  the  Uni- 
versity    of     the     Sciences     in 
Philadelphia,  "will  get  a  better 
share  of  the  market."    ■■ 
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FHE  U.S.  ECONOMY 


Actual 
latest 


1998 


mean 


1999  est - 
high 


4-wk 
—  %chg 
low     in  mean 


Automobile  sales  (mil) 
Capacity  utilization  (%) 
New  housing  starts  (thou) 
Retail  sales  (Soil) 
Trade  balance  (Soil) 
Unemployment  rate  (%) 
Gross  domestic  product  (%) 


16.1     Jan 

80.5  jan 
1.632  *P  jan 
2,010  *p,an 


ISO 
80.8  a 

1.616a 
2,223  \ 


14.7 

80.0 

Tjsii" 

2.066 


81.2 
1.624 

2.150 


13.9 1  .1.3. 

78.0  -0.4 

1,400  W 

2,000  -1.7 


-169  *fet       -1 69  a -256 -15?  ...  -333       -5.3 

4.3  jan  4.3a  4.7  5.3  3.9       -4.6 

6.1  p  4th  qtr      3.9  p  2.6  3.6  1.5       11.9 


'NFLATI0N 


CPI  services  (unadjusted)  (%) 

2.5  *■- 

2.6a 

2.7 

3.1 

2.4 

-3.3 

CPI  total  (unadjusted)  (%) 

1.7  V 

1.63 

1.9 

2.6 

0.9 

0.5 

Interest  rates 


30-year  Treasury  yield  (%) 
3-month  Treasury  yield  [%] 

©rices 


5.61 
4.62 


5.09  a 
4.48  a 


5.26 
4^50 


6.00 
5.50 


4.00 
3.25 


2.1 

2.7 


CRB-Bridge  spot  indexes 
Gold  per  troy  ounce  S 
Oil/bblW  Texas  Intermediate  (S) 


224.92 
288.40 

12.68 


235.22a  207.50      210.00       205.00        NA 

288.10a  280.00      300.00       250.00        2.4 

12.05a  14.30        18.00  9.50      10.0 
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URRENCY 


German  marks  per  dollar 

1.77 

1.68a 

1.69 

1.82 

1.60 

0.0 

Yen  per  dollar 

120 

114a 

132 

155 

99 

-0.8 

Dollars  per  Euro 

1.10 

1.17 

1.12 

1.20 

1.08 

-5.9 

©EDERAL  FUNDS  WATCH  Next  Federal  Reserve  meeting:  Mar.  30, 1999 
Current  rate:  4.75%  Last  action:  Nov.  17. 1998     -25  basis  points 

Likelihood  of  shift  in  interest  rates  in  the  next  90  days  by  the  Federal  Reserve 


Very  likely 


Possibility  of  decrease  or  increase 


Very  unlikely 


Estimates  are  contributed  by  leading  economists,  who  i 
surveyed  biweekly  by  Bridge  Information  Systems  a 
Forbes  magazine.  Consensus  forecasts  as  of  2725/99. 


Germany's  gross  domestic  product  \v 
,  off  1.8%  (annualized)  in  the  four 
quarter;  Japan's  GDP  was  down  2.6% 
the  third  quarter.  But  U.S.  GDP- 
adjusted  for  inflation — grew  at 
annualized  rate  of  6.1%  in  the  la 
quarter  of  1998.  Bruce  Steinber 
chief  economist  at  Merrill  Lync 
thinks  that  consumer  demand  w 
keep  U.S.  growth  strong  throug 
1999.  He  does,  however,  expect  coi 
sumer  spending  growth  to  slow  dow 
a  bit  this  year,  from  a  rate  of  4.8 
(after  inflation)  in  1998  to  3.8%  i 
1999.  Steinberg  expects  U.S.  GDP  t 
grow  at  a  healthy  3.5%  in  1999,  versi 
a  2.6%  consensus  forecast  from  tr 
Forbes/Bridge  survey  economists.  F( 
reference:  The  economy  expande 
3.9%  (prelirninary)  in  all  of  1998. 

SPECIAL  FOCUS 


Consumer  Price  Index-total 

"  %  change,  not  seasonally  adjusted) 


90     91     92     93     94     95     96     97     98     99* 

The  Consumer  Price  Index  (not 
adjusted  for  seasonal  fluctuations) 
rose  just  1.5%  over  the  12  months 
ending  in  January  and  1.6%  last 
year.  For  all  of  1999  Forbes/Bridge 
economists  expect  another  slight 
increase  in  the  CPI:  up  1.9%. 


li'..V 

310 


285 

260 

235                             j>^ 

Current:  309.5*t       Previous:  307.3t 


"Preliminary    tRevised         ,/%o  7% 


The  Forbes  Index  is  a  measure  of  U.S.  economic 
activity  composed  of  eight  equally  weighted 
elements:  the  cost  of  services  relative  to  all 
consumer  prices,  the  level  of  new  orders  for 
durable  goods  compared  with  manufacturers' 
inventories,  total  industrial  production,  new 
housing  starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail  sales 
and  total  consumer  installment  credit. 


Our  Web  site,  www.forfaes.com,  has 
daily  updates  on  economic  estimates. 


Previous       Change 
$195.7  3.9% 


ate.  D:  prelimina- 
;s.  annualized  ar: 

■■ 


icluding  imports.  "'Total  single  and  multiple  family,  unadjusted  'Excluding  auto  sales,  annualized  and  seasonally 
:  I'.ilian  labor  force.  -Quarter-to-quarter  percent  change,  annualized.  NA.  Not  available. 
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At  what  point  in  your  ascent  did  you  leave  your  youthful  spirit  behind?  The  290-horsepower  1999  LS400. 
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■■£!■■;«■■■  Media  companies  are  losing  millions 
on  the  Web.  How  to  stop  the  bleeding?  Sell  stuff. 

Desperate.com 


By  Daniel  Lyons 

Time  Warner  Inc.  looked  like  a 
winner  when  it  opened  an  outpost  on 
the  World  Wide  Web,  combining  its 
popular  magazines — Time,  People, 
Fortune,  Money  and  Entertainment 
Weekly — into  a  single  megasite  called 
Pathfinder. 

Five  years  later  Pathfinder  still  hasn't 
plowed  a  path  to  profits.  The  site 
generates  only  a  fraction  of  the  traffic 
seen  at  sites  like  Yahoo  and  Lycos.  By 
some  estimates  Time  Warner  has  spent 
$100  million  on  Pathfinder  and  lost 
$30  million  for  its  trouble.  (The  com- 
pany says  the  red  ink  is  less  but  won't 
spell  out  the  figure.) 

How  to  turn  things  around?  Two 
magic  words:  electronic  commerce. 

That,  at  least,  is  the  hope  of  Time 
Warner  and  other  media  companies. 
The  business  model  that  works  in 
print — serving  up  content  to  lure  an 
audience  big  enough  to  charge  adver- 
tisers hefty  fees  to  reach  it — is  a  flop 
on  the  Web  thus  far.  Now  these  com- 
panies embrace  the  hard  sell  on  their 
sites,  blurring  the  lines  between  cov- 
ering things  and  pitching  them. 

In  January  Time  Warner  launched 
a  division  to  chase  on-line  sales,  plot- 
ting tie-ins  that  would  bring  shudders 
from  journalists  if  applied  to  the 
world  of  ink  and  paper.  Example: 
Girls  can  read  up  on  clothing  and 
cosmetics  on  the  Teen  People  site, 
then  click  on  a  button  to  buy  them. 

"Really,  we  don't  see  any  brands  in 
our  stable  that  aren't  leverageable  on 
the  Web,"  says  Michael  Pepe,  presi- 
dent of  the  new  division. 

Some  of  the  biggest  names  in 

!nt  now  hawk  everything  from 

>ks,  music  and  videos  to  used  cars 

travel   advice.   Conde   Nast's 

leNet  sites  are  striking  deals  to 

the  middleman  for  other  mar- 

The   Los  Angeles  Times  is 

a  travel  service  and  a  link  to 

m  house.  The  New  York 


Week's  cyberstore  lately  touts  towels, 
tennis  balls  and  travel,  and  even  the 
august  New  York  Times  hopes  to 
rake  in  a  share  of  book  sales  driven 
by  its  own  reviews;  such  fees  typical- 
ly run  7%  to  15%. 

But  can  you  believe  a 
glowing  book  review  when 
the  newspaper  hopes  to 
take  a  15%  kickback  by 
steering  you  to  barnesand 
noble.com?  "It  raises  real 
ethical  concerns,"  says  Paul 
McMasters,  an  ombudsman  at  the 
Freedom  Forum,  a  media  foundation 
in  Arlington,  Va. 


Can  you  trust  a 
glowing  book 
review  from  a 
newspaper  that 
gets  a  cut  of  the 
book's  sales? 


"As  we  rush  headlong  into  th<B 
future,"  frets  Steve  Geimann,  ethic: ' 
chairman  of  the  Society  of  Profes-) 
sional  Journalists,  "nobody  is  really 
considering  the  effect  this  technolo  ' 
gy  is  going  to  have  on  what  we  stanc 
for  as  journalists." 

But  somebody  has  to  pay  the  bills 
Hundreds  of  newspapers  and  maga- 
zines have  spent  more  than  a  billior 
dollars  collectively  so  far  to  set  up 
newsstands  in  cyberspace.  Virtually  at 
of  them  remain  in  the  red. 

Worse,  the  money-draining  new.* 
medium  threatens  a  mainstay  of  the 
old  one:  classified  ads. 
which  bring  in  $  1 7  billion 
a  year  for  newspapers .-■ 
Until  recently,  however, 
old-line  media  outlets 
were  downright  prissyb 
about  trying  commerce 
on  their  sites.  "Tradition- 
al media  companies  came  to  the  Web 
with  antiquated  ideas  and  business 
models,  and  that  hurt  them,"  savs 


Poyr 


Warn*      •« 


a  digital  mall,  Business- 


The  blurring  line 


Newspapers  and  magazines  that 
I  solemnly  separate  stories  from  ads 
:rmt  world  have  no  problem 
i  mixing  the  two  on-line.  From 
tennis  balls  to  books,  no  hard  sell 
is  out  of  line.  But  even  that  may 
not  be  enough  to  help  media  firms 
turn  a  profit  on  the  Web. 


1. 


Clinique 

on  Pathf 


chic 

inder 


Courting  buyers 

at  BusinessWeek 


I'AMJ.Mil'H  ■■■.r^rrrim  visitors  per  month  (millions) 


Razor  sharp 

on  MarketWatch 


AOL 

Microsoft 

Yahoo 

Lycos 

GeoCrties 

Netscape 

Excite 

Infoseek 

ZDNet 

CNN 

MSNBC 

Pathfinder 

ESPN 

Washington  Post  | 

New  York  Times  | 

CondeNet  ■ 

Los  Angeles  Times  | 

Wall  Street  Journal  | 

New  York  Post  | 


Jupiter  Communications  analyst  Anya 
Sacharow. 

None  of  the  top  Web  sites  belongs 
to  a  traditional  media  company;  a 
lack  of  buying  options  may  be  one 
reason  why.  Newer  rivals — Web  por- 
tals such  as  Yahoo — blend  content 
and  commerce  without  batting  an 
eyelash.  "We  liberally  mix  in  advertis- 
ing wherever  we  see  fit,"  says  Maria 
Wilhelm,  a  senior  vice  president  at 
Netscape's  Netcenter  portal,  one  of 
the  busiest  sites  on  the  Web. 

Some  print  outlets  are  catching  up. 
j  Editors  at  Conde  Nast's  Gourmet  and 
Bon  Appetit  would  sooner  be  boiled 
in  oil  than  become  sales  agents  for  a 
j  cookware  line.  But  doing  so  at  its 
j  Epicurious  Food  site  is  deemed  syn- 
;  ergy.  "It's  a  different  medium,  and 
i  there  are  different  expectations,"  says 
j  Sarah  Chubb,  CondeNet's  managing 
1  director.  "We're  just  trying  to  be 
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Source:  Media  Metnx 


useful  to  our  audience." 

One  of  the  first  such  moves  came 
in  1996  when  Amazon. com  started 
paying  fees  to  media  sites  for  on-line 
links  that  sent  shoppers  to  its  site. 
That  set  a  model  for  others.  Now 
marketwatch.com,  the  business  news 
site  in  which  CBS  Corp.  and  Data 
Broadcasting  Corp.  each  hold  a  38% 
stake,  collects  royalties  from  Sharper 
Image  and  gets  a  bounty  from  on- 
line brokers  based  on  the  number  of 
new  accounts  they  sign  up,  says 
Lawrence  Kramer,  chief  executive  of 
MarketWatch. 

Forbes.com  contains  ads  that  link 
readers  to  on-line  brokers,  but  it's  a 
straight  advertising  deal  with  no  extra 
upside.  The  Wall  Street  Journal  is  one 
of  the  few  newspapers  to  charge  for 
subscriptions  to  its  on-line  version; 
265,000  customers  now  pay  $59  a 
year  ($29  if  you  have  a  print  sub- 
scription). But  why  leave  money  on 
the  table?  The  Journal  is  in  talks  to 
sell  books  and  computers  through 
deals  with  on-line  vendors,  says  Neil 
Budde,  editor  of  the  paper's  interac- 
tive edition. 

Such  deals  hark  back  to  newspapers 
at  the  turn  of  the  century,  says  Gerald 
Baldasty,  a  professor  at  the  Universi- 
ty of  Washington  in  Seattle.  Until 
1912  newspapers  weren't  legally 
required  to  tell  readers  which  articles 
were  real  news  and  which  ones  were 


Dollars  for  scents 

on  LA  Times  site 


iwsaa 


Booking  a  sale  at 

the  New  York  Times 


paid  for  by  advertisers.  That  practice 
litters  some  Web  sites  today;  look  for 
more  of  it. 

The  question  is  whether  even  e- 
commerce  will  yield  a  payoff  for  media 
companies.  The  average  royalty  deal 
pays  about  10%  of  a  sale  to  the  con- 
tent site  that  delivers  the  customer. 
Absent  huge  volume,  there  isn't  a  lot 
of  money  to  be  made.  Electronic 
commerce  will  explode  in  the  next  five 
years,  but  only  a  tiny  fraction  will  go 
to  media  companies,  says  forecaster 
Forrester  Research. 

"Subscriptions  didn't  work,  ads 
didn't  work,  so  now  these  guys  all  see 
electronic  commerce  as  the  holy  grail. 
But  they're  living  in  fantasyland  if 
they  think  electronic  commerce  is 
going  to  save  them,"  says  Forrester 
analyst  Bill  Bass. 

Even  some  media  mavens  have 
their  doubts.  Hachette  Filipacchi 
Magazines,  whose  titles  include  Car 
and  Driver,  Travel  Holiday,  Elle  and 
George,  will  start  selling  travel  services 
through  the  Travelocity  site  owned  by 
American  Airlines'  Sabre  Group.  But 
James  Docherty,  Hachette's  new- 
media  president,  isn't  pinning  much 
hope  on  it.  "I'm  not  convinced  there 
are  so  many  people  on  the  commerce 
side  who  are  making  a  profit,"  he  says. 

Maybe  Time  Warner  can  write  a 
different  story.  It  already  generates 
billions  in  direct  sales  through  Book- 
of-the-Month  Club  and  Time  Life 
Inc.  Michael  Pepe  says  he  can  lever- 
age that  strength  into  a  "mind-bog- 
gling" e-commerce  business  worth 
billions  per  year.  So  many  opportuni- 
ties loom,  he  says,  that  Time  Warner 
can't  even  go  after  all  of  them.  "The 
real  issue  is  going  to  be  setting  prior- 
ities," he  says. 

Priority  Number  One  will  be 
making  a  profit.  Which,  if  Pepe  can 
pull  it  off,  would  be  mind-boggling 
indeed.  §■ 
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■MMtIM  How  did  the  Disney-Miramax 
marriage  work  out  so  well?  A  strong  prenup, 
and  they  don't  see  much  of  each  other. 

The  odd  couple 

By  Daniel  Lyons 


It  seemed  like  the  match  made 
in  hell  when  Walt  Disney  Co.,  the 
most  controlling  company  in  Holly- 
wood, acquired  Miramax  Films,  the 
maverick  art-house  studio  run  by 
Bob  and  Harvey  Weinstein.  Disney, 
purveyor  of  pablum  like  Honey,  I 
Shrunk  the  Kids,  getting  its  mass- 
market  paws  on  Miramax,  whose 
credits  included  edgy,  independent 
flicks  like  Sex,  Lies,  and  Videotape) 

But  here's  an  unexpected  plot 
twist:  This  is  a  marriage  that  works. 
Disney  has  been  uncharacteristically 
willing  to  let  the  Weinstein  brothers 
make  whatever  movies  they  want. 
Disney  paid  all  of  $80  million  for 
Miramax  in  1993.  The  deal  looks  like 
a  steal  now.  Five  years  of  Disney  dis- 
tribution and  Weinstein  wit  have 
made  Miramax  into  a  gold  mine, 
with  pretax  profits  of  $125  million 
last  year,  up  18-fold  in  five  years. 

"Their  investment  has  paid 
off  tremendously,"  says  Bob 
Weinstein,  Miramax's  cochairman. 
His  brother  adds:  "Disney  has 
provided  the  capital  for  us  to 
expand,  while  at  the  same  time 
very  graciously  giving  us  the 
autonomy  to  make  all  the  decisions 
ourselves." 

Miramax  has  evolved  from  simply 
distributing  movies  to  producing 
them — and  what  pictures.  Shake- 
speare in  Love,  a  Miramax  produc- 
tion, was  nominated  for  13  Oscars 
for  the  Mar.  21  Academy  Awards. 
Earlier  Miramax  hits:  Pulp  Fiction, 
The  English  Patient  and  Good  Will 
Hunting.  Those  post- Disney  movies 
managed  a  rare  twofer:  They  won 
critical  acclaim  while  earning  piles 
of  money. 

The  Weinsteins  spent  their  teenage 
years  watching  films  by  Fellini  and 
Truffaut  at  the  art-house  cinema  near 
their  home  in  Queens.  N.Y.  They 
founded  Miramax  in  1979,  buying 
movies  that  others  had  made,  often 
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from  abroad,  and  dis- 
tributing them  in  North 
America. 

It  was  a  modest  busi- 
ness. They'd  make 
enough  on  one  movie  to 
buy  the  next  one.  Then, 
in  1989,  the  Italian 
import  Cmema  Paradiso 
took  in  $23  million  at 
the  box  office.  In  1992 
they  scored  again  with 
The  Crying  Game,  which 
took  in  $60  million. 

Disney  came  calling. 
The  entertainment  titan 
hoped  to  capture  "cap- 
puccino dollars"  from 
audiences  that  shunned 
Hollywood  films  in  favor 
of  offbeat  fare.  Another 
motivation:  Disney 
hoped  to  add  Miramax's 
live -action  films  to  its 
library,  which  was  heavy 
on  animation. 

The  Weinsteins  were 
wary  of  Disney  at  first. 
They  made  Disney 
promise — in  ink — to 
keep  hands  off.  "I  think 
the  word  'autonomous' 
appears  in  the  contract 


The  English  Patient 

Cost  $27  million,  took  in 
$215  million  worldwide,  and 
won  9  Oscars. 

Scream 

Cost  $15  million,  took  in  $103 
million  in  North  America. 

Shakespeare  in  Love 

Nominated  for  13  Oscars. 

Life  Is  Beautiful 

Highest-grossing  foreign  film 
ever  in  the  U.S.  Nominated 
for  7  Oscars. 


more  than  any  other  word,"  Harve 
Weinstein  says. 

It  helped  that  Disney  was  distract 
ed  by  its  $19  billion  acquisition  c\ 
Capital  Cities/ABC  in  1996.  "Thf 
largeness  of  Disney  works  well  fo. 
us,"  Harvey  continues.  "They  hav^ 
so  many  divisions,  they  aren'v 
depending  on  Miramax.  We're  no 
going  to  make  or  breaj 
them." 

The  Weinsteins  spea- 
with  Michael  Eisnei 
Disney's  chairman,  twice  i 
month.  They  speak  wit l 
Disney  $tudios  boss  Joe  I' 
Roth  regularly,  too.  Mira 
max  has  kept  its  New  Yorl 
offices,  and  all  300  employ 
_  ^  ees  are  its  own-] 
Disney  didn't  impos; 
any  cast  members. 

The  autonomy  does, 
n't  extend  to  films  wfflj 
an  NC-17  rating.  (JuJ 
once  the  Weinsteir' 
sidestepped  th; 

restriction,  creating  i 
subsidiary  in  1995  t:' 
release  Kids,  a  raw  an 
disturbing  flick,  shut 
ting  the  unit  dow^ 
thereafter. ) 

Also,  the  Weinsteir 
can't  let  a  productio 
budget  go  above  $2. 
million      without 
green  light  from  Rod 
That's  peanuts  in  a 
industry  that  spends  a 
average  of  $50  millio 
to  make  a  film,  but  tr  | 
Weinsteins    know    a 
about  penny-pinchinj 
About  a  third  of  the 
profits  come   from 
subsidiary,  Dimensic 
Films,  that  makes  filn 
like  Scream  and  Scream 
2.   These   cost   aboi 
$  1 5  million  apiece  an  \ 
took    in    more    tha  |  | 
$100  million  each 
ticket  sales  plus  mi 
lions  more  from  vide  | 
sales  and  other  rights 
For  movies  that  g 
above  the  limit,  Mir 
max      gets      creativ 
Shakespeare  in  Love  cc 
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million  to  make,  but  Miramax 
split  the  cost  with  Universal  Studios, 
keeping  its  exposure  to  S16  million. 
Roth  okayed  The  English  Patient  2X 
" "'  $27  million  and  didn't  regret  the 
decision.  The  film  grossed  S215  mil- 
■lion  at  the  box  office  worldwide  and 
won  nine  Oscars,  including  best  pic- 


ture and  best  director. 

A  new  Miramax  TV  division  is 
developing  shows  for  the  1999-2000 
season,  and  a  monthly  magazine 
called  Talk  will  make  its  debut  in 
August  under  former  New  Yorker 
editor  Tina  Brown.  Talk  just  took  on 
Hearst  Magazines  as  a  partner,  in  a 


deal  that  Disney's  Eisner  helped 
broker — another  way  in  which  Mira- 
max has  been  able  to  take  advantage 
of  Disney's  connections. 

The  cinema  snobs  who  were 
wringing  their  hands  six  years  ago? 
Disney  has  made  the  world  a  better 
place  for  them,  im 


Qflll  Entertainment  and  retailing  are  two  very  different 
usinesses.  Even  mighty  Disney  has  hit  a  wall. 


m 

Theme  players 


■tBy  Kelly  Barron 

Discovery  Communications — the 
>lks  who  bring  us  cable  documen- 
taries on  shark  attacks,  copulating 
insects  and  the  Titanic — spent  S20 
million  building  a  four-level  Taj 
Mahal  of  a  store  in  Washington,  D.C. 
|The  30,000-square-foot  shop,  deco- 
rated with  a  life-size  T  rex  skeleton 
(and  the  fuselage  of  a  World  War  II 
B-25  bomber,  is  the  flagship  for  a 
chain  of  Discovery  theme  stores. 
.  i"The  stores  will  reinforce  loyalty  to 
pur  networks,"  asserts  Michela  Eng- 
lish, president  of  Discovery  Enter- 
prises Worldwide.  "There's  a  bill- 
board impact  in  having  the  Discovery 
ifname  on  stores." 

English     hopes     that     shoppers 
•  i  browsing  stores  will  increase  viewer 
i  ship  of  the  Discovery  Channel,  the 
earning  Channel,  Animal  Planet  and 
the  Travel  Channel  and,  in   turn, 
■;  increase  advertising  revenue.  It's  dif- 
;ficult  to  track  the  connection,  she 
i;  admits.  But  this  "edutainment,"  as 
K  she  calls  it,  is  all  about  creating  syn- 
ergy and  building  brand  awareness. 
It's  an  expensive  way  to  advertise. 
-  Look  at  what's  going  on:  Discovery 
3i  bought  the  unprofitable  Nature  Co. 
in  1996,  a  chain  that  hawked  bird 
feeders  and  other  eco-gimcracks,  and 
u  plans  to  convert  its  100  locations.  By 
2003  the  company  hopes  to  have 
nj  more  than  200  stores.  But  the  exist- 
ing 35  Discovery  shops  have  yet  to 
B  make    any    money,    and    English 
j  doesn't  expect  them  to  make  money 
-n  for  another  two  to  three  years. 
Vi     Advice  to  Discovery:  Before  you 
(i  put  any  more  capital  into  this  ven- 
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ture,  see  how  other 
entertainment  compa- 
nies are  making  out 
with  their  vanity  shops. 

Two  years  ago 
Viacom  '  Chairman 
Sumner  Redstone  her- 
alded the  opening  of  a 
Viacom  theme  store  on 
Chicago's  Michigan 
Avenue,  where  annual 
rents  run  to  $150  a 
square  foot.  The  store 
was  going  to  exploit 
those  uniquely  valuable 
characters  from  Star  Trek,  Beavis  and 
Butthead  and  mtv.  Redstone  said  his 
company  had  "pulled  together  some 
of  the  greatest  minds  in  retailing"  in 
hopes  of  creating  three  to  four  stores 
in  U.S.  cities  and  franchises  overseas. 

In  January  Viacom  closed  the 
Chicago  locale.  It  never  opened  the 
others.  It  also  closed  its  nascent  chain 
of  15  stores  centered  on  its  Nick- 
elodeon kids'  channel. 

Even  Disney,  the  granddaddy  of 


Pricey  ads:  Discovery's 
stores  (top)  lose  money, 
Disney's  are  slowing. 


theme-store  retailing,  has  stumbled. 
Sales  at  Disney  stores  open  a  year  or 
more  plunged  10%  in  the  quarter 
ended  Dec.  31.  What's  the  matter? 
You  can  get  a  stuffed  character  from  A 
Bug's  Life  on  the  Disney  Internet  site 
or  at  Wal-Mart.  You  don't  need  to 
visit  one  of  Disney's  730  theme  stores. 
Salomon  Smith  Barney 
analyst  Jill  Krutick 
expects  the  stores'  oper- 
ating profit  (net  before 
depreciation,  interest 
and  taxes)  to  be  down 
5%,  to  maybe  $85  mil- 
lion in  the  fiscal  year 
ending  September. 
That's  an  operating 
margin  of  3.6%,  com- 
pared with  9.5%  for  spe- 
cialty retailers  tracked  by 
Value  Line. 

Time  Warner,  one  of 
the  early  players  in  the 
theme-store  game,  is 
halting  domestic  open- 
ings for  its  Warner 
Bros,  stores.  As  it 
expands  internationally, 
it  will  be  relying  on 
joint  venture  partners 
and  franchisees.  Metro- 
Goldwyn-Mayer  briefly 
considered  opening  a 
chain  of  theme  stores 
to  sell  merchandise 
using  its  Pink  Panther 
character — but  opted 
instead  for  licensing  deals  with  estab- 
lished retailers  like  Neiman  Marcus. 
Theme  restaurants,  like  Rainforest 
Cafe  and  Planet  Hollywood,  have 
foundered  after  a  first  rush  of  busi- 
ness from  novelty  seekers.  Theme 
stores  may  suffer  the  same  fate. 
"Once  you've  seen  it,  you've  seen 
it,"  says  Kurt  Barnard,  of  Barnard's 
Retail  Trend  Report.  "A  theme 
store  cannot  reinvent  itself  every 
four  weeks."  wm 
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COMPANIES 


Asset  rich  and  earnings  poor, 
Weyerhaeuser  needed  an  outsider  to  shake 
some  money  off  its  trees.  Now  it  has  one. 


Out  of  the  woods? 


By  Seth  Lubove 
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Weyerhaeuser's  top  tree-hugger,  Steven  Rogel,  will 

ax  businesses  that  can't  achieve  his  efficiency  edict. 

Alighting  from  a  stomach-heaving 
helicopter  tour  in  the  famously 
stormy  Pacific  Northwest,  a  wobbly 
Weyerhaeuser  Co.  flack  admits  it  was 
the  bumpiest  of  his  many  flights  over 
the  company's  vast  timber  operations. 
The  company's  long-suffering  share- 
holders know  the  feeling. 

The  $10.8  billion  (1998  sales) 
company  is  one  of  the  world's  largest 
private  owners  of  softwood  timber. 
This,  at  a  time  when  public  forests  are 
increasingly  being  put  off  limits  to 
cutting,  should  make  Weyerhaeuser 
valuable.  But  in  the  past  five  years  it 
provided  investors  a  grand-total 
return  of  only  35%.  Down  Interstate 
5,  Willamette  Industries,  a  competi- 
tor barely  a  third  of  Weyerhaeuser's 
size,  did  nearly  double  that.  So  much 
for  the  theory  that  market  leaders  get 
all  the  gravy. 

Ruled  since  the  1960s  by  the 
patrician  George  Weyerhaeuser, 
great-grandson  of  founder  Frederick 
Weyerhaeuser,  then  from  1991  to 
1997  by  inside  lawyer  John 
Creighton  Jr.,  the  company  has  had 
all  the  pizazz  of  peeling  bark.  Direc- 
tors   led    by    Weyerhaeuser    and 


William  Ruckelshaus  moved  to  poach 
Steven  Rogel,  the  head  of  pesky 
Willamette,  to  be  the  first  chief  exec- 
utive (and  soon  to  be  chairman) 
hired  from  outside  in  the  company's 
nearly  100-year  history. 

Though  the  company  improved 
under  Creighton,  Rogel,  56,  didn't 
need  his  spectacles  to  see  the  prob- 
lem: "I  don't  think  we  fully  recog- 
nized we  are  commodity  players  and 
to  be  at  the  top  of  the  game,  you 
have  to  be  efficient."  Despite  a 
domestic  home -building  boom  that 
in  decades  past  would  have  sent 
lumber  through  the  roof,  lumber 
prices  are  lower  than  they  were  in 
1993.  Asia  used  to  absorb  a  large 
fraction  of  the  trees  downed  in  the 
Northwest,  and  it  isn't  absorbing 
much  now. 

So  while  the  low-slung,  Skidmore, 
Owings  &  Merrill-designed  Federal 
Way,  Wash,  headquarters  still  boasts 
its  own  barber  shop  and  drop-dead 
oak  grain  paneling,  the  cushiness 
ends  there.  Under  the  hard-nosed 
Rogel,  a  chemical  engineer  raised  in 
an  eastern  Washington  farm  town, 
every  business  has  had  to  justify-  itself 
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or  expect  to  be  axed.  "We're  not  i 
the  business  of  producing  high-tec 
widgets,  raising  salmon  or  lettuce,  c 
embalming  trees,"  he  avers,  alludin 
in  some  cases  to  ex-Weyerhaeuse 
operations.  "In  today's  world,  wher 
businesses  are  global  and  people  ar 
refining  things  down  to  the  last  cer 
of  efficiency,  you  can't  be  all  things  t 
all  people." 

That's  become  business  boilerplate 
but  Rogel  followed  it  to  the  letter  a 
Willamette,  where  in  barely  six  year 
in  top  posts  he  doubled  operatin; 
margins  to  as  much  as  30%. 

His    strategy    at    Weyerhaeuser 
which  he  has  refined  over  the  pas 
year  into  a  single-sheet  "Roadmap  fo   .: 
Success"  for  all  37,000  employees 
brings  the  company  back  to  its  roots 
squeezing  the  sawdust  out  of  its  5 
million  acres  of  timberlands  in  th 
U.S.  (and  27  million  acres  leased  in 
Canada).  That  means  you  try  to  get  :: 
the  most  lumber  you  can  cut  from 
the  log,  then  take  what's  left  and  usi 
it  for  pulp  and  papermaking. 

At  the  company's  700-acn 
Longview,  Wash,  complex,  its  North 
Pacific  Paper  Co.  (a  joint  venture, 
with  Japan's  Nippon  Paper)  is  intern 
on  decreasing  waste.  For  instance 
three  lines  of  machines  that  conver 
soaking-wet  pulp  at  one  end  into  30 
ton  rolls  of  newsprint  now  suffe 
only  a  12%  reject  rate,  down  frorr 
17%  at  the  end  of  1996. 

What  caused  the  decrease 
Employees  started  looking  at  thei: 
operation  as  one  continuous  proces: 
from  pulp  to  paper,  instead  of  as  ;| 
collection  of  separate  businesses.  /] 
400-foot-long  line  of  paper  scream: 
through  at  52  miles  an  hour.  It  car 
take  at  least  20  minutes  to  rethreac 
the  paper,  an  eternity  in  a  capital 
intensive  business.  Before,  the  papei 
would  break  at  least  three  times  a  day 
Now  it's  down  to  only  three  breaks  i 
week,  and  the  company  wants  to  gei 
it  down  to  three  breaks  a  month. 

Technology  helps  the  efficiency 
quest.  At  the  company's  Greer 
Mountain  sawmill,  in  the  shadow  oi 
Mount  St.  Helens,  workers  hunch 
over  grinders  that  resharpen  the  teeth 
on  circular  saw  blades.  In  the  pasl 
month  the  company  installed  £ 
computerized  video  scanner  thai 
instantly  checks  the  calibration  of  the 
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'Lumber  is  per  thousand  board  feet,  market  pulp 
(northern  bleached  softwood  kraft)  is  per  metric  ton, 
and  plywood  is  per  thousand  square  feet 
Sources:  Goldman  Sachs  Investment  Research. 
Random  Lengths:  Miller  Freeman. 


:>lade  teeth  and  converts  it  into  data 
or  the  grinder. 

"We're  getting  closer  and  closer  to 
perfection,"  says  John  Gotshall,  the 
umber  sales  and  supply  manager  for 
:he  mill,  which  ekes  out  thin  margins 
jnder  the  best  of  circumstances. 

Even   the   company's   helicopter 


pilots  are  being  pressed  to  come  up 
with  more  efficient  ways  of  dumping 
fertilizer  pellets  on  Weyerhaeuser's 
vast  patchwork  acreage.  A  new  satel- 
lite navigation  system  helps. 

Few  departments  are  immune  from 
Rogel's  edict  that  they  learn  to  act 
like  one  company,  rather  than  a  loose 
collection  of  fiefdoms.  To  take  advan- 
tage of  the  company's  potential  pur- 
chasing power,  he's  ordered  every- 
body to  use  the  same  travel  agency. 
The  paper  mills  have  saved  $9.2  mil- 
lion on  just  one  machine  part  by 
going  to  four  vendors,  compared 
with  more  than  a  dozen  before.  Next 
up:  a  mess  of  incompatible  informa- 
tion technology  systems — 22  of  them 
just  to  track  paper  rolls.  "People  have 
given  up  their  turf,  and  now  we're  on 
the  long  road  to  a  coherent,  cohesive 
system,"  Rogel  says. 

Tired  of  watching  Weyerhaeuser's 
hard-earned  patents  and  other 
research  and  development  sit  unused 


or  be  bought  off  by  competitors, 
Rogel  insists  the  "almost  university- 
like" R&D  unit  work  closely  with 
operating  divisions  to  come  up  with, 
for  example,  more  absorbent  diaper 
"fluff  pulp. 

Add  it  all  up,  and  Rogel  is 
demanding  that  the  company  up  its 
net  return  on  assets  to  17%,  com- 
pared with  last  year's  anemic  7%.  In 
his  rehab  effort,  he  doesn't  have 
much  maneuver  room:  He  is  loath  to 
cut  the  generous  dividend  of  $1.60  a 
share  that  keeps  the  scattered  Weyer- 
haeuser clan  in  small  luxuries.  If  the 
dividend  were  cut,  they  might  have 
to  sell  shares — a  depressing  prospect 
in  a  market  where  forest-product 
companies  are  quite  out  of  favor. 

In  that  context,  BT  Alex.  Brown's 
Mark  Wilde  is  willing  to  make  a  bet 
on  a  rebound  in  log  prices  and  on 
Steve  Rogel.  Says  he:  "Fortunately, 
the  real  objective  is  not  to  simply  be 
the  best  of  a  rather  sorry  lot."  H 


Amazoned! 


Industry 

Size  of 
market 

Size  of 
e-market 

What's 
the  buzz 

Leisure  travel 

$351.4  billion 

$7.8  billion 

Expedia,  Travelocity 
already  there;  more  to  come. 

Brokerage  services 

Trillions 

of  dollars 

$397  billion 
(assets  managed) 

Charles  Schwab  &  Co., 
E-trade,  et  al. 

PC  hardware 

(consumer) 

$41.2  billion 

$2.4  billion 

Dell  hums; 

Compaq  just  getting  started. 

Books 

(consumer) 

$15  billion 

$1.2  billion 

Amazon  still  No.  1; 

Barnes  &  Noble  plays  catch-up 

Auto  sales 

$447  billion 

$6.5  billion 
(referrals) 

Autobytel  leads,  but  will  GM, 
Ford  and  Chrysler  wade  in? 

Some  Looming  Targets 

Drugstore  products     $153.6  billion 


Furniture 


Music 


Shoes 


Hardware  stores 


$71.6  billion 
$13.7  billion 
$20.4  billion 
$14.6  billion 


A  hot  prospect  is  drugstore.com;  PlanetRx 
isn't  far  behind.  1999  sales:  $509  million. 

Customers  may  buy  $319  million  in  house- 
hold goods  this  year,  sight  unseen. 

On-line  sales  at  CDNow,  etc.  are  coming 

on  fast— $374  million  in  1999. 

Could  be  a  $100  million  business  this  year. 

But  will  the  shoes  fit? 

Sales  could  hit  $139  million  this  year, 

but  might  end  a  Saturday  morning  ritual. 


Market  sizes  for  leisure  travel,  auto  sales,  drugstore  products,  furniture,  shoes  and  hardware  stores  are  for  1997.  Market  size  for  music  and  e-market 
size  for  auto  sales  are  for  1998.  All  other  figures  are  estimated  for  1999.  Sources-.  Autoweb.com;  Dataquest;  drugstore.com-,  Forrester  Research; 
National  Automobrie  Dealers  Association;  Recording  Industry  Association  of  America;  Travel  Industry  Association  of  America;  U.S.  Census  Bureau. 


Will  nothing  be  spared 
from  the  on-line 
onslaught?  John  Doerr  of 
Kleiner  Perkins  Caufield  & 
Byers,  Silicon  Valley's 
reigning  venture  capitalist, 
wants  to  turn  "Amazon" 
into  a  verb — as  in  "to 
Amazon"  a  market. 
Amazon.com  hasn't 
scored  a  profit  yet,  but  it 
has  turned  the  once- 
sleepy  bookselling  indus- 
try into  a  high-tech 
marvel.  Now  on  to  drugs, 
at  least  the  legal  ones.  It's 
such  a  tempting  market — 
$154  billion  in  annual 
sales — that  Amazon  holds 
a  46%  stake  in  drug- 
store.com,  the  new  Web 
site  also  backed  by  Klein- 
er Perkins.  "Nobody  likes 
to  go  to  the  drugstore," 
says  Peter  Neupert,  chief 
executive  of 
drugstore.com. 

So  what's  next?  Some 
markets  ripe  for  Amazoning 
already  see  new  entrants, 
while  others  are  bracing  for 
the  inevitable  invasion. 

-Elizabeth  Corcoran 
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Bandwidth  may  be  infinite,  but  land 
is  not.  Here's  the  latest  play  in  the  wireless  game. 

Tower  power 


By  Michelle  Conlin 

Real  estate  stocks  are  in  the 
dumps.  From  operators  of  trailer 
parks  to  collections  of  Class  A  office 
space,  the  shares  of  real  estate 
companies  are  down  26%  from 
September. 

But  one  obscure  corner  of  the  real 
estate  business,  one  that's  only  a  few 
years  old,  is  in  a  bull  market:  wireless 
towers.  This  bane  of  every  neighbor- 
hood zoning  czar  is  emerging  as  the 
hot  new  play.  Shares  of  the  two  top 
publicly  traded  companies  (see  table) 
that  own  towers  are  up  an  average 
52%  since  September. 

Six  wireless  carriers  now  compete 
in  most  of  the  top  15  U.S.  markets. 
It's  a  buyer's  market.  But  the  supply 
of  choice  transmission  sites  is  short. 
With  at  least  92  million  dropped  or 
interrupted  calls  every  month, 
demand  for  better  wireless  coverage 
is  intense.  There  are  now  about 
65,000  towers  in  the  U.S.  Carriers 
will  need  35,000  more  by  2004. 

Demand  for  good  sites  is  so 
intense  that  Samuel  Zell's  Chicago- 
based  Equity  Office  Properties  has 
seen  rents  for  its  rooftops  double 
since  1996,  to  more  than  $1,600.  In 
contrast,  rents  for  the  new  office 
space  below  are  only  up  25%. 

Steven  Dodge  sees  the  value  in 
such  vertical  real  estate.  In  1995  the 
former  lending  officer  at  BankBoston 
took  his  American  Radio  Corp. 
public  at  $16.50  a  share,  then  sold 


Titans  of  tower 


the  company's  100 
radio  stations  to  CBS 
three  years  later  in  a 
deal  worth  $2.6  bil- 
lion. For  each  Ameri- 
can Radio  share, 
Dodge's  original  inves- 
tors got  $44  in  cash 
and  one  share,  worth 
$21,  of  a  newly  created 
public  company,  Amer- 
ican Tower. 

With  this  new  Boston-based  com- 
pany, Dodge  kept  control  of  the 
towers  the  stations  used,  figuring — 
correctly — that  he  would  have  no 
problem  renting  antenna  space  on 
the  towers  to  cellular  phone  opera- 
tors. Shares  now  trade  at  $25.  Amer- 
ican Tower  has  3,200  towers,  more 
than  any  firm  in  the  U.S.,  and  it  is 
buying  and  building  rapidly.  Dodge 
aims  to  have  10,000  by  2003. 

Carriers  are  only  too  happy  to  sell 
these  vertical  eyesores  to  entrepre- 
neurs like  Dodge — and  get  the  debt 
used  to  finance  diem  off  their  balance 
sheets.  Carriers  also  don't  want  com- 
petitors sharing  their  tower  space.  A 
third  party  can  more  easily  rent  to 
multiple  tenants. 

Bell  Adantic  was  the  first  to  throw 
in  the  towel.  In  December  it  sold  off 
its  1,427  towers  to  a  joint  venture 
with  Crown  Castle  International 
Corp.  Bell  Atlantic  got  $380  million 
in  cash  and  a  37.7%  equity  stake  in 


Company 

Ticker 

Towers 
owned 

Tower 

revenue 

($mil)* 

Oper 

income 

($mil)* 

Oper 

income 

margin* 

Acquisitions 

American  Tower 

AMT 

2,633 

$137 

$87 

64% 

OmniAmerica,  Telecom  towers 

Crown  Castlet 

TWRS 

2,003 

76 

52 

69 

Bell  Atlantic's  towers 

Pinnacle 

BIGT 

1,040 

56 

46 

83 

MobileMedia's  towers 

SpectraSite 

private 

2,125 

58 

36 

62 

Nextel's  towers 

SBA 

private 

520 

27 

15 

56 

Fifty-one  mom-and-pops 

WesTower 

WTW 

234 

11 

7 

63 

Koch  Industries'  towers 

"Est.  1999  pro  forma  U.S.  operations,  excludes  manage.:  1    iers  and  corporate  expenses  Operating  income  equals  net 
before  depreciation,  interest  and  taxes,  t  Excluding  UK  op                                   Source-  Doug  Mitchelson.  BTAIex.  Brown. 

the  joint  ventunl 
worth  $240  millionl 
Two  months  latel 
Nextel  followed  suil 
by  selling  its  2,00| 
towers  to  privatel 
held  SpectraSite  fcl 
$560  million  in  cas[ 
plus  a  17%  equit 
stake  in  the  compan1] 
worth  $70  million. 

Where's  all  thil 
cash  coming  frorm] 
Mosdy  debt.  A  lot  c] 
the  tower  outfit! 
have  debt  loads  cl 
65%  of  capital  oj 
more.  Carrying  costj 
are  high.  None  c| 
the  firms  is  making : 
profit  yet. 
But  the  potential  is  certainlil 
there.  Towers  positioned  on  thll 
ground  cost  about  $200,000  M 
build.  Operating  costs  hover  arounj 
$10,000  a  year  no  matter  if  there'] 
one  tenant  or  ten.  Rents  run  fror| 
$2,200  a  month  per  tenant  for 
city  like  Boston  down  to  $500  in 
rural  area. 

American  Tower's  Dodge  gets  ail 
average  of  4.5  tenants  on  each  of  hhj 
towers  in  Florida.  In  a  city,  of  coursel 
he  has  to  pay  rooftop  rent  to  a  Sari 
Zell.  Still,  Dodge  says  that  in  somil 
areas  he's  seeing  a  40%  cash-on-casil 
return,  meaning  that  if  he  spend  J 
$200,000  on  a  site  he  will  pockel 
$80,000-a-year  over  and  above  thf 
minimal  operating  costs. 

Build  a  hotel  and  you  have  to  null 
the  pillows  every  day.  "With  a  tower 
all  you  have  to  do  is  put  down  thl 
weed  killer  and  mow  the  grass,"  say 
SpectraSite's  chief  executivel 
Stephen  Clark. 

Clark  not  only  plans  to  increaai 
the  number  of  cellular  tenants  oi| 
the  former  Nextel  towers,  but  h 
also  won  the  rights  to  build  l,70l| 
more  towers  for  Nextel  over  th 
next  five  years. 

Expect        more        deals        likl 
these.  Already  rural  affiliates  of  at& 
and  Sprint  are  using  the  tower  com | 
panies  to  do  the  building  and  man  | 
aging  for  them. 

Someday  there  will  be  a  glut  o| 
wireless  towers.  But  that's  a  fe\| 
vcars  off.  ■■ 
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-ometimes  words  can  be  hopelessly  inadequate. 


wm 


Yes,  it  is  a  car.  But  can  words  describe  how  safe  you'll  feel  in  a 


car  with  eight  air  bags  and  an  advanced  emergency  call  sys 


tern*  that  is  designed  to  call  for  help,  should  any  of  those  air  bags 


or  the  seat  belt  emergency  tensioning  retractors  be  activated? 


Can  they  express  the  awe  you'll  feel  in  a  car  that  can  tell  you  where 


you  are,  anywhere  in  the  USA,  thanks  to  a  COMAND  System  with 


global  positioning  satellite  navigation  as  standard?  Will  they 


communicate  how  exhilarated  you'll  feel  in  a  car  with  a  choice  of 


torque-rich  4.3-  or  5-liter  V-8  engines,  and  can  boast  0  to  60  in  6.1 


seconds,**  as  well  as  speed-sensitive  rack-and-pinion  steering? 


Or  even  come  close  to  hinting  at  the  luxury  you'll  feel  in  a  car 


that's  both  beautiful  and  comfortable,  with  16 -way  power  front 


seats,  an  optional  massager  in  the  lumbar  mode,  and  a  body 


design  so  streamlined  it's  among  the  most  aerodynamic  produc- 


tion cars  in  the  world?  Probably  not.  For  more  information, 


visit  us  at  www.MBUSA.com  or  call  1-800-FOR- MERCEDES. 


The  2000  S-Class. 


The  complete  automotive  experience. 


'System  usage  requires,  at  consume/  cost,  subscription  with  monitoring  service  and  air-time  provider.  Subscription  includes  first-year  monitoring  and  30  minutes  of  air  time  at  no 
additional  cost." "Stated  rates  of  acceleration  are  based  upon  manufacturer's  track  results  using  5-liter  engine  and  may  vary  depending  upon  model,  environmental  and  road 
surface  conditions,  driving  style,  elevation,  and  vehicle  load,  TM/©1999  Rachel  Robinson  by  CMG  Worldwide  Inc.,  Indpls.,  IN.  MAJOR  LEAGUE  BASEBALL  trademarks  licensed  by 
Major  League  Baseball  Properties,  Inc.  Under  exclusive  license  with  Hemingway,  Ltd.  through  Fashion  Licensing  of  America,  Inc.,  New  York,  NY.  TM/©1999  Estate  of  Laurence 
Olivier  by  CMG  Worldwide  Inc.,  Indpls.,  IN.  AIR  BAGS  ARE  A  SUPPLEMENTAL  RESTRAINT  SYSTEM,  SO  REMEMBER  AIR  BAG  SAFETY:  BUCKLE  EVERYONE  AND  CHILDREN  IN  BACK! 
©1999  Mercedes-Benz  of  North  America,  Inc.,  Montvale,  NJ,  A  DaimlerChrysler  Company. 


of  view 

Steve  H.  Hanke 


Currency  crises  and  the 
rewriting  of  history 


Robert  Rubin 
has  concocted 
a  tale  about 
the  currency 
crises,  and 
prestigious  ele- 
ments of  the 
media  have 
fallen  for  it. 


Someday  Treasury  Secretary  Robert  Rubin 
just  may  come  through  on  his  threats  to 
resign.  The  Clinton  Administration  would 
probably  like  to  install  his  deputy,  Lawrence 
Summers,  as  successor.  To  make  this 
scheme  work,  the  Administration  has  to 
paint  both  Rubin  and  Summers  as  saviors 
of  the  world  financial  system.  And  so 
Washington  is  busy  rewriting  history. 

Rubin  and  Summers  have  concocted  a 
tale  about  the  financial  crises  that  have 
racked  Asia,  Russia  and  Brazil,  and  presti- 
gious elements  of  the  media  have  fallen  for 
it.  The  New  York  Times  published  a  four- 
part  series  of  this  revisionist  financial  histo- 
ry during  the  week  of  Feb.  14. 

Here  is  the  story  line:  No  one  forecast 
the  Asian  crisis.  And  after  currency  chaos 
engulfed  Asia,  no  one  anticipated  that  the 
contagion  would  spread  to  Russia  and  then 
to  Brazil.  Rubin  and  Summers  came  to  the 
rescue  with  an  endorsement  of 
International  Monetary  Fund  moves  to 
devalue  currencies  and  impose  austerity. 
The  story  ends  with  a  chapter  asserting 
how  much  worse  the  crises  would  have 
been  were  it  not  for  Rubin,  Summers  and 
Alan  Greenspan.  Time  magazine's  cover 
story  of  Feb.  15  went  so  far  as  to  dub  these 
three  amigos  "The  Committee  to  Save 
the  World." 

Balderdash!  Plenty  of  people  could  see 
that  a  Third  World  currency  crisis  would 
spread. 

Starting  with  my  column  of  Aug.  11, 
1997, 1  have  written  14  Forbes  articles  and 
participated  in  two  Forbes  Q  and  A  inter- 
views in  which  I  explained  the  Asian  finan- 
cial crisis  and  how  it  would  spread  like  a 
prairie  fire  to  Russia  and  Brazil.  My  Oct.  20, 
1997  column  concluded  that  Brazil's  fatally 
flawed  currency  setup  would  be  defended  at 
all  cost  until  the  October  1998  presidential 
elections,  after  which  the  real  would  fall 
apart.  My  Mar.  9,  1998  piece  anticipated 
that  Russia  would  virtually  run  out  of  for- 
eign reserves  by  the  end  of  June  and  that  the 
ruble  would  collapse  not  long  after. 

We  will  never  know  with  scientific  cer- 
tainty about  the  effect  the  Rubin-Summers 


therapeutics  had  on  the  crises.  However, 
the  IMF  admitted  in  a  January  report,  "imf- 
Supported  Programs  in  Indonesia,  Korea 
and  Thailand:  A  Preliminary  Assessment," 
that  mistakes  were  made.  P.G.  Wodehouse's 
character  Ukridge  comes  closer  to  my  own 
assessment  of  the  probability  that  IMF-style 
therapy  could  be  successful:  "about  as 
much  chance  as  a  one-armed  blind  man  in 
a  dark  room  trying  to  shove  a  pound  of 
melted  butter  into  a  wild  cat's  left  ear  with 
a  red-hot  needle." 

And  what  about  the  Rubin-Summers 
claim  that  they  have  been  serving  up  free- 
market  solutions?  Their  free-market  vision  is 
a  central  bank  that  produces  a  national  cur- 
rency. If  only  central  bankers  would  follow 
the  advice  emanating  from  the  wags  in 
Washington,  they  could  produce  sound 
money  that  would  rid  the  world  of  the 
volatile  hot-money  flows  that  have  plagued 
the  emerging  markets  for  the  past  two  years. 

Like  the  rest  of  the  Rubin-Summers 
spin,  their  embrace  of  free-market  eco- 
nomics rings  hollow.  Friedrich  von  Hayek 
was  a  true  free-market  economist.  In  his 
1976  book,  Choice  in  Currency:  A  Way  to 
Stop  Inflation,  this  Nobelist  concluded 
that  the  discretionary  monetary  policies 
followed  by  central  banks  were  a  type  of 
central  planning  with  the  same  disadvan- 
tages as,  say,  the  central  planning  of  agri- 
cultural production.  Hayek  favored  a 
competitive  currency  regime  in  which  pri- 
vate parties  would  be  free  to  use  any  cur- 
rencies they  wished,  whether  they  were 
issued  by  government-owned  central 
banks  or  private  banks. 

Not  everyone  is  listening  to  Rubin  and 
Summers.  In  January  President  Carlos 
Menem  suggested  that  Argentina  dump 
its  central  bank  and  stop  issuing  pesos 
while  making  all  other  currencies  legal 
tender  in  Argentina.  Such  a  competitive 
currency  regime  would  eliminate  currency 
risk,  reduce  interest  rates  and  stimulate 
economic  growth.  Let's  hope  Menem  suc- 
ceeds and  that  others  follow  his  lead.  That 
would  make  the  world  less  safe  for  central 
planners  but  safer  for  the  rest  of  us.  M 


teve  H.  Hanke  is  a  professor  of  Applied  Economics  at  The  Johns  Hopkins  University  in  Baltimore. 
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Texas  Instruments  bet  the  ranch 
on  a  little  chip  used  in  cellular  phones 
and  won  big.  Next  stop:  the  Internet. 

Signal 
success 


By  Daniel  Fisher 

The  career  of  every  chief  executive  includes  at  least 
one  make-or-break  decision.  For  Thomas  Engibous,  who 
has  been  running  Dallas-based  Texas  Instruments  for  the 
past  three  years,  the  moment  has  already  come:  his  deci- 
sion to  focus  on  digital  signal  processors,  special-purpose 
microprocessors  that  handle  communication  tasks 
(Forbes,  Apr.  7,  1997).  Engibous,  46,  dumped  Tl's  long- 
standing defense  electronics  business  and  then  its 
memory-chip  division. 

That  move  looks  awfully  smart  now.  DSPs  are  essential 
ingredients  in  cellular  phones.  They  capture  your  voice, 
strip  out  60  kilobits  of  extraneous  data  a  second  and 
send  just  the  right  bits  on  through  the  ether.  Sales  of  cel- 
lular phones — more  than  half  of  them  equipped  with  Tl 
chips — increased  51%,  to  163  million  units,  last  year 
from  1997. 

Bolstered  by  50%  gross  margins  on  DSP  chips,  Tl's 
net  income  climbed  to  $189  million  in  the  fourth  quar- 
ter of  1998  from  a  $285  million  loss  the  year  before. 
Ti  shares  have  doubled  over  the  past  five  months,  to  a 
recent  $100.  Says  Engibous:  "dsps  are  the  engines  of  the 
digital  age." 

But  now  the  tough  question:  Will  the  old  Ti  curse 
return?  This  is  the  company  that  invented  the  integrated 
circuit  in  1958  and  dominated  the  semiconductor 
business  as  late  as  1985,  only  to  lose  its  lead  as  powerful 
competitors  like  Intel  and  Samsung  poured  into  markets  Ti 
pioneered.  What's  to  prevent  history  from  repeating  itself? 

One  big  thing:  the  complexity  of  dsps,  which  can 
crunch  2.5  billion  computations  per  second.  That  makes 
DSP  designs  difficult  to  clone.  DSP  technology  is  still  evolv- 
ing at  a  rapid  clip,  requiring  huge  research  expenditures. 
That  means  Tl's  market  leadership  gives  it  a  powerful  cost 
advantage. 

"We've  been  spending  as  much  on  r&d  as  the  next- 
largest  competitor  is  generating  in  DSP  revenue,"  says 
Richard  Templeton,  president  of  Tl's  semiconductor  divi- 
sion. "When  people  start  saying,  'We're  going  to  compete 
with  Ti,'  the  best  you  get  is  they're  trying  to  pick  off 
one  price  point  or  product  segment." 

Tl  has  a  virtual  lock  on  the  business  of  supplying  dsps 
to  Nokia,  the  largest  cellular  phone  maker,  which 
has  a  23%  market  share.  Even  as  competitors  like  IBM 
clone  some  of  Tl's  bestselling  chips,  1 1  is  developing  new 


ones  that  give  Nokia's  phones  lower  power  consum 
tion,  better  sound  quality  and  new  features  such  as  voi 
dialing. 

"By  the  time  somebody  tries  to  [copy]  what  we  d  | 
with  the  last  generation,  we're  working  on  the  next  ge 
eration,"  says  Harry  Davoody,  vice  president  in  charj 
of  mixed-signal  DSP  products  at  Tl. 

Still,  those  50%  margins  will  draw  in  competitoi 
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Motorola  and  Lucent  Technologies  last  year  agreed 
:o  split  research  and  development  expenses  for  new 
DSP  designs.  More  recently,  Analog  Devices  and  Intel 
I  ormed  a  similar  alliance.  Templeton  dismisses  such 
linkups  as  "desperate  acts,"  however,  in  the  face  of 
in's  cost  and  technology  advantage.  Ti's  share  of  the 
pSP  market  rose  to  45%  last  year  from  38%  in  1997, 
\hile  Lucent  fell  three  points,  to  28%,  and  Motorola 


Texas  Instruments  has  been 
increasing  its  share  of  the  digital 
signal  processor  market,  which  is 
expected  to  grow  to  more  than 
$10  billion  by  the  year  2002. 


$15.0 
10.0 


Digital  processor  sales  ($bil) 


Total  market 


remained  flat  at  12%,  according  to  market  researchers  IC 
Insights. 

The  others  "didn't  come  early,  didn't  spot  it," 
Templeton  says.  "In  this  market,  it's  very,  very  difficult 
to  be  a  late  arriver." 

Market  analyst  William  Strauss  of  Forward  Concepts 
figures  that  cellular  phones  and  other  current  uses  for 
DSPs  will  lead  the  market  to  expand  at  a  32%  annual  rate 

through  2003,  mean- 

Rising  digital  tide  ins  that  TI  has  the 

dominant  share  of 
what  could  be  the 
fastest-growing  semi- 
conductor business. 

But  Tl  is  also  culti- 
vating new  markets 
with  potentially 

explosive  growth — 
digital  subscriber 
line,  or  dsl,  services, 
for  example.  DSL  is 
popular  with  tele- 
phone companies  be- 
cause it's  simple  to 
install  and  can  pro- 
vide Internet  access 
at  up  to  8  million 
bits  a  second  over 
ordinary  telephone 
lines,  150  times  the 
speed  of  convention- 
al analog  modems.  TI 
likes  DSL  because 
copper  phone  lines 
are  noisy  and  require 
the  intensive  num- 
bers-crunching abili- 
ty of  dsp  chips  to 
correct  signals  for 
errors. 
SBC  Communications  and  other  phone  companies 
already  are  installing  dsl  equipment.  Dataquest  analyst 
Gregory  Sheppard  says  that  personal  computer  makers 
such  as  Compaq  Computer  and  Dell  Computer  will 
begin  shipping  PCs  with  DSL-capable  modems  in  volume 
by  the  end  of  this  year,  driving  sales  of  DSL  modems  as 
high  as  2  million  units  in  1999  alone. 

And  an  even  bigger  potential  market  looms  on  the 
horizon:  telephones  that  use  Internet  protocol  digital 
coding.  Such  phones — which  are  a  mainstream  version 
of  Internet  phones  now  available  as  PC  software — would 
allow  users  to  skip  long  distance  charges.  They'd  also 
require  millions  of  programmable  DSPs,  both  to  transmit 
the  data  and  to  allow  phone  companies  to  change  the 
specifications  of  individual  phones  as  protocols  and  a 
customer's  service  plan  change. 

"We'd  like  to  put  a  programmable  DSP  at  every  end  of 
every  phone  on  earth,"  says  Douglas  Rasor,  vice  presi- 
dent of  strategic  marketing  in  Ti's  semiconductor  group. 
"Two  DSPs  per  phone  call — I  like  the  sound  of  that."  m 


0.1 
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Note:  Broken  line  indicates  estimate. 
Source:  Forward  Concepts 
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Cars  are  all  about  branding,  and  they  are  also  about  technology. 
Subaru  had  to  blend  the  two  to  rescue  its  U.S.  operation. 

Reinventing  the  wheel 


By  Terril  Yue  Jones 


Think  of  Subaru  and  you  probably 
think  of  Crocodile  Dundee  careening 
around  the  Australian  outback  leaping 
mud  puddles  and  chasing  wombats. 
Will  that  sell  station  wagons?  Not  by 
itself.  Not  too  many  years  ago  Subaru 
of  America  was  on  its  deathbed.  Its 
turnaround  is  a  lesson  on 
how  a  company  can  exploit 
its  technology — in  diis  case, 
all-wheel-drive — to  create  a 
brand  image. 

By  1993  Subaru,  a  sub 
sidiary  of  giant  Fuji  Heavy 
Industries,  was  selling  only 
104,000  cars  a  year  in  the 
U.S.,  down  60%  from  the 
peak  seven  years  earlier,  and 
cumulative  U.S.  losses  were 
nearly  $1  billion.  Its  cars, 
with  a  few  exceptions,  had 


become  unremarkable,  even  boring. 
Subaru  had  tried  to  craft  a  reputation  as 
"inexpensive  and  built  to  stay  that  way," 
but  the  market  wasn't  buying. 

"Subaru  was  competing  head-up 
with  Honda  and  Toyota,  and  so  were 
Mazda,  Mitsubishi,  Nissan  and  the 


Fewer  cars, 
more  cash 

Subaru  sold  more  cars 
in  the  U.S.  in  1986 
than  in  1998,  but 
bv  repositioning  itself 
as  a  more  upscale  brand, 
it  has  raised  revenue 

ide  from  $10,700 
ir.     186  to  $21,000 
lab 


Subaru's  U.S.  revenue  ($mil) 
$3,500 


Koreans — we  were  fi§ 
ing  to  be  number  thil 
on  the  shopping  lis[ 
says  George  Muller,  i\ 
a  former  operaticl 
manager  and  chief  finJ 
cial  officer  of  Subaru  f 
America  before  becol 
ing  its  president  in  199J 
"What  are  we  gol 
at?"  Muller  asked  hi) 
self.  "What's  our  p<[ 
sona?"  The  answer  vl 
a  technology:  all-wheJ 
drive.  He  yanked  fro  [ 
wheel-drive  vehici 
from  the  lineup  to 
centrate  on  that. 

"We  made  a  comnj 
ment  to  sell  only 
wheel-drive  to  diffenl 
tiate    ourselves    fr< 
Toyota   and   Hond; 
Muller     recalls     frc« 
Subaru  of  America's  a  I 
headquarters  in  Che  ] 
Hill,  N.J. 

The  decision  wasj 
an  obvious  winner.  Americans,  usedj 
four-wheel-drive  in  big  sport-util 
vehicles  and  pickups,  might  not  go 
it  in  passenger  cars.  Dealers,  especi; 
in  California  and  Florida,  worried  1 1 
consumers  equated  all-wheel  capabj 
ty  with  snow  country  only. 

But     Muller 
ahead,       playing 
Subaru's       technokl 
edge:  its    compact 
wheel-drive  unit,  whi 
main      component 
about  the  size  of  a  gra  I 
fruit.  The  company  p  | 
claimed  that  awd  m; 
its  cars  grip  the   re 
tighter,  not  only  in  m 
snow  and  ice,  but  alsc 
rain  or  simply  on  di 
pavement.  Subaru's  A 


•95 '98 

Source:  Subaru  of  America. 
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how  do  you  prepare  natural  gas 
t>r  a  long  journey  to  some  cold,  remote  location? 

Chill  it,  of  course. 


* 


Delivering  vast  quantities  of  natural  gas  over  great 
distances  gets  to  be  not  only  logistically  difficult, 
put  expensive.  So  Phillips  Petroleum  developed  a 
proprietary  means  of  producing  liquefied  natural 
gas,  a  process  that  chills  the  gas,  shrinking  it  over 
fcOO  times,  turning  it  into  a  liquid  form  that  is 


economically  feasible  to  transport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  world.  It's  a  valuable  tech- 
nology and  another  prime  example  of  what  it 

means  to  be  The  Performance  Company.  <MIS> 

PHILLIPS  PETROLEUM  COMPANY  l£$) 


»r  a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesville,  OK  74004, 

or  visit  us  at  www.phillips66.com. 


work 


is  always  engaged,  transferring  power 
from  wheels  that  begin  to  spin  to  those 
that  have  better  traction.  You  get  the 
traction  of  an  SUV  four-wheeler  without 
die  rollover  risk.  Early  ads  went  after 
Jeep  Cherokee  and  Ford  Explorer, 
claiming  Subaru  had  better  handling. 

As  sales  picked  up,  to  148,000  cars 
in  1998,  Muller  edged  Subaru  of 
America  up  the  scale  in  luxury  and  in 
price.  The  smaller  Imprezas,  imported 
from  Japan,  go  for  $16,000  to 
$20,000,  and  Legacys,  made  in 
Lafayette,  Ind.,  from  $17,000  up  to 
$27,000  for  a  fully  loaded  Outback 
Limited.  That's  still  well  below  the 
$32,000  to  $49,000  you  pay  for  other 
four-wheel-drive  station  wagons,  like 
Audi's  A4  Avant  and  Mercedes'  E- 
class.  But  the  Outback  is  classy  enough 
to  compete  with  Volvos. 

The  public  took  notice  of  a  moder- 
ately priced  all-weather  vehicle  with  al- 
most the  same  cargo  capacity  as  an  SUV 
but  better  handling  and  comfort.  The 
Paul  Hogan/Crocodile  Dundee  ads, 
which  began  in  1996,  added  an  irrev- 
erent edge  to  Subaru's  stolid  image. 
The  category  Subaru  pioneered — the 
car- based  suv  hybrid — is  being  imitat- 
ed by  such  manufacturers  as  Lexus, 
BMW,  Ford  and  Cadillac. 

Many  vehicle  ideas  emanate  from 
Subaru  of  America,  such  as  the  origi- 
nal designs  for  the  Legacy  Outback 
and  the  somewhat  taller  Forester.  U.S. 
sales   account  for  about   35%   of 
Subaru's  worldwide  total.  Muller 
has  influence  over  what  is  made  or 
sold  in  the  U.S.,  but  Tokyo  ulti- 
mately calls  the  shots. 

And  sometimes  they're  not  the 
right  ones.  They  should,  for  example, 
have  put  six  cylinders  into  the  2000 
Legacy  instead  of  four;  with  gasoline 
cheap,  Americans  are  clamoring  for 
more  power.  Subaru  isn't  even  mar- 
keting here  all  the  models  it  has  in 
Japan.  The  turbo-charged  Impreza 
22B,  for  instance,  has  a  cult  following 
in  Europe,  where  gray-market  imports 
sell  for  up  to  $70,000. 

A  final  irony:  Fuji  and  Muller  have 
done  such  a  good  job  of  differentiating 
Subaru  that  Fuji  would  make  a  plum 
acquisition  or  merger  target.  Its  prod- 
uct lineup  overlaps  with  no  other  one 
in  the  world.  Nothing's  happening 
now,  but  smart  and  wealthy  manufac 
turers  should  take  notice,  n 
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Think  men  and  women  are  from  different  planets? 

In  the  workplace  there's  another  skirmish 

going  on.-  between  young  women  and  older  women. 

Generational 
warfare 


By  Katarzyna  Moreno  and  Morgan  Murphy 


In  December  1996  Forbes  gathered 
20  female  executives  to  pose  for  our 
cover  photograph  about  the  women 
of  Silicon  Valley.  Katrina  Garnett, 
president  of  CrossWorlds  Software, 
still  remembers  something  odd  about 
the  get-together.  "The  photo  shoot 
took  die  whole  day  and  we  were  all  in 
one  room  and  yet  none  of  the 
women  talked  to  each  other  or 
exchanged  business  cards,"  she  says. 
Why?  "Because  women  are  com- 


petitive and  catty,"  Garnett  conclude! 
Ouch!  You've  heard  a  lot  about  til 
war  between  the  sexes,  sexual  haras? 
ment  and  the  glass  ceiling.  There 
another  war  going  on  in  corpora^ 
America — the  war  of  the  sisters. 

This  is  not  just  women  fightinj 
women.  After  talking  to  a  hundrej 
women,  we  found  that  much  oft! 
friction  takes  place  between  differei. 
generations:  the  older,  trailblazinl 
women  who  had  to  sacrificl 
family  for  careers  an| 
the  younger,  wanx 
it-all-now  women  I 
"Different  geneij 
ations  of  women  i| 
the  workplace  hav 
very  different  valul 
systems — which  leac 
to  a  lot  of  con] 
flicts  betw  ee  i 
them,"  sayl 
Albert  Bern 
stein,  a  Vancoul 
ver,  Wash,  clinic; | 
psychologist  an/ 
manage  menj 
consultant. 

The     bigges] 

source   of  fric 

tion:     balancing 

career  and  famih 

Fiftv    vears    ag« 

only   20%   of  al    I 

married    womei 

worked.       Man 

women     of    tha 

generation  felt  tha 

to   move    up   th 

ladder  they  had  t< 

neglect     or     no 

have    families.   I 
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'Harriott 

HOTELS    BESORTS    SUITES 


'RENAISSANCE, 

|       HOTELS  AND  RESORTS 


Marriott  Rewards®  25K  Bonus.  Marriott  Rewards  members  who  sign  up  for  our  special  bonus  will  get 
5,000  extra  points  for  every  three  stays*  at  a  Marriott  Hotels,  Resorts  and  Suites  or  at  participating  Renaissance 
Hotels  and  Resorts  from  February  21  -  September  6, 1999.  All  the  way  up  to  a  grand  total  of  25,000  bonus 
points.  Add  that  to  the  points  you're  already  racking  up  as  a  Marriott  Rewards  member  and  you  are  well  on  your 
way  to  basking  in  the  sun  or  swishing  down  a  mountainside.  We  have  over  1,500  places  worldwide  (including 
glorious  resorts)  where  you  can  redeem  your  points.  Plus  cruises,  flights,  car  rentals  and  vacation  packages. 
To  sign  up  for  the  25K  Bonus,  just  call  888-977-7012  or  click  over  to  www.marriottrewards.com. 


A  "stay"  means  the  complete  period  for  which  payment  was  made 
(either  one  night  or  consecutive  nights)  from  check-in  to  checkout. 
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Your  i 

export  manager  is  in  a 
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No  one  knows 


Or  why. 
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WORLDRISK  coverage 

OU  sent  him  halfway  around  the  world  to  mine  opportunity.  He's  a  valuable 
employee.  He's  in  trouble.  What  should  you  do?  Do  you  know  the  laws?  The  culture? 
The  courts? 

This  is  the  real  world  small  companies  live  in  when  they  work  overseas.  When 
things  go  wrong,  they  go  wrong  on  a  large  scale.  And  if  your  company  is  not  properly 
covered,  the  world  becomes  an  ugly  place. 

How  can  AIG  help?  By  doing  things  others  can't.  By  taking  what  you  know 
about  "'insurance"  and  turning  that  notion  on  its  head. 


ho  insures 


you 
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Take  our  WORLDRISK  coverage.  It  goes  far  beyond  the  mere  coverage  of 
method  of  shipment  or  unforeseen  events.  Our  coverages  insure  you  against  property 
damage,  product  liability  marine  and  foreign  travel  accidents,  kidnapping,  ransom, 
and  extortion,  and  provide  for  emergency  medical  assistance. 

Perhaps  our  greatest  strength  lies  in  our  ability  to  act  swiftly  most  anywhere. 
Because  we  have  operations  in  virtually  every  major  market,  we  have  people  who 
bring  a  local  understanding  to  your  business,  who  grasp  the  intricacies  of  a  foreign 
culture,  who  can  negotiate  foreign  law. 

This  experience  uniquely  positions  us  to  work  where  others  can't,  to  tackle 
problems  others  shy  away  from.  And  because  our  reputation  is  solidly  backed  by 
Triple-A-rated  financial  strength,  you  can  rest  assured  that  the  AIG  Companies  will 
be  there  for  you. 

So  no  matter  what  the  risk,  no  matter  where  the  risk,  the  AIG  Companies  possess 
the  experience,  sophistication,  and  global  resources  to  custom-tailor  a  policy  that  places 
a  buffer  between  you  and  the  unexpected. 

Call  your  broker  or  e-mail  daniel.confalone@aig.com  to  find  out  more  about  our 
WORLDRISK"  coverage. 

What's  the  worst  that  could  happen?  That's  what  we  think  about  every  day. 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Companies,  70  Pine  Street,  Dept.  A,  New  York,  NY  10270.  www.aig.com 
Ince  coverage  provided  by  member  companies  of  American  International  Group,  Inc  Issuance  of  coverage  is  subject  to  underwriting  Please  refer  to  the  actual  policy  for  a  complete  description  ol  scope  and  limitations  of  coverage. 


AIG 


business  success  meant  working  killer 
hours  and  accepting  any  assignment, 
so  be  it.  They  don't  necessarily  want 
younger  women  to  sacrifice  their 
families— but  it  would  sure  be  nice 
if  they  displayed  some  of  the  same 
discipline. 

Today  60%  of  married  women 
work.  And  the  younger  generation  is 
looking  to  balance  work  and  family. 
They  don't  always  accept  the  trade- 
offs made  by  the  older  women. 

In  the  workplace  this  gets  played 
out  in  sometimes  unpleasant  con- 
frontations. When,  four  years  ago,  a 
39-vear-old  consultant  became  preg- 
nant with  her  third  child,  a  female 
senior  partner  commented  with  dis- 
gust: "And  why  would  you  want  to 
do  that?"1  The  senior  partner  was  ten 
years  older,  single  and  childless. 

Says  the  consultant:  "It  hurts  more 
when  you  hear  it  from  a  woman.  She 
must  have  been  thinking:  It  might 
have  been  me." 

Some  younger  women  sav  the 
older  model  is  just  too  alien  for  them 
to  understand.  Dana  Hagendorf,  26, 
a  manager  in  global  communications 
at  PricewaterhouseCoopers,  had  a 
female  boss  who  didn't  have  children. 
"I  didn't  talk  with  her  that  much 
because  I  was  looking  for  a  role 
model  who  had  made  the  balance," 
she  says. 

Don't  men  have  similar  tensions? 
Up  to  a  point,  yes.  But  they  have  yet 
to  match  women  in  their  contribu- 
tion to  child  rearing.  Another  differ- 
ence is  that  high-ranking  women  are 
still  relatively  new  in  the  workplace. 

Take  mentoring.  Corporations  talk 
a  lot  about  the  need  for  it,  vet 
between  older  and  younger  women  it 
can  turn  into  a  reluctant  dance.  Some 
older  successful  women  want  nothing 
to  do  with  it.  After  all,  they've  clawed 
their  way  up  the  ladder  in  male- 
dominated  organizations  and  "don't 
want  to  share  their  singular  role  as 
the  only  woman,"  says  Martha 
Mertz,  55,  a  commercial  real  estate 
developer  in  Michigan. 

When  Karen  Denardo,  24,  landed 
an  internship  in  the  marketing 
department  of  Microsoft  as  a  V 
ton  undergraduate  a  couple  ot 
ago,  she  was  excited  that  she  would 
be  reporting  to  a  woman.  But  her 
boss  kept  her  at  arm's  length  from 


dav  one  and  gave  all  the  plum  assign- 
ments to  a  male  intern.  Lacking  any 
other  reasons  to  explain  her  boss' 
behavior,  Denardo  concludes,  "I  got 
the  sense  that  some  women  would 
rather  be  the  only  woman." 

Mertz  calls  it  the  Queen  Bee  phe- 
nomenon: "I  am  the  only  one  at  the 
top,  and  isn't  it  nice  up  here?"  Dis- 
couraged by  the  lack  of  female  net- 
working, Mertz  founded  Athena,  a 
national  organization  that  promotes 
mentoring  among  women. 

Queen  Bee  is  only  part  of  the 
explanation,  though.  To  this  day,  says 
Catalyst,  a  women's  research  group 
in  New  York,  senior  women  worry 
that  spending  too  much  time  with 
other  women  will  only  hurt  their 
careers  vis-a-vis  the  men  who  run  the 
company.  That  reaction  isn't  surpris- 
ing. After  all,  in  the  1960s  there  were 
5  million  male  executives  but  only  1 
million  female  executives.  Men  were 


Mothers  at  work 

More  women  today  are  juggling  family 
and  jobs  than  a  generation  ago. 


Percentage  of  mothers  who  work 


70% 


With 

With 

With 

children 

children 

children 

under  2 

under  6 

under  18 

Source-.  Bureau  of  Labor  Statistics. 


powerful  and  thus  could  offer  more 
career  advancement.  That  isn't  much 
different  today,  either. 

Indeed,  some  women  worry  so 
much  about  the  appearance  of  female 
bonding  that  when  diey  do  feel  a  need 
for  it,  they  keep  it  strictly  private. 

Listen  to  Linda  Wassong,  45,  a 
former  executive  at  Conde  Nast:  "My 
female  boss  would  call  me  into  her 
office,  put  her  head  down,  turn  her 
hair  upside  down  and  start  brushing 
it  in  front  of  me  to  make  it  fuller.  She 
would  be  going  to  a  meeting  'with 
oys,'  as  she  would  sav.  And  she 


would  rehearse  with  me  what  she  v\ 
going  to  say. 

"But  when  the  door  was  open,  si 

ignored  me.  In  front  of  men  she  pr 

.  tended  to  be  a  tower  of  strength."  Tl 

result  of  these  kinds  of  encounter 

hurt  feelings  between  two  women. 

The  feminist  author  Naomi  Wcl 
has  written,  "It  is  not  men  wi| 
power  who  behave,  generally,  in  inc 
vidualistic,  defensively  competitil 
ways;  it's  the  few  women  with  powl 
who  tend  to  do  so." 

So  what  do  the  older  women  thiil 
of  all  this?  Marcia  Sterling,  55,  vi.| 
president  of  business  development ! 
Autodesk,  concedes  that  the  first  geJ 
eration  of  women  bosses  had  to  breJ 
so  much  new  ground  that  they  got  i 
little  obsessive-compulsive."  Sz\ 
Sterling,  "I  think  we  give  a  messaj 
to  the  young  generation  that's  tcl 
harsh.  We  often  tell  them  you  have  I 
give  up  everything,  put  your  job  tir.| 
and  family  second." 

To  the  trailblazers,  the  youngij 
generation's  plea  for  balance  sorm] 
times  seems  like  just  a  disguise  fq 
slothfulness.  "We  came  in  with  trl 
attitude  of  making  good  and  pavirl 
the  way,  so  we  were  diligent,"  saJ 
Marianne  Jennings,  45,  an  ethics  pro| 
fessor  at  Arizona  State  Universitf 
"Now  that  we've  paved  the  road  aril 
equality  has  spoken,  women  have  thl 
right  to  goof  off,  I  guess." 

This  type  of  dispute  was  playinj 
out  at  a  West  Coast  law  firm  whel 
Bernstein,  the  psychologist  and  corl 
sultant,  was  called  in  to  mediatd 
Four  younger  women  viewed  the 
boss,  a  senior  partner  in  her  50s,  as  j 
relic,  someone  who  put   up   witl 
doing  more  work  than  her  malj 
counterparts  for  less  monev.  Thei 
complained  bitterly  about  salarie: 
promotions   and    the    numbers   ( 
hours  the  female  boss  expected  thei 
to  work.  The  boss'  view?  She  consic 
ered  the  younger  women  lazy  an 
selfish,  unconcerned  about  the  w  el  | 
being  of  the  law  firm. 

Bernstein's  assessment:  "In  thl 
past  women  were  taught  to  put  otht 
peoples'  needs — in  this  case  thei 
employers'  needs — ahead  of  thei 
own  needs.  But  younger  women  noi  | 
feel  it's  okay  to  put  their  needs  first. 

The  generational  friction  is  likely  t 
continue,  n 
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feENEATH  ITS  SMARTLY  TAILORED  EXTERIOR,  THE  INTRIGUE  NOW  BOASTS  AN 
AWARD-WINNING  215  HORSEPOWER  V6,  GIVING  THIS  ALREADY  NIMBLE  PERFORMER  A 
PERFECT  BALANCE  OF  POWER  AND  AGILITY.  JUST  ASK  WARDS  AUTO  WORLD,  WHICH 
flAMED    THE    3.5-LITER   TWIN-CAM    V6    ONE    OF    THE    TEN    BEST    ENGINES    OF    1999. 
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By  Bruce  Upbin 


Read,  quiz, 
repeat.  A  winning 
formula  at 
Chase  Elementary 
in  Chicago. 


Peter  Drucker  says  the  U.S.  educa- 
tion system  is  overadministered  and 
undermanaged.  Meaning:  There  are 
a  lot  of  bureaucrats,  but  they  don't 
apply  sound  management  techniques 
to  producing  the  output  they  are 
hired  to  produce. 

A  change  may  be  afoot,  thanks  in 
part  to  software  technology.  The 
technology  just  might  make  schools 
better  at  quality  control — knowing 
which  instructional  techniques  work 
and  when. 

"[Schools]  have  been  pretty  much 
flying  by  the  seat  of  their  pants,  doing 
what  feels  right  or  what  some  guru  or 
academician  said  was  right,"  saj 
John  Stevens,  director  of  the  Texas 
Business  &  Education  Coalition. 

The  new  technology  is  coming 
from  outfits  like  Advantage  Learning 
Systems,  a  small  but  fast-growing 


software  company  in  Wisconsin 
Rapids,  Wis.  that  sells  instructional 
aids  and  computerized  quizzes  to 
monitor  their  results. 

Teacher  Judith  Paul  and  her  hus- 
band, Terrance,  a  lawyer  and  educa- 
tion researcher,  founded  als  in 
1986.  Last  year  the  firm  netted  $13 
million  on  $55  million  in  sales. 
That  handsome  margin — and  the 
company's  61%  annual  growth 
rate — makes  it  a  favorite  on  Wall 
Street,  with  a  stunning  $1.3  billion 
market  capitalization. 

\is  says  it  has  trained  100,000 
teachers  to  use  its  computer-based 
reading  quizzes  and  reports,  which 
are  in  use  in  30%  of  U.S.  and  Cana- 
elementary  schools.  One  cus- 
tomer, Salmon  P.  Chase  Elementary 
Sci  ool,  is  in  a  tough,  almost  entirely 
Spa  ush  speaking,  Chicago  neighbor- 


hood, yet  40  or  so  kids  come  t< 
school  an  hour  early  each  day  just  t( 
take  one  of  the  company's  Accelerat 
ed  Reader  computer  quizzes.  Chas< 
began  using  the  software  in  earnes 
two  years  ago,  shordy  after  the  schoo 
was  put  on  the  city's  probation  lis' 
for  chronically  bad  reading  scores. 

Accelerated  Reader  is  simple  stuf 
and  costs  as  litde  as  $400.  Kids  reac 
one  of  19,000  offered  books  and  tak 
a  short  comprehension  quiz.  Tht 
more  quizzes  they  pass,  the  more 
points  they  earn. 

Every  schoolkid  since  the  late 
1950s  probably  remembers  a  self- 
study  reader  program  just  like  this, 
from  sra.  All  that's  really  different 
in  the  digital  age  is  the  feedback 
loop.  Students  see  their  scores 
immediately.  Teachers  get  weekly 
reports  that  let  them  pinpoint  which 
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HICKEY-FREEMAN 
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1-800-295-3000  www.bickeyfreeman.cmn 


Soapsuds  over  social  studies 

It's  a  wonder  there's  any  innovation  In  education  at  all, 
given  how  little  is  spent  on  R&D. 

Research  &  development  expenditures  as  a  percent  of  revenues. 

Microsoft 


J  9.60% 
|  7.50% 

|  5.39% 

|  4.55% 
>le 
3.71% 

K-12  education 
|  0.03% 

Sources:  The  Edison  Project:  NationsBanc  Montgomery  Securities. 


17.27% 


Intel 
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Merck 

|  7.50% 

General  Motors 

|  5.39% 

Boeing 

|  4.55% 
Procter  &  Gamble 

|  3.71% 

Educated  consumers? 


Parents  fall  short  as  school  critics. 


system.  She  promised  to  kiss  a  pig 
the  end  of  the  first  year,  if  the.  ch 
dren  together  racked  up  4,0( 
points.  They  got  5,015 — and  in  rJ 
,  process  boosted  reading  scores  43 
enough  to  get  Chase  off  probatio 
La  Luz  displays  on  her  bookshelli 
photo  of  her  kissing  that  pig. 

Measuring  on  a  computer  ho 
much  and  how  well  students  a 
reading  is  relatively  easy,  but  whl 
about  testing  problem-solving  skil 
This  is  trickier,  but  no  less  importar 

Turn-of-the-century  Harvard  Ur 
versity  once  required  applicants 
perform,  under  teacher  supervisio 
several  of  40  physics  experiments  an 
submit  a  record 


Percent  of  parents  saying  they  know  a  lot  about        1 998        1 999 


Testing,  testing... 

Flatllnlng  in  the  era  of  No.  2  pencils. 


How  child  compares  with  others  internationally 

How  child  compares  with  others  in  the  U.S. 

How  child  compares  with  others  in  his  or  her  state 

How  child  compares  with  others  in  his  or  her  grade 

Qualifications  of  teachers 

How  school  ranks  in  district 

Curriculum  and  academic  goals 


7% 
15 
23 
45 
24 
35 
55 


5% 
15 
24 
52 
24 
39 
59 


Source:  Public  Agenda. 


Number  of  states  implementing  assessment  programs  vs.  math  and  reading  scores 


.  .  .  I  .  •  .  .  I 
'60        '65         70 

'Test  scores  for  13-year-olds  on  National  Assessment  of 
Educational  Progress.  Scores  are  on  a  scale  of  0  to  500. 


students  are  failing  too  many 
quizzes — signaling  a  need  for  one- 
on-one  tutoring — or  which  are 
ready  for  some  harder  stuff.  Parents 
see  weekly  reports,  too. 

General  Electric  would  be  nowhere 
in  quality  control  if  not  for  quick  and 
constant  measurement  of  output 
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.  .  .  I  . 
'80         '85         '90        '95    '98 

Sources:  Department  of  Education:  Office  of  Technology 
Assessment:  Council  of  Chief  State  School  Officers. 


Maybe  the  educational  system  should 
take  a  page  or  two  from  the  business- 
management  books. 

Check  out  a  book  from  the  library, 
read  it  through,  take  an  Accelerated 
Reader  quiz,  get  a  score,  repeat.  It 
sounds  like  factory  work,  but  Chase 
principal  Olga  La  Luz  swears  by  the 


their  observatio; 
and  measuremen 
Such  performanc 
based  exams  have 
big  advantage  ov<   } 
multiple      choic 
They    go    beyor 
whether    studen 
can   regurgitate 
set  of  facts  oni 
certain      day 
assess  their  knoM 

how.     They     gi 

"teaching    to    tr 
test"  a  good  name. 

Performance  assessment  can  1 
expensive,  though.  Only  14  stat 
currently  force  students  to  perfor 
some  kind  of  task  besides  essay  \vr 
ing.  California  dumped  its  system 
1994.  In  1995,  after  spending  thr 
years  and  $1.5  million,  Wiscons 
ended  its  program. 

This  is  a  shame.  "The  whole  poi 
of  total  quality  management  is  n 
flinching  from  measuring  what's  ha 
to  measure.  [Schools]  have  histoi 
cally  been  in  the  business  of  meast 
ing  what's  easier  to  measure  and  n 
measuring  what's  most  valuable 
us,"  says  Grant  Wiggins,  preside 
and  research  director  of  the  Cent 
on  Learning,  Assessment  &  Scho 
Structure  in  Pennington,  N.J. 

Solution:  technology.  Eleven  yes 
ago  Ronald  Stevens,  a  professor 
microbiology  and  immunology 
the  UCLA  School  of  Medicine,  g 
fed  up  trying  to  test  his  medical  st 
dents'  diagnostic  skills  with  pap 
and  pencil.  He  created  a  computt 
based  simulation  of  patients  in  ne< 
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Maximize  Your 
Income  Potential 


While  Maintaining  The 
Opportunity  For  Growth 

Franklin    Income    Fund 

The  Franklin  Income  Fund  is  designed  to  provide  investors  both 
income  and  growth  potential  by  investing  in  a  diversified  portfolio 
of  stocks  and  bonds,  selected  with  particular  consideration  for  their 
income-producing  potential.  Our  investment  strategy  focuses  on 
looking  for  undervalued  or  out-of-favor  securities  that  will  provide 
high  current  income  today  and  offer  the  potential  for  growth 
tomorrow. 

Designed  to  provide  monthly  income,  this  fund  has  paid  uninter- 
rupted dividends  since  its  inception  in  1948. The  fund  has  also  paid 
capital  gains  in  46  out  of  50  years. r  Enjoy  the  benefits  of: 

High  Current   Income 

Long-Term  Growth 

Franklin  Templeton  Management  Expertise 

Consider  investing  in  the  Franklin  Income  Fund  as  Franklin 
Templeton  celebrates  over  50  years  of  providing  innovative  financial 
products  and  services  in  the  mutual  fund  industry. 

Call  your  investment  representative  or  Franklin  today  for  more 
information. 

\    i  soo  FRANKLIN  ext.  F268 


Call  for  a  free  prospectus  containing  more  complete  information,  including  sales  charges  and  expenses.  Please  read  it 

carefully  before  you  invest  or  send  money. 

fPast  performance  does  not  guarantee  future  results. 

nHigh  yields  reflect  the  higher  credit  risks  associated  with  certain  lower-rated  securities  in  the  fund's  portfolio  and,  in  some 

cases,  the  lower  market  prices  for  these  instruments. 

Franklin  Templeton  Distributors,  Inc. 

www.franklin-templeton.com 
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Franklirf  Templeton5 


777  Mariners  Island  Boulevard,  San  Mateo,  CA  94404-1  585 
A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  For  Over  50  Years 


A  schoolhouse 
SAP?  Sure,  says 
NCS  Chairman 
Russell  Gullotti. 


of  diagnosis,  called  Immex.  Students 
select  from  dozens  of  lab  tests  and 
procedures  and  consult  with  simu- 
lated specialists  as  they  refine  their 
conclusions. 

The  software  tracks  and  times  stu- 
dents' moves,  creating  a  maplike  dia- 
gram showing  how  efficiently  they 
reach  their  conclusions.  Right  now  a 
teacher  must  score  the  map  by  hand, 
but  Stevens  is  close  to  finishing  a 
piece  of  pattern-recognition  software 
that  electronically  scores  those  maps. 
In  1995  Stevens  won  a  $2  million 
grant  from  the  National  Science 
Foundation  to  train  high  school 
teachers  to  create  their  own  Immex 
simulations.  It  is  now  used  at  25  high 
schools  in  the  Los  Angeles  area. 

Students  in  Joycelin  Palacio- 
Cayetano's  sophomore  biology  class 
at  Polytechnic  High  School  in  Sun 
Valley,  Calif,  used  Immex  to  investi- 
gate how  genetic  mutations  occur. 
After  a  year  on  it,  her  students  were 
twice  as  likely  to  scrutinize  hard  data 
than  to  guess,  something  they  did 
quite  frequently  at  first. 

Ideally,  better  tests  make  better 
learners,  but  testing  is  only  part  of  an 
effective  feedback  loop.  What  you  do 
with  the  data  is  just  as  important. 
The  state  of  recordkeeping  in  most 


5  schools  is  corpo- 
>  rate  America 

r  minus  easily  five  to 
|  ten  years.  Perhaps 
|  the  "killer  app"  for 
improving  learn- 
ing may  turn  out 
to  be  the  lowly 
database. 

With  a  $2  mil- 
lion grant  from 
IBM,  Florida's 
Broward  County 
schools,  the  fifth- 
largest  district  in 
the  U.S.,  became 
the  first  to  build  a 
searchable  data 
warehouse,  in 
1996.  Into  it  went 
information  on 
test  scores,  classes 
taken,  schedules, 
grades,  atten- 
dance, demo- 
graphics and, 
soon,  bus  routes. 
Last  year  a  Broward  math  teacher 
could  not  understand  why  his  bright- 
est eighth-grade  students  were  scor- 
ing merely  average  on  their  Stanford 
standardized  tests. 

Before  the  district  put  in  a  search- 
able database,  he  would  have  had  to 
navigate  scores  of  screens  to  see  how 
each  student  scored  in  each  test  sub- 
category. 

Instead  he  simply  set  up  a  few 
queries  to  generate  an  instant  report. 
It  turned  out  his  students  were  flunk- 
ing graph-plotting.  He  is  correcting 
the  problem. 

The  company  that  stands  to  gain 
most  from  a  data-driven  school  is 
National  Computer  Systems  in  Eden 
Prairie,  Minn.  For  decades,  NCS  has 
been  known  for  making  the  scanners 
that  score  standardized  tests  and 
being  the  largest  commercial  proces- 

The  "killer  app"  for 
improving  learning, 
which  everyone  thought 
would  be  the  Internet, 
may  actually  turn  out 
to  be  the  database. 


sor  of  student  tests,  scoring  39  mi] 
lion  tests  annually. 

Under  Chief  Executive  Russd 
Gullotti,  NCS  has  wakened  to  nel 
.opportunities.  Gullotti,  a  compacl 
earthy  Bostonian,  arrived  in  199| 
after  having  run  Digital  Equipment 
40,000-strong  computer  servicd 
division.  He  sold  off  a  financial  sej 
vices  arm  and  began  acquiring  sma 
school-software  companies,  piecinl 
together  what  is  now  a  soup-to-nuj 
school-automation-software  packagj 
Software  sales  and  services  reveml 
have  risen  from  $258  million  in  1991 
to  $493  million  last  year,  on  whicl 
NCS  earned  $32  million.  The  compJ 
ny's  products  are  entering  1,500  nej 
schools  every  quarter. 

Gullotti  has  positioned  NCS  as  til 
K-12  market's  equivalent  of  Germal 
enterprise-software  giant  sap.  School 
that  once  took  weeks  to  schedule  trl 
following  year's  classes  can  do  the  jej 
in  ten  minutes  on  ncs'  software. 

Its  curriculum-management  sof I 
ware  matches  classroom  lessons  tl 
state  standards  and  can  generate  tea 
items  for  on-the-fly  diagnostj 
assessment. 

Later  this  year  NCS  will  add  a  Wej 
module  to  allow  parents  free  access  ll 
their  child's  homework  assignment 
for  the  week  ahead,  as  well  as  updaoj 
on  skipped  classes,  tardies  an] 
whether  Johnny  got  into  a  fistfight  i| 
the  parking  lot. 

Will  it  save  taxpayers  any  mone;| 
Gullotti  diplomatically  sidesteps  til 
question.  "Installing  enterprise  sof  I 
ware  in  schools  is  more  about  qualiij 
of  service — good,  timely  data  propel 
ly  reported — than  it  is  about  repla<| 
ing  staff  or  getting  a  return  on  invesj 
ment,"  he  explains. 

NCS'  mantra:  If  you  can't  measui! 
it,  you  can't  manage  it.  Just  as  hosp 
tals  are  mining  past  patient  outcorm 
to  determine  the  most  efficient  trea 
ment,  ncs'  software  could  com 
school  data  to  determine  the  ide 
combination  of  coursework,  teacher 
tests  and  homework  assignmen  f 
to  achieve  a  superior  education 
outcome. 

Testing,  done  badly,  can  lead  tl 
perverse  outcomes,  as  the  story  c  | 
page  74  makes  clear.  Done  right, 
should  improve  output  in  the  $30 1 
billion  K-12  education  industry. 
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Question  #4:  How 


.y  aim? 


We  hear  a  lot  about  target 
marketing,  but  we're  not  yet 
reaching  our  most  valuable 
customers  effectively 


and  efficiently. 



AGREE 

SOMEWHAT  AGREE 

■ 

NEITHER  AGREE  NOR  DISAGREE 

SOMEWHAT  DISAGREE 

DISAGREE 

.    A 


fur  response  will  help  us  guide  you  through  one  of  the  many  issues  you'll  face 
I  the  21st  Century.  Imagine  if  you  answered  the  rest  of  our  questions. 

ir  free  needs  assessment  will  help  identify  and  resolve  many  of  the  significant 
siness  issues  your  company  will  face  in  the  new  millennium.  From  target  mar-     —-•—  -  jg 

';ing  to  developing  disaster  recovery  plans.  And  others. 
Visit  www.ibm.com/services/ads  today.  Or  call  1  800  IBM-7777,  Priority  Code 
9AA007.  Complete  our  questionnaire  and  we'll  send  you  your  personalized 
I'alysis,  as  well  as  Business  Beyond  2000:  New  Game,  New  Rules,  an  IDC  White 
:  Der,  available  only  from  IBM. 


IM  Global  Services    People  who  think.  People  who  do.  People  who  get  it.  business  people  I 


less  logo  and  People  who  think  People  who  do  People  who  get  it.  are  registered  trademaiks,  trademarks  oi  service  marks  ol  International  Business  Machines  Corporation.  ©1999  IBM  Coip. 


Educational  accountability  is  all  well  and  good— 
unless  the  educators  monkey  with  the  accounts. 

Can  you  trust 
the  test  scores? 


By  Dan  Seligman 

In  education  this  year  the  political 
establishment's  mantra  is  "account- 
ability." That  accountability  is  sup- 
posed to  come  in  part  from  new  insti- 
tutions, like  charter  schools,  and  in 
part  by  measuring  the  performance  of 
the  familiar  old  institutions. 

Giving  a  huge  lift  to  this  move- 
ment has  been  Texas  Governor 
George  W.  Bush,  who  made  school 
accountability  the  foundation  idea  of 
his  first  term  and  got  reelected  last 
fall  in  a  69%  landslide.  According  to 
Education  Week,  32  states  now  have 
some  version  of  accountability,  but 
drumbeating  for  the  idea  seems  to 
have  been  loudest  in  Texas,  Florida 
(where  George's  brother  Jeb  is  now 
in  charge),  North  Carolina, 
Louisiana,  Kentucky  and  Tennessee. 
Also  getting  into  the  act  has  been 
President  Clinton,  whose  State  of  the 
Union  laundry  list  included  some 
kind  of  federal  shirts  or  socks  (details 
remain  unclear)  to  dramatize  school 
accountability. 

Core  idea:  Accountability  means 
that  schools  with  good  test  scores  get 
rewarded.  That  means  more  money 
for  school  buildings  and  furnishings; 
also  for  the  teachers  and  principals, 
whose  career  options  get  expanded 
every  time  the  local  papers  print  their 
schools'  high  scores  and  rankings. 
Schools  with  bad  test  scores  get  pun- 
ished by  firings,  layoffs,  maybe  even 
state  takeovers  of  the  failing  schools 
and  public  disgrace  for  the  educators 
who  failed.  So  the  folks  in  charge  of 
delivering  the  product  (academic 
achievement)  have  powerful  incen- 
tives to  perform  effectively,  and,  as  we 
all  know  from  economics  textbooks, 
incentives  make  a  difference. 

But  do  incentives  give  you  more  of 
what   you   want?    Possibly   worth 
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recalling  in  this  context  are  certain 
other  high-level  government  initia- 
tives to  make  the  folks  at  ground 
level  accountable.  In  the  Vietnam 
War  the  efforts  notoriously  featured 
the  Pentagon  demanding  enemy 
body  counts  from  the  troops  in  the 
field,  which  resulted  in  reports 
hugely  inflated  by  noncombatant 
deaths.  In  the  realm  of  civil  rights, 
the  logic  of  numbers-based  account- 
ability led  to  race  and  sex  quotas. 
Similar  perversities  are  discernible  in 
educational  accountability. 

They  are  not  always  discernible  in 
the  national  media,  which  have  gen- 
erally gone  gaga  over  George  W. 
Bush's  record  in  Texas.  "His  secret 
elixir  is  education,"  said  a  headline 
over  a  long,  gushing  Time  magazine 
story  in  November,  which  dealt 
lengthily  with  the  rising  proportion 
of  children  who  had  been  passing  the 
Texas  Assessment  of  Academic  Skills 
(a  battery  of  reading,  writing  and 
math  tests). 

The  Texas  media  have  done  far  less 
gushing  about  the  taas  scores,  which 


determine  whether  schools  will 
rated  "exemplary,"  "recognized 
"acceptable,"    or — big    trouble 
"low-performing."        Newspape 
around    the    state    have    recen 
reported  hints  of  widespread  che 
ing  on  the  test,  with  suspicious  er 
sures   now   being   investigated 
Houston,    Dallas    and    elsewherl 
More  heavily  emphasized  by  t 
Texas  media  is  the  fact  that,  with 
much  riding  on  taas,  a  lot  of  cla 
rooms  are  now  dominated  by  "teac 
ing  to  the  test" — drilling  kids  ov 
and  over  in  the  skills  measured  1 
the  test  while  cutting  back  on  ever 
thing  else.  The  test  heavily  emph 
sizes  "the  basics,"  which  means  t 
drilling  is  arguably  of  some  value 
kids  who  never  mastered  the  mull 
plication  tables  but  a  bit  of  a  bo 
for  a  lot  of  other  kids.  A  long  repol 
in  the  Fort  Worth  Star-Telegra 
year  ago  left  you  thinking  that  trj 
endless  drills  are  also  a  bore  to  tl 
teachers.  But  Mike  A.  Moses,  hee) 
of  the  Texas  Education  Agency, 
unrepentant  about  teaching  to  tl 
test,  which  he  encourages.  The  sta 
now  makes   available   test-takir 
"study  guides,"  designed  to  he 
students  get  the  biggest  possib 
test-score  bang  for  whatever  achieve 
ment  bucks  they  bring  to  the  table 
One  large  difficulty  built  into  edij 
cational  accountability  is  a  stubboi 
fact  unmentionable  by  politician 
There  are  differences  not  only  i 
schools'  teaching  ability  but  in  kid 
learning  ability.  Schools  with  high-l 
kids,  whose  parents  include  a  lot  <   , 
professionals,  are  virtually  guarantee    II3J 
to  score  higher  than  schools  wit 
mostly  poor  inner-city  children — n 
matter  what  their  respective  schoo    \ 
do.  So  we  have  this  thorny  questioi 
In  holding  schools  accountable  fc 
their  students'  achievement,  shoul 
we  make  some  kind  of  "adjustment 
to  reflect  student  background? 

Nobody  has  a  good  answer  to  th;  | 
question.  If  you  make  the  adjus 
ment,  you  are  in  effect  saying  th; 
you  expect  certain  kinds  of  kids  t 
do  poorly  on  the  test — which  noboc 
wants  to  say.  But  if  you  don't  mak 
some  kind  of  adjustment,  you  ai 
plainly  being  unfair  to  a  lot  of  teacl 
ers  and  principals.  So  what  happens 
This  brings  us  to  a  second  prot 
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"Flamholtz  and  Randle  are  on  to  something 
very  powerful.... 

A  clear,  crisp  guide  to  achieving  the  level  of  transformation 
necessary  to  become  or  remain  a  market  leader." 

— Jeffrey  M.  Nugent,  CEO,  Neutrogena 

"Flamholtz  and  Randle  have  helped  PowerBar  and  I'm  excited  to  see 

that  their  tools  are  available  to  everyone  through  this  book." 

— Brian  Maxwell,  CEO,  PowerBar,  Inc. 


Changing  the  Game 

provides  a  comprehensh 

framework  and  a  set  of  tools  for 

the  strategic  management 

of  organizational 

transformation. 


0/  f  ne  Mrsf.  Seconff.  and  r/i/rd  Kinda 

aw  r  rwrfff  fiz 
mi  rmwf  uirnf 


^nw*  »i  Howarri  Scbuftz  cu. 


^■A"*****^ 


OXJORD 

UNIVERSITY  PRESS 


At  better  bookstores. 


www.oup.com 


To  Someone  Who  Stutters, 
It's  Easier  Done  Than  Said* 


The  fear  of  speaking  keeps  many 
people  from  being  heard.  If  you 
stutter  or  know  someone  who  does, 
write  or  call  for  our  free  informative 
brochures  on  prevention  and 
treatment  of  stuttering. 
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km:  What  happens  is  that  a  lot  > 
poor  (in  both  senses)  students  a 
simply  kept  out  of  the  accountabili 
system.  In  recent  years,  close  to  on 
quarter  of  those  in  the  teste 
grades — the  third  through  the  eighi 
and  the  tenth — have  been  excludei 
Students  in  "special  education"— 
term  covering  the  classes  for  kids  wit 
learning  disabilities  or  severe  physic 
or  mental  handicaps — have  not  be 
required  to  take  the  test.  Also  outsi 
the  accountability  circle  have  bee 
kids  judged  to  have  "limited  Englis 
proficiency"  and  some  kids  who  ha 
moved  from  one  school  to  anoth 
during  the  year. 

All  of  which  sounds  perfectly  na 
ural  until  you  focus  on  this  fact:  Dec 
sions  about  which  kids  are  placed  i 
these  exempt  categories  are  judgme 
calls,    and    the 


One  school 
exempted  75^ 
of  its  (mosth 
Hispanic) 
students 
from  the  test  i 


judgments  get 
made  by  admin- 
istrators, who 
have  huge  stakes 
in  the  test 
scores.  And,  you 
will  be  not 
stunned  to  learn, 
it  has  occurred  ^^^_ 
to       numerous 

administrators  that  their  school- 
average  scores  will  rise  if  they  pi 
more  of  the  poor  performers  in,  sa~. 
"special  ed." 

Evidently  expecting  to  find  snak 
oil,  the  Texas  Governor's  Businei 
Council  last  year  commissioned 
study  on  exemptions  in  school  dis 
tricts.  Suspicions  were  essentially  cor 
firmed.  An  analysis  by  education  cor 
sultant  Dan  in  Winick  and  Universit 
of  Houston  Professor  Laurence  / 
Toenjes  showed  that  there  were  hug 
variations  from  one  school  to  anothc 
in  the  proportions  of  students  exempi 
ed — and  the  differences  could  not  b 
explained  by  differences  in  poverty  c 
ethnicity.  Clearly,  some  schools  wer 
cheating  the  system.  The  study  cite 
two  schools  that  had  exempted  mor 
than  half  their  students,  enabling  ther 
to  attain  "exemplary"  ratings.  Anoth 
er  school  exempted  75%  of  its  (most! 
Hispanic)  students  and  got  a  "recog 
nized"  rating.  (Students  categorized  a 
Spanish-speaking  take  a  different  tesi 
in  their  own  language — but  thes 
test  results  have  been  outside  th 
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At  last,  something  to  show  for  all  your  hard  work. 

JVC's  FS  Music  Systems  represent  a  quantum  leap  in  sound 
&  style.  From  the  state-of-the-art  1  bit  CD  player  to  the 
Hyper  Neo  Olefin  drivers,  the  benchmark  technology 
inside  FS  reinforces  the  breathtaking  exterior. 

For  convenience,  there  is  a  stand-up  remote  and  a 
Dual  Layer  Fluorescent  Display  that  allows  you  to 
choose  between  an  elegant  analog  clock  or  digital 
track,  time,  and  station  information. ..  at  will. 
There's  also  a  built-in  20  minute  backup  to  make  sure 
you  never  miss  an  important  meeting  or  tee  time. 

So,  if  music  is  a  big  part  of 
getting  you  through  the 
day— and  making  the  night 
feel  right,  JVC  FS  Music 
Systems  are  the  perfect 
24  hour  companion. 


JVC     1700  Valley  Road,  Wayne,  NJ  07470   www.jvc.com 


accountability  system.) 

Accountability  in  Texas  will  get  a 
new  look  this  spring.  Responding  to 
what  is  perceived  as  widespread  rack- 
eteering in  exemptions,  the  legislature 
and  Governor  Bush  have  supported 
legislation  largely  ending  the  exemp- 
tion for  special  education.  This  new 
deal  will  be  reflected  for  the  first  time 


in  the  results  released  this  spring,  and 
the  state  is  braced  for  a  broad  sell-off 
in  TAAS  scores.  (The  scores  will  prob- 
ably drop  in  the  years  ahead,  as  stu- 
dents taking  the  Spanish-language  test 
are  added  to  the  accountability 
system.) 

The  new  system  will  surely  give 
Texans  a  better  idea  of  how  well  their 


students  are  doing.  But  it  elimina 
the  safety  valve  that  up  to  now  1 
been  available  to  the  teachers  a 
administrators  being  held  accountal 
for  the  academic  achievements 
deprived  children. 

In  Texas,  and  perhaps  a  lot  of  otf 
places,  accountability's  problems 
just  beginning.  §■ 


At  70  Citizens  Utilities 
Chairman  Leonard  Tow 
is  reinventing  himself 
as  a  fiber  czar. 

Second 
wind 

By  Caroline  Waxier 

Mention  the  name  Leonard  Tow 
and  you  often  get  guffaws  from  Wall 
Street  executives  and  moans  from 
shareholders.  Tow  was  the  guy  who 
paid  himself  over  $15  million  in 
compensation  in  1992,  a  year  in 
which  the  two  publicly  held  compa- 
nies he  ran,  Citizens  Utilities  and 
Century  Communications,  had 
combined  revenues  of  $893  million 
and  profits  of  only  $49  million. 
Shareholder  lawsuits  about  this 
largesse  have  long  been  settled,  but 
the  companies  have  never  fully 
recovered  from  the  image  problem. 
Together,  Citizens  and  Century  have 
been  an  odd  mix  of  gas,  telephone, 
electric,  cable  and  water  operations. 

But  look  who's  laughing  now.  At 
age  70  Leonard  Tow  is  making  a 
comeback.  He's  reinventing  himself 
as  a  telecom  magnate,  sounding 
more  like  a  man  running  a  company 
with  a  ".com"  at  the  end  of  its  name 
than  a  crusty  septuagenarian  who 
grew  up  above  the  family  discount 
store  in  Brooklyn. 

"The  phone  companies  are 
defending  their  territory  the  same 
way  Custer  did,"  he  says.  Most 
phone  companies  intend  to  deliver 


medium  bandwidth  to  your  home 
with  "digital  subscriber  loop"  tech- 
nology over  pairs  of  ancient  copper 
wires.  "That's  a  fix  with  limited 
potential — it  can't  match  the  accura- 
cy of  new  competitive  networks,"  he 
says.  Tow  aims  to  have  the  phone 
companies  in  his  empire  eventually 
deliver  high  bandwidth  over  fiber- 
optic lines. 

How  is  Tow  going  to  pay  for  this 
costly  upgrade?  By  horse-trading. 
Last  year  he  sold  his  cellular  proper- 
ties to  buyout  firm  ccw  Acquisition 
group  for  $2  billion.  Now  he's  try- 
ing to  sell  cable  TV  provider  Century 
for  perhaps  $5  billion.  Likely  buyer: 
Microsoft  billion- 
aire Paul  Allen.  Says 
Tow,  "I've  crossed 
the  bridge.  If  I  can 
get  the  right  price, 
I'll  do  it." 

A  scholarship  stu- 
dent   at    Brooklyn 
College,  Tow  went 
on     to     Columbia 
and   then   to  work 
for     Irving     Kahn 
at       cable       outfit 
Telepr  omp  ter , 
where  he  eventually 
was  put  in  charge  of     ^^^H 
acquisitions. 
"Irving  introduced  me  to  the  idea 
of  broadband.    He  was   a  dreamer 
who  envisioned  a  nation  covered  via 
cable,"  says  Tow. 

Tow  had  his  own  dreams.  Out  of  a 
job  when  Jack  Kent  Cooke  bought 
Teleprompter  in  1973,  Tow  wrote  a 
business  plan  on  his  dining  room 
table  for  what  would  become 
Century  Communications.  He  part- 
nered with  Sentry  Insurance  of 
Wisconsin  to  start  the  company. 
Each  side  put  up  $1 1,000.  Tow  bor- 
rowed heavily  to  build  up  his  New 
Canaan,  Conn. -based  operation. 


Leonard  Tow 

Look  who's  smiling  now. 
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Then,  in  1989,  Tow  paid  $« 
million  for  a  2%  stake  in  Stamfor 
Conn. -based  Citizens  Utilitie 
Where  others  saw  only  gas  ai 
electric  operations,  Tow  focus 
on  the  company's  local  telepho: 
business,  which  served  476, 0( 
customers. 

To  the  local  telephone  businei 
Tow  added  long  distance  servk 
and  bought  into  a  Vancouver- basi 
outfit  called  Electric  Lightwa\ 
which  operates  a  fiber-optic  data  ne 
work  expected  to  generate  $150  m 
lion  of  revenues  this  year.  It's  all 
one  of  the  country's  top  Interni 
backbone  providers. 

In  expanding  I 
g  phone  business  To< 
has  employed  tit 
same  rural  expaii 
sion  strategy  as  1 
once  did  in  ga 
water  and  electrii 
He  buys  up  region 
telcos — mostlv  fan 
ily-run,  cuts  ove 
head  by  up  to  20 
and  then  lave 
on  new  servio 
like  long  distanc 
caller  ID  and  ca 
waiting.  Now  he 
got  983,000  loc 
phone  customers.  Tow  also  wants  t 
start  a  private  broadband  compar 
to  give  these  customers  video  an 
data  transmission — services  Tow  sa] 
traditional  phone  companies  don 
grasp  the  need  for. 

Next  step:  Tow  this  year  plans  t 
spin  off  Citizens'  telco  business  t 
shareholders  as  a  separate  publi 
entity  with  nearly  $1  billion  in  re\ 
enues  and,  presumably,  a  hig 
price/earnings  multiple.  Says  medi 
analyst  Salvatore  Muoio:  "At  7 
years  old,  Leonard  is  having  a  resui 
gence."  No  kidding,   m 
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How  Will  You 

Afford  The 

New  Retirement? 

Start  by  calling  for  Prudential's  free  guide! 

Today,  you're  faced  with  a  whole  new  set  of  retirement  goals  and  challenges — like  turning  a 
hobby  into  a  business.  Meeting  rising  health-care  costs.  Or  caring  for  both  children  and  elderly 
parents.  They're  all  part  of  what  Prudential  calls  the  New  Retirement,  and  they  call  for  new 
financial  solutions.  Our  free  guide,  The  New  Retirement  Starts  Here,  can  help.  Get  yours,  and 
take  an  eye-opening  look  at  the  future  of  retirement — 
and  how  you  can  get  there  comfortably. 


Prudential  — 
Your  Retirement 
Resource 

Professional  advke 

Prudential  has  more  than 
6,000  financial  advisors 
and  1 0,000  insurance 
agents  to  help  you  reach 
your  retirement  goals. 

Investments  to  help 
you  build  wealth 

Prudential  can  help  you 
build  a  well-diversified 

portfolio  with  stocks, 
bonds,  CDs  and  annuities, 
plus  mutual  funds  horn 
today's  most  popular 
money  managers. 

Insurance  to  help 
you  protect  wealth 

Prudential  offers  a 
wide  range  of  products 
designed  to  help  you 
protect  your  home, 
your  assets,  and  the 
ones  you  love. 


Uncover  the  realities  of  the  New 
Retirement.  The  New  Retirement  Starts 
Here  explores  a  wave  of  new  trends  that  are 
sure  to  affect  the  way  you  plan  for  and  live  in 
retirement. 

Learn  the  new  essentials  to 
retirement  planning.  Prudential's 
free  guide  gives  you  a  fresh  perspective  on 
how  much  you  might  need  to  save  for  the 
New  Retirement  and  offers  both  new  and 
time-tested  ideas  for  your  retirement  plan. 

See  how  you  can  take  the  bite 
out  of  taxes.  From  401(k)s  to  IRAs  and 
estate  planning,  this  guide  explains  the  basic 
steps  to  reducing  the  effects  of  federal  and 
estate  taxes  on  your  nest  egg. 

Find  out  how  you  can  safeguard 
your  retirement  assets.  Outliving  your 
assets  could  be  one  of  the  most  critical  issues 
you'll  face  in  your  retirement.  This  guide  shows 
you  how  a  range  of  financial  options — including 
life,  disability  and  long-term  care  insurance* — 
can  help  keep  your  retirement  assets  secure. 


Call  today  for  your  free  guide. 

1  -800-THE-ROCK 

(1-800-843-7625)        ext.  3237 

w  ww.prudential.com 


Cm|  Prudential 


999  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102.  Securities  products  and  services  are  offered 
through  Prudential  Securities,  199  Water  Street,  New  York,  NY  10292  (member  SIPC),  and  Pruco  Securities  Corporation, 
751  Broad  Street,  Newark,  NJ  07102,  both  subsidiaries  of  Prudential.  *Disability  and  long-term  care  insurance  vary  by  carrier  and  state. 


FedEx  is  one  good  package  deliverer. 

But  don't  kid  yourself  that  it's  an  Internet  play. 

Absolutely,  positively 
overblown 


By  Kelly  Barron 

Shares  of  fdx  Corp.,  the  $16  billion 
( 1998  revenues)  parent  of  carrier  Fed- 
eral Express,  have  soared  42%,  to  $93, 
in  the  past  three  months.  Is  Memphis- 
based  FedEx  suddenly  shipping  42% 
more  fresh  lobsters,  legal  documents 
and  important  packages? 

Hardly.  FedEx's  domestic  express 
shipments  rose  5%  in  the  second  quar- 
ter ended  Nov.  30,  1998  from  a  year 
ago,  according  to  Merrill  Lynch  ana- 
lyst Jeffrey  Kauffman.  International 
shipments  increased  8%.  Both  are 
down  from  double-digit  increases  a 
year  ago.  But  when  it  comes  to  Inter- 
net plays,  fundamentals  rarely  get  in 
the  way  of  a  good  story. 

The  story  here  is  this:  If  more  of  us 
sit  in  our  badirobes  at  home  ordering 
from  Amazon.com,  Victoria's  Secret 
and  a  thousand  other  Internet  retail 
shopping  sites,  someone  will  clean  up 
delivering  the  goodies.  The  story 
picked  up  momentum  in  December 
following  a  breathless  Barron's  article 
that  quoted  FDX  Corp.  Chairman 
Frederick  W.  Smith  as  saying:  "Wall 
Street  doesn't  really  begin  to  appreci- 
ate FedEx's  role  in  this  huge  e-com- 
merce  revolution." 

There's  just  one  problem  with  the 
Internet  retailing  story:  Delivering 
packages  to  residences,  where  most 
Internet  consumer-shopping  packages 
are  sent,  isn't  a  very  profitable  business 
for  FedEx. 

Picture  an  orange-and-purple  Fed- 
Ex truck  tooling  through  downtown. 
In  an  hour,  the  truck  can  make  15  to 
18  deliveries,  picking  up  packages 
to  take  elsewhere  as  it  makes 
its  stops,  many  of  which  are  in  the 
same  building.  The  average  revenue 
per  delivery  in  a  commercial  area  is 
about    $28,   says    Pittsburgh-based 
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transportation  consultant 
Satish  Jindel. 

But  when  the  same 
truck  heads  to  the  sub- 
urbs, it  makes  all  of  9 
deliveries  an  hour  and 
rarely  picks  up  packages 
to  be  taken  elsewhere. 
The  result:  The  average 
revenue  per  delivery  to  a 
house  is  just  $10.40, 
says  Jindel. 

The  predominance  of 
commercial  deliveries  at 
FedEx  affords  the  com- 
pany an  8%  overall  operating  margin 
("operating  profit"  meaning  profit 
before  depreciation,  interest  and 
taxes).  But  the  home  deliveries, 
which  account  for  perhaps  10%  of 
the  company's  volume,  contribute 
nothing  to  operating  net,  says  Jindel. 
The  company  barely  breaks  even  on 
residential  traffic  after  deducting  for 
labor  and  other  expenses — like  the 
liability'  if  someone  swipes  the  pack- 
age from  your  doorstep. 

FedEx  officials  aren't  too  eager  to 
boost  the  residential  business.  Asked 
how  they'll  retool  to  address  Internet 
retailing,  fox's  chief  information  offi- 
cer, Dennis  Jones,  is  circumspect. 

"It's  an  issue  that  requires  us  to 
solve  it,"  he  says  cryptically. 

Most  retail  shoppers  on  the  Internet 
don't  want  to  fork  over  extra  money  to 
get  a  package  overnight.  Only  2%  of 
Internet  shoppers  said  they  received 
packages  ordered  on-line  via  overnight 
delivery,  according  to  a  recent  survey 
from  Zona  Research  in  Redwood  City, 
Calif.  Most  of  die  packages  ordered  on- 
line were  delivered  by  the  United  Parcel 
Service  or  the  U.S.  Postal  Service. 

FedEx  sees  more  potential  in  its 


home  territory — business-to-busines 
commerce.  Its  famed  on-line  trackinf 
service  aids  this  market.  The  futur 
here  lies  in  helping  customers  wid 
supply  chain  management,  inventor 
control,  product  assembly,  distributioi 
and  billing.  Technology  will  play 
large  role  in  FedEx's  success  or  tail 
ure — and  in  that  of  archrival  UPS. 

"The  transportation  companies  tha 
invest  in  technology  are  going  to  di 
better  than  those  that  don't.  But  it' 
not  going  to  cause  someone  who  i 
going  to  buy  one  widget  to  buy  two, 
says  Theodore  Scherck,  president  c 
die  Adanta-based  Colography  Group 
a  global  transportation  consulting  rirrr 

Internet  or  no,  Kauffman  expect 
FedEx's  earnings  to  fall  4%  for  fisa 
1999,  to  $560  million.  He  blame 
slowing  demand  for  domesti 
overnight  packages,  sluggish  interna 
tional  growth,  pilot  compensatio 
costs  and  contingency  expenses. 

Pricing  the  stock  at  25  time 
expected  1999  earnings — a  ratio  58' 
higher  than  FedEx's  five-year  avei 
age — Internet-addicted  investors  ar 
expecting  more  than  FedEx  may  b 
able  to  deliver,  tm 
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mn  the  tuxedos,  full  speed  ahead. 
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tie  is  optional  but  a  300-horsepower  V-8  is  standard  in  the  world's  most  powerful  luxury  SUV  There's  room  for  seven  in  three  rows  of  leather- 
ed seats.  And  up  to  8,850  pounds  towing  capacity.  Call  800  688-8898,  visit  www.lmcolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 

'models  built  after  12/7/98 


Lincoln  Navigator.  What  a  luxury 


should  be. 


All  the  world  is  merging.  But  there  is  such  a  thing  as  too  much  consolidation. 
Union  Pacific  Chairman  Dick  Davidson  admits  as  much. 

Back  on  track? 


By  Christopher  Palmeri  and  Angela  Arnold 


SO     BAD    WAS    THE     FALLOUT    from 

Union  Pacific's  1996  purchase  of 
Southern  Pacific — epic  congestion, 
fatal  accidents,  missing  cargo,  lawsuits 
and  $1  billion  in  lost  business — that 
Congress  is  expected  to  consider  leg- 
islation that  could  take  away  some  of 
the  railroad  industry's  freedom. 

Richard  Davidson  does  not  want 
that  to  happen.  Davidson,  57,  a  griz- 
zled railroad  veteran  who  began  his 
career  39  years  ago  as  a  brakemar 
while  he  attended  Washburn  Univer- 
sity, took  over  as  chairman  of  Union 


Pacific  Corp.  two  years  ago.  Davidson 
wants  to  fix  his  company's  problems 
before  Washington  tries  to. 

First  step:  decentralize  much  of  what 
was  consolidated  in  the  $5.4  billion 
Southern  Pacific  merger.  Example: 

Epic  congestion,  fatal 
accidents,  missing  cargo  and 
lawsuits  were  some  of  the 
fallout  from  the  merger. 


Rather  than  have  UP  di 
patch  all  trains  fixx 
Omaha,  as  it  had  bei 
moving  toward  befo 
the  crisis,  Davidson 
now  putting  more  co 
trol  out  in  the  field 
is  creating  joint  dispatc 
ing  centers  with  riv 
Burlington  Northern 
Fort  Worth,  Tex.,  Kan; 
City,  Mo.  and  in  S; 
Bernardino,  Calif. 

In  Houston,  the  er 
center  of  the  cris 
Union  Pacific  an 
Burlington  Northe 
now  jointly  emplii 
what  amounts  to  a  ra 
road  traffic  controlh 
W.T.  (Troy)  Slinkar 
whose  salary  is  paid  h 
by  each  railroad,  mak 
sure  that  no  carrier  h 
the  upper  hand  on  t 
more  than  400  miles 
UP  track  that  is  eith 
jointly  owned  or  < 
which  Burlingtc 

Northern  has  a  right  | 
use.  Slinkard  decid 
for  instance,  largely  < 
the  basis  of  what  car 
is  moving,  whose  tra 
goes  first  over  t 
tracks.  Coal  and  grain  are  among  t 
last  to  move.  Dangerous  chemica 
parts  diat  need  to  get  to  manufacti 
ing  plants  quickly  and  passenger  trai 
take  priority.  "People,"  Slinkard  jok 
"are  a  perishable  commodity." 

By  delegating  such  critical  traf 
routing  to  local  operatives,  Davids' 
is  going  back  to  a  decentraliz 
model  that  the  railroad  had  utiliz 
until  die  1990s.  The  railroad  has  be 
split  into  three  regions  and  22  \o< 
offices,  headed  by  a  superintenden 
"There  used  to  be  a  constant  fig 
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iNe  didn't  deliver  any  packages  here,  we  just 

helped  give  him  an  address. 


ray  year  for  the  past  thirty  years,  UPS  has  sent  a  growing  number  of  managers  on  a  unique  sabbatical. 
l*ey  leave  behind  their  families  and  day  jobs  to  spend  a  month  living  in  communities  that  need  help.  They 
,  ild  houses.  Tend  to  the  sick.  Feed  the  hungry.  Through  the  UPS  Community  Internship  Program,  they  not  only  help  their  new 
,  mmunities,  they  help  themselves.  They  broaden  their  perspectives.  They  learn.  And  in  the  end,  it  makes  them  better  managers, 
mention  better  people,  lb  learn  more  about  what  we  do  in  the  communities  we  serve,  visit  us  at  www.aMnmunity.ups.com. 

■8  United  Parcel  Service  of  America,  Inc. 


within  the  company,"  says  Southern 
regional  vice  president  Stephen 
Barkley  "The  track  maintenance 
engineers  wanted  to  replace  ties.  The 
transportation  people  wanted  to 
move  trains."  Now  it's  up  to  people 
like  Barkley  to  make  sure  the  mainte- 
nance, train  scheduling  and  dispatch- 
ing teams  all  work  together.  Rather 
than  undertaking  massive  layoffs,  the 
unpleasant  result  of  most  large  merg- 
ers, Union  Pacific  hired  6,000  new 
employees  last  year  to  bring  its  head 
count  to  53,000.  UP  plans  to  add  sev- 
eral thousand  more  workers  a  year  for 
the  foreseeable  future. 

Forbes  (Dec.  18,  1995)  and  other 
commentators  attacked  the  Union 
Pacific/Southern  Pacific  merger  for 
joining  two  railroads  whose  tracks  were 

Chemicals  and  passengers 
take  priority.  "People  are  a 
perishable  commodity,"  a 
dispatcher  jokes. 

often  parallel  to  each  other.  Davidson 
is  turning  that  redundancy  into  an 
asset  by  running  trains  one-way  in  each 
direction  over  large  stretches.  That 
means  cars  don't  get  sidetracked. 

Thanks  to  changes  like  that,  Union 
Pacific  is  running  a  lot  more  smooth- 
ly than  last  year.  The  railroad's  aver- 
age speed,  as  reported  to  the  Associ- 
ation of  American  Railroads,  was  25 
miles  an  hour  in  mid-February. 
That's  twice  what  it  was  at  the  depths 
of  the  crisis  last  year  and  ahead  of 
what  the  nation's  five  other  big  rail- 
roads are  reporting.  An  informal 
survey  of  two  dozen  Union  Pacific 
customers  still  produced  a  lot  of 
unhappy  comments,  but  railroads, 
like  airlines,  rarely  engender  much 
goodwill,  even  when  they  are  per- 
forming at  their  peak — which  Union 
Pacific  certainly  is  not. 

After  seeing  its  earnings  slide  to 
$432  million  in  1997,  UP  reported  an 
$86  million  loss  last  year.  Davidson  fig- 
ures it  will  be  next  year  before  the 
now-larger  Union  Pacific  earns  what  it 
did  in  1996— $904  million.  Was  it 
worth  it5  "The  merger  gave  us  a  lot  of 
opportunity  in  terms  of  how  we  route 
our  traffic,"  Davidson  says.  "We  lost 
our  focus.  But  we're  coming  back."  ■■ 
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Asia  has  half  of  the  world's  smokers  and  few 
of  its  kooky  tort  suits.  So  why  aren't  the 
cigarette  companies  raking  it  in  over  there? 

Where  there's 
smoke . . . 


By  Andrew  Tanzer 

U.S.  TOBACCO  COMPANIES,  the  object 
of  litigation  and  opprobrium  at 
home,  are  hoping  to  find  their 
growth  abroad.  It  won't  be  easily 
found.  Look  at  Asia,  home  to  half  of 
the  billion  smokers  in  the  world. 

The  state-owned  China  National 
Tobacco  Corp.  produces  as  many  cig- 
arettes as  the  three  leaders  of  the 


Western  market — Philip  Mori 
British  American  Tobacco  and  ] 
Nabisco — combined.  China  Natio 
employs  500,000  workers,  opera 
hundreds  of  plants  scattered 
efficiently  around  the  country  a 
keeps  more  than  10  million  tobac 
farmers  employed.  The  state  takes 
nearly  $12  billion  a  year  in  taxes  a 
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revenue  from  tobacco,  its  largest 
single  source  of  loot.  It  is  not  about 
to  cede  a  millimeter  more  of  that 
market  than  it  has  to.  China  imposes 
an  import  duty  of  200%  on  cigarettes, 
requires  vendors  to  distribute 
through  the  state  monopoly  and 
licenses  international  brands  for  sale 
in  only  a  limited  number  of  outlets. 

Elsewhere  on  the  continent,  the 
news  is  not  much  better.  Financially 
pinched  consumers  are  abandoning 
expensive  smokes  like  Philip  Morris' 
Marlboro,  b.a.t's  State  Express  555 
and  rjr's  Salem.  "There's  a  degree  of 
trading  down  from  premium,  high- 
margin  brands  to  cheaper  local 
sticks,"  explains  Martin  Feldman, 
Salomon  Smith  Barney's  tobacco 
analyst. 

Feldman  says  that  Philip  Morris' 
market  share  in  South  Korea  has 
slumped  from  6%  to  7%  precrisis  to 
less  than  3%  today  and  that  the  ciga- 
rette giant's  volume  in  Hong  Kong 
and  the  Philippines  fell  by  about  10% 
in  1998.  In  Asia  as  a  whole  Philip 
Morris  had  flat  sales  last  year  and 
b.a.t  and  rjr  probably  saw  declines. 

Tobacco  products  are  a  $6  billion 
U.S.  export  industry,  but  don't 
expect  the  tobacco-bashing  U.S. 
government  to  pry  open  trade  barri- 
ers. "The  Clinton  Administration  has 
made  it  clear  that  tobacco  is  not 
politically  correct,"  explains  Laura 
Knight,  head  of  consumer  and  regu- 
latory affairs  for  B.A.T  Asia-Pacific. 
Last  year  the  U.S.  government  sent  a 
circular  to  its  overseas  embassies  and 
trade  missions  instructing  them  to 
stop  promoting  U.S.  tobacco  prod- 
ucts. Tobacco  is  one  of  several  indus- 
tries exempt  from  negotiations  over 
China's  proposed  entry  into  the 
World  Trade  Organization. 

In  the  mid-  to  late  1980s,  the 
Reagan  and  early  Bush  Administra- 
tions forced  open  tobacco  markets  in 
Japan,  Korea,  Taiwan  and  Thailand  in 
the  name  of  free  trade.  But  even  in 
these  ostensibly  opened  markets,  the 
tobacco  companies  face  a  variety  of 
tariff  and  nontariff  barriers.  All  four 
countries  still  operate  state  controlled 
tobacco  monopolies  and  don't  allow 
foreign  investment  in  cigarette  plants. 
A  decade  after  market  opening 
cigners  control  less  than  10%  of  the 
Korean  market. 
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The  Clinton  Administration 
has  made  it  clear  that 
tobacco  is  not  politically 
correct. 


Thailand,  which  maintains  a  70% 
duty  on  imported  cigarettes,  banned 
tobacco  advertising  just  in  time  for 
the  market  "opening"  in  1990.  "It's 
hard  to  launch  a  brand  when  you 
can't  advertise,"  grumbles  Francois 
Stettler,  Hong  Kong-based  vice  pres- 
ident for  external  affairs  of  rjr  Inter- 
national. Perhaps  to  keep  the  for- 
eigners off  balance,  the  Thais  have 
repeatedly  changed  tobacco  market- 
ing rules,  such  as  packaging  specifica- 
tions. Today  the  combined  market 
share  of  foreigners  in  Thailand  is  less 
than  5%. 


cigarette  industry  that  employs  m  j 
lions  of  rollers.   Indonesia,  Ask 
third-largest  cigarette  market  aft | 
China  and  Japan,  is  controlled  by 
»  local  kretek  (clove  and  tobacco  cuj 
rette)  makers. 

Even  in  economies  without  stroil 
domestic  tobacco  interests  to  protel 
such  as  Singapore  and  Hong  Kon| 
the  cigarette  companies  confront  risL 
taxes  and  tighter  restrictions  on  ; 
tising  and  promotion.  "Free  tradJ 
Hong  Kong  should  know  better,  bj 
it  has  raised  taxes  on  cigarettes 
steeply  this  decade  that  contraba: 
now  accounts  for  40%  of  the  mark«| 
according  to  rjr  International's  Std 
tier.  The  contraband,  some  of  whichl 
counterfeit  merchandise,  undercut 
dutied  cigarettes  by  more  than  50%  (I 
price  and  eats  into  the  tobacco  comp| 
nies'  distribution  margin. 


A  Chinese  smoker 

Tobacco  employs  over  10  million  in  China. 


In  Japan,  where  the  playing  field  is 
almost  level,  Philip  Morris  has 
methodically  built  a  market  share  of 
18%  since  the  business  was  liberalized 
in  1987.  In  Taiwan,  where  the  local 
monopoly's  bestselling  brand  is — can 
you  imagine? — Long  Life,  the  for- 
eigners have  done  better,  taking  a 
third  of  the  market. 

Through  tax  and  investment  barri- 
ers, the  Indian  government  continues 
to  protect  beedis,  a  local  handrolled- 


At  the  end  of  the  19th  centu 
James  B.  Duke,  founder  of  the  for 
runner  of  B.A.T,  dreamed  of  what 
giant  Chinese  consumer  mark 
could  do  for  an  American  export* 
His  company  came  close  to  realizii 
that  dream:  By  the  1930s  b.a. 
branded  cigarettes  were  easily  tl 
most  widely  marketed  and  best  di 
tributed  foreign  products  in  Chin 
Today  the  Chinese  market  is  just 
dream  again,  m 
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By  Virginia  Postrel 


forward 


Raise  your  hand  if 
you  hate  traffic 


Sprawl  means 
spacious  houses 
with  yards  and 
flexible  drives 
to  work- 
exactly  what 
attracts  fami- 
lies to  Austin. 


The  360. Alpha  Summit  was  a  big,  flashy 
conference  featuring  the  cream  of  the 
Austin,  Tex.  high-tech  community — several 
hundred  top  executives  and  venture  capital- 
ists. Dedicated  to  the  broad  topic  of 
improving  Austin  for  technology  business, 
the  January  gathering  was  well  financed, 
well  attended,  and  well  intentioned. 

The  summiteers  stood  up  and  told  high- 
tech  Austin  that  it's  virtuous  to  be  civically 
involved.  America  Online  cofounder  Marc 
Seriff,  now  an  investor  in  local  startups,  said 
to  the  Austin  American-Statesman:  "That's 
a  new  message  that  has  just  begun  to  spread 
in  the  past  12  months."  Indeed  it  has — not 
only  in  Austin,  but  throughout  the  high- 
tech  world.  The  Silicon  Valley-based  Tech- 
nology Network,  a  political  action  group, 
has  grown  from  12  founding  members  to 
more  than  100.  Last  year  these  executives 
held  90  meetings  with  officeholders  and 
candidates,  including  35  fundraisers.  Politics 
has  become  cool  among  high-tech  leaders. 

The  trend  is  encouraging  to  politicians  and 
policy  wonks.  High-tech  endorsements  offer 
clean  money  and  cutting-edge  cachet.  If  the 
technology  community  supports  a  proposal 
or  candidate,  the  reasoning  goes,  that  pro- 
posal or  person  must  be  good  for  the  econo- 
my and  just  plain  smart.  After  all,  those  high- 
tech  people  are  millionaire  brainiacs. 

Unfortunately,  earnest  technologists  can 
easily  be  manipulated.  They're  suckers  for 
the  myth  of  neutral  technocracy — think  of 
Ross  Perot's  "best  experts" — that  promises 
solutions  with  no  messy  conflicts  of  interest 
or  values.  Eager  to  seem  civic-minded,  they 
often  don't  ask  tough  questions  or  chal- 
lenge policy  proposals  couched  in  positive 
rhetoric. 

These  traits  were  on  display  in  Austin.  I 
spoke  at  the  conference  but  felt  out  of 
place — a  rude  messenger  from  the  land 
where  political  ideas  clash,  buzzwords  have 
concrete  legal  meanings  and  economic 
policy  entails  tradeoffs.  The  conference,  by 
contrast,  assumed  that  smart,  well-meaning 
people  will  agree  on  the  right  set  of  policies. 

"Quality  of  life"  is  a  prime  concern  in 


Austin,  since  local  high-tech  leaders  know 
they're  not  going  to  lure  employees  from 
Silicon  Valley  with  better  weather.  To  pro- 
tect quality  of  life,  environmentalist  Robin 
Rather  told  attendees,  Austin  must  contain 
"sprawl."  She  rallied  them  to  endorse 
"transportation  and  mobility  measures  that 
reduce  sprawl,"  a  sentiment  that  won  89% 
support  in  an  instant  poll. 

Rather  did  not  specify  what  measures  sh 
had  in  mind.  She  was  thus  able  to  smuggle 
lengthy  policy  agenda  into  some  well- 
chosen  vague  language. 

Vice  President  Gore,  who  has  made 
opposition  to  sprawl  a  defining  issue  of  hi 
nascent  presidential  campaign,  defines  the 
problem  as  building  "flat  not  tall" — lettini 
houses  and  office  parks  spread  into  the 
countryside.  Sprawl  means  spacious  house) 
with  yards  and  flexible  drives  to  work. 
Sprawl  is,  in  other  words,  exactly  the  sort 
of  suburban  life  that  attracts  families  to 
Austin. 

Rather's  "transportation  and  mobility 
measures"  would  increase  housing  density 
and  traffic  congestion.  Her  agenda  is  con- 
troversial, not  simply  a  matter  of  good 
intentions  and  smart  planning. 

The  vague  polls  didn't  fool  everyone. 
"They  asked  these  questions  and  took  grea 
joy  in  the  answers  of  the  audience,  but  the 
questions  were  terrible,"  says  former  Micro 
soft  applications  honcho  Mike  Maples,  who 
has  retired  to  a  ranch  outside  Austin.  "Youi 
didn't  have  to  do  any  thinking.  It  was,  'Do 
you  like  motherhood?'.  .  .  I  didn't  think 
they  learned  anything." 

But  you  don't  ask  questions  like  those  to 
learn  anything.  You  do  it  to  get  the  high- 
tech  community's  imprimatur  on  policy 
proposals.  Whether  they  know  it  or  not, 
Austin's  high-tech  leaders  have  gone  on 
record:  They're  against  new  roads,  subur- 
ban housing  and  office  parks,  and  for  mass 
transit,  mandatory  carpooling  and  high- 
density  apartments  and  condos. 

There  are  genuine  arguments  for  those 
proposals,  which  reflect  a  particular  vision 
of  community  life.  That  vision  is  too  static 
and  intolerant  in  my  view,  but  it  deserves 
debate — the  sort  of  examination  the  Austin 
summit  was  too  friendly  to  conduct. 

Like  financial  capital,  political  capital  is  a 
precious  commodity.  Investing  it  wisely 
requires  not  just  good  intentions,  but  due 
diligence,  n 


Virginia  Postrel  is  the  editor  of  Reason  magazine  and  a  columnist  for  Forbes  ASAP.  Her  book,  The  Future  and  its  Enemies,  was 
published  in  December  by  the  Free  Press.  E-mail:        I  ••i3reason.com 
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Don't  let  your  daughter  get  a  D.D.S.  degree. 

Demand  decay 


By  Peter  Brimelow 


Percent 
of  GDP 
0.70%  - 


Powell's  Law,  as  formulated  by  former  British 
Health  Minister  Enoch  Powell,  holds  that  the 
demand  for  health  care  is  infinite — because,  in  the 
end,  everyone  is  in  a  losing  battle  against  death. 

But  Powell's  Law  doesn't  seem  to  apply  in  the 
peculiar  case  of  U.S.  dental  care.  For  nearly  two 
decades,  care  delivered  by  dentists  has  been  declin- 
ing as  a  share  of  total  real  output  (see 
below).  But  average  numbers  of  surviv- 
ing teeth  have  been  increasing  (see 
inset).  Unit  productivity  seems  to 
have  soared. 

That's  exactly  what  has  hap 
pened,  according  to  Dr.  L.  Jack- 
son Brown  of  the  American 
Dental  Association  in  Chicago. 


Brown  attributes  the  improvement  to  preventive  mc| 
sures  and  scientific  advancement.  Prevention  indue 
better  toothpaste  and  water  fluoridation.  "The  cc| 
effectiveness  of  fluoridation  is  astounding,"  he  saJ 
Science?  "In  the  1950s  we  didn't  even  know  gum  d(| 
eases  were  caused  by  bacteria." 

What  next?  Brown  says  dentists  will  be  in  dema 
for  the  next  20  years,  preserving  the  teel 
of    1940s-50s    baby    boomers,    wkl 
boomed  before  the  new  oral  heal  J 
regime  took  hold.  After  that,  dow. 
sizing  could  come  to  dentistry. 
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Research:  Edwin  S.  Rubenstein 
research  director,  Hudson 
Institute,  Indianapolis. 
edwinr@hii.hudson.org 


Dental  expenditures 
as  a  percent  of  GDP* 


0.55 


0.50 


ntal  expenrWures  as  a  percent  of  real  GDP  represents  dental  expenditures'  share  of 
total  ot.  lated  by  deflating  nominal  dental  spending  and  nominal  GDP  by  the  dental 

!  the  GDP  price  deflator,  normalized  in  1992  dollars,  respectively. 
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Sources:  Department  of  Commerce;  Bureau  of  Labor 
Statistics;  Journal  of  the  American  Dental  Association. 
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Are  the  IRS'  efforts  to  implement  taxpayers'  new  rights  going  wrongs 

You  have  the  right 
to  be  terrified 


By  Janet  Novack 

New  "rights"  for  taxpayers  passed 
by  Congress  last  year  have  turned 
into  tax  terror  for  some  people  who 
are  behind  in  their  tax  payments  or  in 
the  midst  of  audit.  To  implement  the 
new  rights,  which  took  effect  on  Jan. 
19,  the  Internal  Revenue  Service  is 
sending  out  threatening  letters. 

"The  1998  law  was  supposed 
to  effect  a  culture  change  at  the 
IRS.  Maybe  they  need  to  be  beat 
over  the  head  until  they  acqui- 
esce," sighs  kpmg  partner  Mark 
Ely,  who  heads  the  American  Insti- 
tute of  Certified  Public  Accoun- 
tants' tax  practice  and  procedures 
committee. 

The  first  new  right:  A  taxpayer 
who  owes  back  taxes  now  can  appeal 
to  Tax  Court  to  stop  an  irs  levy  or 
seizure  of  his  property.  That's  good 
news  for  taxpayers,  but  it  didn't 
sound  like  it  in  a  letter  sent  to  some 
taxpayers.  It  was  headed  "Notice  of 
Intent  to  Levy  and  Notice  of  Your 
Right  to  a  Hearing"  and  warned  that 
the  IRS  "may  take  your  property,  or 
rights  to  property,  such  as  real  estate, 
automobiles,  business  assets,  bank 
accounts,  wages,  commissions,  and 
other  income" — unless  recipients 
appealed  within  30  days. 

Worse,  some  revenue  officers  sent 
the  scary  letter  to  taxpayers  whose 
property  was  not,  in  fact,  about  to  be 
levied  or  seized.  Thus  Chicago  lawyer 
Robert  McKenzie  says  one  of  his 
clients  who  received  it  had  paid  his 
tax  bill,  while  another  had  offered  to 
pay  his  $300,000  debt  in  full  over 
three  years.  The  latter,  a  commodities 
trader,  now  feared  that  the  IRS  would 
levy  his  trading  account,  effectively 
putting  him  out  of  business. 

Chicago  attorney  William 
Marutzky  adds  that  two  of  his  clients 
received  these  letters  even  though  the 
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IRS  was  considering  formal  "offers  in 
compromise"  to  settle  for  less  than 
they  owed.  Yet  the  new  law  explicitly 
bars  the  irs  from  seizing  a  taxpayer's 
property  while  processing  such  offers. 

Questioned  by  Forbes,  the  irs 
investigated.  Assistant  Commissioner 
for  Collection  Charles  Peterson  now 
concedes  that  4,000  taxpayers  in  Illi- 
nois, Texas,  Minnesota,  North 
Dakota  and  South  Dakota  got  the 
direatening  letter  when  they  shouldn't 
have.  But  he  still  insists  that  taxpay- 
ers negotiating  installment  deals 
or  offers  in  compromise  weren't 
sent  the  letter.  "We've  got  a  complex 
new  set  of  laws,"  says  Peterson. 
"We're  probably  going  to  see  other 
mistakes  made." 

The  bureaucratic  bungling  is  par- 
ticularly troubling  because  of  the  irs' 
narrow  interpretation  of  the  new 
right  to  appeal.  The  new  law  says  that 
a  taxpayer  who  receives  a  notice  of 
intent  to  levy  has  30  days  to  appeal. 
It  he  does,  there  is  usually  an  auto- 
matic stay  of  the  levy  while  he  con- 
tests  it,  fust  at  the  irs  and  then  in  Tax 
Court.  If  the  taxpayer  misses  the  30- 
day  deadline,  Congress'  tax  writers 
still   allowed   him   .\n   "equivalent" 


hearing  but  not  an  automatic  sta 
Now  the  irs  says  the  wor 
"equivalent"  doesn't  include 
Tax  Court  hearing.  So  taxpave 
who  don't  appeal  after  receivin 
an  inappropriate  "Notice 
Intent  to  Levy"  have  theoretica 
ly  lost  their  right  to  go  to  court 
the  irs  does  later  decide  to  seiz 
their  property. 
The  irs'  solution?  It  will  sen 
these  taxpayers  a  letter  telling  thet 
to  disregard  the  previous  threatenin 
notice.  Then,  if  the  IRS  ever  dot 
decide  to  seize  their  property,  it  wi 
send  them  a  new  threatening  notic* 
as  if  the  first  one  never  went  out.  OI 
Another  varietv  of  threatenin 
letter  was  sent  to  taxpayers  unde 
audit.  It  warned  that  the  IRS  migh 
contact  "neighbors,  employer! 
employees  and  banks"  about  them 
Here  the  IRS  may  have  follow  e> 
the  letter  of  the  new  law  but  not  it 
spirit.  Originally,  some  lawmaker, 
wanted  the  irs  to  give  taxpayers  spe 
cific  prior  notice — and  a  chance  I 
provide  information  themselves- 
before  agents  made  reputation-dam 
aging  inquiries.  But  the  Treasur 
protested,  and  the  final  versioi 
requires  onlv  a  general  notice  tha 
third-party  contacts  are  possible. 

As  it  happens,  the  irs  does  usuall 
try  to  get  records  from  a  taxpave 
first,  so  a  cooperative  taxpayer  cat 
usuallv  head  off  third-party  inquiries 
Yet  nowhere  in  its  terse  letter  did  th 
irs  mention  this  sensible  policy.  El 
says  one  kpmg  client,  a  Californi 
business  owner,  had  already  turne< 
over  every  scrap  of  paper  requested 
When  he  got  the  letter,  he  becam 
distraught,  terrified  diat  agents  w  oul< 
contact  his  bank  anyway. 

Leave  it  to  the  irs  to  make  even 
new  "right"  read  like  a  threat.  M 
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New  filmmakers  get  their 
make-or-break  moment  at 
the  Sundance  Film  Festi- 
val; artists  at  the  Venice 
Biennale;  jazz  musicians  at  Small's  in 
Manhattan.  For  young  toy  and  game 
companies,  it's  the  annual  American 
International  Toy  Fair  in  New  York 
City,  where  1,400  exhibitors,  spread 
over  the  massive  Jacob  K.  Javits  Con- 
vention Center,  spend  nearly  a  week 
vying  for  the  eyes  of  buyers,  big  dis- 
tributors and  mom-and-pop  retailers. 
How  to  stand  out?  We  followed  one 
entrepreneur,  Rodney  Bruinooge, 
25,  as  he  worked  the  fair  from  Feb. 
10  to  Feb.  15. 

Bruinooge  has  a  special  challenge. 
He's  an  outsider  (from  Winnipeg). 
His  company  name,  Abject  Moderni- 
ty, sounds  like  a  poor  choice  for  a 
new  mental  institution.  And  his  Inter- 
net mystery  game,  called  The  Stone, 
is  intriguing  but  extremely  complex. 
Of  the  7,500  people  (mosdy  Canadi- 
ans) who  have  plunked  down  $17  to 
buy  a  black  plastic  pyramid  the  size  of 
a  paperweight  and  log 
onto  the  Web  site 
(www.thestone.net), 
only  dozens  have  figured 
out  all  the  brain- 
curdling  clues  that  help 
solve  "the  puzzle  of  the 
millennium" — a  mystery 
that  explores  the 
coincidences  of  time  in 
ancient  history  and 
contemporary  events. 

A  lot  is  riding  on  the  Toy  Fair.  A 
venture  capital  firm  has  agreed  to 
invest  in  Bruinooge — if  he  can  get  off 
to  a  good  start  on  his  1999  sales 
target  of  750,000  units. 


up  &  COMERS 

A  young  Canadiaixcomes  to  the  New  York  Toy 
Fair— and  bets  the^uture  of  his  new  business. 


Fun  and  games 


By  Anne  Granfield 


High  stakes,  high  anxiety:  Bruinooge  schmoozed  and  pitched  on  behalf  of  his 
Internet  game,  The  Stone  (and  the  necklace  token).  Will  venture  capital  follow? 


Wednesday.  Thirty-six  hours 
before  the  show  opens,  Bruinooge's 
cool  is  melting.  He's  been  searching 
miles  of  aisles  at  Javits  for  a  7-foot-by 
7-foot  crate  containing  his  $7,500 
custom-made  display.  He  finally  dis- 
covers it  in  a  remote  freight  elevator. 
"I  guess  the  5  o'clock  whistle  blew 
and  the  union  guys  had  to  leave,"  he 
gripes  as  he  and  his  brother  Allan 
struggle  to  unload  it  and  set  up 
their  booth. 

Thursday.  Up  goes  the  30-foot- 
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by-10-foot  black  banner  (a  S3,2C 
investment)  above  the  main  foo 
court  in  the  lobby,  containing  tl 
sphinx-like  message,  "The  Stone," ; 
white  letters.  No  explanation,  just 
booth  number.  A  fairly  big  inves 
ment  for  a  guy  who  started  Abje< 
Modernitv  a  year  ago  with  less  th; 
$200,000' in  capital. 

With  the  official  opening  a  d. 
away,  only  a  few  buyers  are  millir 
about.  A  Cincinnati  toy  store  own 
sipping    decaf  under    the    bann 
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►  startup  clinic/  GROWING  PAINS 

Planning  for  divorce 


Your  business  partnership  could  end  up  in  Splitsville.  Long  before  it 
happens,  you  should  plan  how  to  handle  a  breakup  or  transfer  of 
ownership — or  what  to  do  in  the  event  of  the  death,  disability  or 
relocation  of  a  principal. 

You  already  signed  an  operating  agreement  when  you  set  up 
your  limited  liability  corporation  (you  did  incorporate  as  an  LLC, 
right?).  This  document  spells  out  such  matters  as  the  allocation 
of  profits  and  losses  for  tax  r  rposes,  noncompete  clauses  and 
the  day-to-day  governance  of    n   business.  Now  make  sure  it 
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adequately  handles  a  dissolution. 

Astonishingly,  80%  of  new  businesses  fail  to  spell  out  the  mecr 
nism  for  a  divorce.  Why?  The  very  idea  introduces  a  seed  of  suspi 
cion  into  an  otherwise  happy  union.  "It's  like  asking  for  a  prenupt 
agreement  when  you  get  married,"  says  Randy  Myer,  professor  of 
entrepreneurship  at  Pace  University  in  White  Plains,  N.Y. 

A  buy/sell  agreement  can  mandate  that  the  exiting  partner — or  h 
heirs,  in  the  case  of  death — sell  his  interest  to  the  remaining  part- 
owners,  who  are  legally  bound  to  buy  his  interest  according  to  an 
agreed-upon  method  of  valuation.  It  can  also  designate  which  partn 
becomes  the  buyer  and  which  the  seller  if  it  comes  to  that  end. 

How  to  value  an  exiting  partner's  share?  One  way  is  to  have  an 
outsider  assess  a  fair  price.  Some  agreements  stipulate  a  yearly 
valuation  of  the  company.  Another  method  follows  the  you-divide- 
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prugs.  "It's  clearly  not  a  children's 
lame,  so  no,  I  won't  bother  to  go 
l)ok."  Curious  exhibitors  take  the 
jscalator  up  to  the  Galleria,  where 
I  he  Stone's  booth  is  nicely  posi- 
loned  right  up  front.  You  can't  miss 
]::  The  display — a  giant  3-D  black 
ivramid  on  stilts — rises  five  feet 
jbove  the  neighboring  booths  and 
jtie  blur  of  pastel-colored  bunnies, 
Irocodiles,  Frisbees  and  yo-vos. 


Friday.  The  first  real 
day  of  buyers.  Looking 
slick  in  a  dark  suit, 
Bruinooge  demonstrates 
his  Web  site  on  a  40- 
inch  flat  screen.  "We 
have  a  unique  product 
for  retailers,"  he  tells 
two  distributors  from 
Tel  Aviv.  Fifteen  minutes 
into  his  spiel,  the  Israelis 
contract  for  5,800  units, 
the  company's  largest 
order  to  date. 

By  noon,  buyers  from 
EToys,  Federated  Depart- 
ment Stores,  Amway  of 
Canada  and  scores  of 
small-store  owners  have 
visited  the  booth.  "It's 
been  a  mob  scene  over  there,"  sighs 
the  saleswoman  from  the  adjacent 
Merry  Makers  dolls  booth.  Thanks  to 
an  energetic  fax  p.r.  campaign  weeks 
before,  several  camera  crews  and  jour- 
nalists stop  by.  "Come  to  our  launch 
party  tonight  in  Times  Square — we're 
giving  away  999  Stones,"  Bruinooge 
says,  pressing  plastic  VIP 
passes  into  their  hands. 
But  by  7  p.m.  the 
hoped-for  turnout  of 
hundreds  at  xs  New 
York  in  Times  Square, 
the  "virtual  reality 
theme  park"  rented 
out  for  the  event,  fails 
to  materialize.  Maybe 
75  people 'sample  the  cheese-laden 
buffet  in  the  vip  area  overlooking  the 
stage.  A  grand,  multimedia  presenta- 
tion of  the  Web  site  fizzles  because  of 
hardware  problems.  Trying  to  shout 
over  the  deafening  rat-a-tats  of  mul- 


tiple arcade  games  in  the  cybercafe,  a 
disheartened  Bruinooge  deadpans 
sarcastically,  "This  is  excellent!  We're 
doing  great!" 

Saturday.  A  camera  crew  from 
the  wb  Network  films  Bruinooge  as 
he  and  four  salespeople,  including 
his  wife  and  sister-in-law,  work  the 
crowds.  There's  more  traffic  today, 
as  buyers,  having  moseyed  through 
the  1,000  or  so  booths  on  the  main 
level,  explore  the  sparser  upper 
floor.  Lots  of  people  ask  about 
licensing  The  Stone.  "I  can  see  the 
gold  in  their  eyes,"  says  Bruinooge. 
But  he  wants  to  establish  the  game 
in  stores  first — and  holds  out 
for  wholesale  deals.  Total  orders 
today:  4,500. 

Sunday.  After  a  quiet  morning  the 
crowds  emerge  after  lunch.  Reps  from 
Don  Mark  Corp.,  a  distributor  of 
men's  gifts,  return  to  the  booth  three 
times.  Don  Mark  and  Bruinooge  are 
still  negotiating  an  order. 

Monday.  Pack-up  time,  but  not 
before  a  visit  from  a  European  toy 
distributor  that  makes  an  initial 
commitment  of  25,000 
units.  An  ecstatic 
Bruinooge  tallies  the 
final  numbers:  53,000 
games  worth  $375,000 
at  wholesale.  "I've 
proved  to  my  investors 
that  I  can  do  it,"  he 
says.  Quickly  his 
euphoria  turns  to 
momentary  dread.  "I've  explained 
the  product  to  so  many  sharks,"  he 
worries,  "that  someone's  got  to  copy 
me  soon."  Before  that  happens, 
Bruinooge  hopes,  he  can  land  that 
venture  capital,  mm 


nd-l'll  choose  trick  you  learned  when  you  were  a  kid  (a.k.a.  a 
phoot-out"  clause).  The  unhappy  part-owner  announces  what  he 
lonsiders  a  fair  value  per  share;  the  others  have  a  specified  period 
p  decide  whether  they  will  be  buyers  or  sellers  at  this  price.  This  is 
I  particularly  effective  means  to  prevent  a  75%  owner  from  low- 
Jailing  a  25%  partner  when  they  can  no  longer  work  together. 

Give  some  thought  to  exactly  how  the  buyout  will  be  funded.  You 
nay  want  to  give  the  buyers  the  option  of  spreading  payments  over 
ieveral  years.  If  a  venture  capital  firm  is  already  involved  and/or  a 

ublic  offering  likely,  it  may  be  quite  feasible  for  the  departing  part- 
lerto  remain  as  a  minority  shareholder.  Businesses  sometimes 
Jake  out  a  life  insurance  policy  to  fund  the  buyout  if  a  partner  dies. 
I  Bad  things  can  happen  if  an  outsider  makes  a  bid  for  a  piece  of 
,ie  company — the  lead  partner's  share,  say — but  not  everyone 


else's.  You  don't  want  to  be  forced  to  work  alongside  an  incompe- 
tent heir  or  a  crook.  Solution:  The  buy/sell  agreement  dictates  that 
an  outsider  cannot  buy  a  majority  interest  without  offering  to  buy 
out  everyone  else  on  the  same  terms.  Alternatively,  it  might  provide 
that  the  remaining  partners  have  a  right  of  first  refusal  on  any 
shares  being  sold. 

If  your  company  goes  public,  the  obligations  of  the  operating  agree- 
ment should  be  carried  out  before  the  stock  issuance;  many  times 
they  become  void  when  the  new  shares  become  effective.  Afterwards, 
of  course,  much  of  that  ownership  is  in  other  people's  hands. 

-Leigh  Gallagher 
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Visit  our  Small  Business  Center  in  the  Forbes  Digital  Tool  at 

www.forbes.com/growing,  or  e-mail  us  at  growing@forbes.com. 
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►  up  &  COMERS 

The  hottest  ideas  in 
fast  food  aren't  at 
McDonald's.  You'll  find 
them  at  an  up-and-coming 
chain— in  Madrid. 

Sizzler 

By  Richard  C.  Morais 

"Most  managers  don't  have  the 
balls  or  ovaries  to  make  decisions," 
roars  Leopoldo  Fernandez  Pujals  at  a 
visitor.  "Instead  of  going  to  war  to 
kill,  they  go  to  war  to  evade  bullets." 
The  Madrid- based  Cuban  raised  in 
America  is  fond  of  quoting  General 
Patton  and  Peter  Drucker — and  of 
reminding  employees  that  the  con- 
tinued growth  of  the  company 
"should  provide  a  reason  for  your 
existence." 

All  this  for  pizza.  Still,  Pujals'  hard 
drive  has  turned  TelePizza  SA  into 
one  of  Europe's  hottest  growth 
stocks.  The  Madrid-listed  shares, 
currently  trading  at  $8.60,  51  times 
average  1999  ibes  earnings  esti- 
mates, are  up  990%  since  the 
November  1996  initial  offering. 
That  puts  a  $1.85  billion  value  on 
the  $285  million  (1998  revenues) 
outfit,  making  Pujals'  36%  stake 
worth  $665  million. 

Pujals,  52,  has  never  been  shy 
about  borrowing  ideas — cleanliness 
from  McDonald's;  speedy  home 
delivery  from  Domino's;  sit-down 
comforts  from  Pizza  Hut.  His  obses- 
sive attention  translates  these  bor- 
rowed ideas  into  net  income.  He 
relies  on  kids  to  stick  TelePizza  flyers 
into  mailboxes  and  carefully  moni- 
tors sales  street  by  street  and  store 
by  store  in  daily  computer  printouts. 
He  counts  the  number  of  complaints 
filed  against  managers  by  part-time 
staff;  he  tracks  which  store  and  tele- 
phone operators  sell  the  most  extra 
orders  of  garlic  bread.  Any  ma 
behind  the  previous  month's 
gets  hammered.  Result:  TclcPi/. 
return   on   capital   employed  cons 
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Delivery:  Pujals  is  bringing  fast  food  to  Europe — and  a  fat  return  to  shareholders 


tenth/  exceeds  30%. 

Pujals  is  taking  hold  of  Europe 
faster  than  the  euro.  As  this  story 
goes  to  press,  TelePizza  is  complet- 
ing an  acquisition,  as  yet  unidenti- 
fied, that  includes  some  200  outlets, 
probably  in  the  U.K.  By  year-end 
Pujals  will  be  in  Germany  and 
Sweden.  He's  alreadv  opened  stores 
in  Chile,  Mexico,  Morocco,  Poland 
and  Portugal.  Recently  he  bought  a 
failed  Domino's  franchise  in  France. 

Pujals  grew  up  poor  in  Ft. 
Lauderdale,  after  his  once-wealthy 
Cuban  family  fled  to  the  U.S.  in 
1960.  It  would  be  a  long  road  back 
to  riches.  After  a  tour  in  Vietnam, 
Pujals  peddled  soap  for  Procter  & 
Gamble,  then  surgical  supplies  for 
Johnson  &:  Johnson,  j&j  sent  him  to 
Spain  in  1982,  but  his  corporate 
ambitions  were  thwarted  and  he  left 
the  company  in  1988.  He  founded 
TelePizza  in  Madrid  with  $100,000 
m  savings. 


Pujals  quickly  realized  this  cour 
try  of  tapas — snacks  such  as  frie 
mushrooms  and  stuffed  peppers- 
was  modernizing  fast.  Women  wer 
entering  the  labor  force,  an 
exhausted  working  couples  could  n 
longer  afford  Spain's  quaint  habit  c 
heavy  dinners  at  10  p.m.  Fast  fooc 
he  figured,  was  about  to  take  off. 

He  left  nothing  to  chance.  Puja 
had  kids  taste  pizza  slices  and  repot 
their  preferences  by  secret  ballot.  H 
refined  his  recipe  until  the  majorit 
favored  the  same  pie.  Only  then  di 
he  open  his  doors  to  the  public. 

Last  year  Pujals  opened  a  ne\ 
TelePizza  outlet  every  three  day; 
There  are  now  590  of  them,  31%  c 
them  franchised.  In  a  decade,  he  ha 
taken  some  60%  of  Spain's  pizza  mat 
ket,  driven  Pizza  Hut  Espana  in* 
liquidation  and  forced  a  restructui 
ing  at  the  PepsiCo  Restauran 
Group.  TelePizza's  net  income  fror 
continuing  operations,  $35   millio 
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ViewSonic 
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(PC  Sold  Separately) 
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Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG180,  18.1"  viewable  LCD 
ViewPanef  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  x  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  priority  list,  you'll  ensure  your  Visual 
Computing™  experience  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange"  Service  option  available. 

For  more  information  call  800-888-8583 
or  visit  our  website  at: 
www.  ViewSonic.com/forbes 

(800)  888-8583  •  Specifications  subject  to  change  without  notice 
Copyright  <§  1999,  ViewSonic  Corporation  •  All  rights  reserved 
Corporate  names  and  trademarks  are  propedy  ol  their  respective  companies 
Intel  and  the  Intel  Inside  logo  are  registered  trademarks  ol  Intel 


{ViewSonic) 
V^ontop^>/ 

www.ViewSonic.com 


Its  your  time, 
invest  it  wisely. 


Someone  -  Einstein,  maybe  -  once  tried  to 
prove  that  time  equals  money.  But  he  was 
wrong.  Time  is  much  more  valuable. 

Thanks  to  our  Flexjet*  Fractional  Ownership 
program,  you  can  invest  the  time  you 
currently  spend  waiting  to  fly  in  something  a  little 
more  profitable.  Taking  care  of  business,  for 
instance.  It's  simple:  starting  with  a  remarkably 
affordable  $175,000"  investment,  you  can  own 
as  much  of  a  Learjet*  or  Challenger*  business  jet 
as  you  need,  direct  from  the  manufacturer.  But 
it's  up  to  you.  After  all,  it  is  your  time,  and  where 
you  invest  it  is  your  business.  To  learn  more,  give 
us  a  toll-free  call  at  1-800-FLEXJET  (353-9538). 
As  we  like  to  say,  we're  ready  when  you  are. 

BOMBARDIER 

AEROSPACE 


•Trademarks  of  Bombardier  Inc. 


/ou  decide  when  to  start. 

/ou  decide  when  to  study. 

/ou  decide  when  to  take  exams, 


(Did  we  mention  our  /Mb A  program  is  flexible!) 


L 


,ookmg  for  an  MBA  program  that 
defines  "flexible"?  Consider  the  Heriot-Watt 
MBA  by  distance  learning. 

Heriot  Watt  University  in  Edinburgh, 
Scotland  dates  back  to  1 82 1 ,  and  is  regarded 
as  one  of  Britain's  leading  business  and  tech 
nical  universities.  For  the  tenth  yoar  in  a  row. 
its  distance-learning  program  has  been  rated 


one  of  the  finest  MBA  programs  in  the  world 
by  The  Economist  Intelligence  Unit. 

Study  according  to  your  own  schedule, 
pass  nine  course  exams,  and  the  prestigious 
Henot  Watt  MBA  is  yours.  For  a  free 
prospectus  call  800-622-9661  ore-mail  us  at 
mfo@hwmba.net. 


The  Heriot-Watt  University  MBA 

by  distance  learning 


last  year,  is  compounding  annually 
a  45%  rate.  And  still  there  is  room 
grow.  Annual  per  capita  expenditu 
on  fast  food  is  $376  in  the  U.S.,  b 
$64  in  the  U.K.  and  just  $25  in  Spai 

Pujals'  plan  for  making  that  $1 
figure  bigger:  a  U.S.  mall-style  "foe 
court"  that  combines  several  fa: 
food  menus  under  one  roc 
Separate  kitchens  and  cash  registt 
will  serve  Chinese  food  or  pizza,  b 
they'll  all  share  tables,  telepho 
operators,  computer  systems  and 
centralized  delivery  service.  TJ 
idea:  Customers  call  one  number 
order  anything  from  shrimp  curry 
a  pizza  topped  with  trout  flakes. 

The    company's   prototype   foe 

Bigger  slices 

Total  1998  TelePizza  SA  outlets:  590 

Americas   Rest  of  world 

55  outlets        12  outlets     Spain  r 

56  outlets  L-      -J  467,ou,le1' 

Source:  TelePizza 
^Excluding  Spain 

court  is  in  Usera,  a  tough  Madr 
neighborhood  surrounded  by  197 
housing  projects.  The  outlet  opem 
in  November,  with  tables  and  a  ch 
dren's  romp  room  sandwich< 
between  a  TelePizza  and  a  TeleGri 
featuring  chicken  and  ribs.  It  seer 
no  bigger  than  your  typical  urb; 
McDonald's.  In  a  back  room,  ho> 
ever,  13  telephone  operators  wi 
computer  terminals  take  orders; 
flotilla  of  40  bikes  is  ready  to  z 
through  Usera's  streets. 

The  everything-flavored  fast-ftx 
concept  looks  like  a  winner.  Tl 
Usera  outlet  cost  $620,000  to  buil 
Not  counting  depreciation  charges, 
breaks  even  on  $103,000  in  montr 
sales,  but  in  January,  two  mont 
after  opening,  the  28-year-old  mana 
er  booked  $144,000.  Not  go< 
enough.  Pujals  demanded  a  3.3%  sal 
jump  in  February,  which,  based  on  tl 
past  record,  is  just  what  he  got.  M 
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he  Scudder  Retirement  Plus  Accounts 


In  1988, 

the  number  you  thought  you  needed 
to  retire  was  $750,000. 


In  1998, 

the  number  you  thought  you  needed 
to  retire  was  $1,000,000. 


In  1999, 

the  number  you  need  is  1  800  SCUDDER.  NT 

Move  your  IRA  to  the  new  Scudder  Retirement  Plus  Account. 

Stop  wishing  on  a  lucky  star.  And  get  a  hold  of  a  place  you  can  count  on.  Scudder. 

A  place  where  you  get  to  keep  more  of  your  money.  There  are  no  annual 

account  fees.  And  no  transaction  fees  or  loads  on 
over  2,000  funds. 


It  i 
i  i 


i* 


Transaction  Fees  For  No-load  Funds 
at  Scudder,  Fidelity,  and  Schwab* 


Scudder 
Retirement 
Plus  Account 

SO 

so 
so 

$0 


Fidelity  Brokerage     Schwab 


Invest: 
S   10,000 
S   25,000 
S    50,000 
$100,000 

*Based  on  a  January  1999  survey  of  Fidelity  and  Charles  Schwab  for 
purchases  placed  through  a  representative  for  no-load  funds  such 
as  Vanguard  or  T  Rowe  Price  Savings  may  vary  based  on  the  size 
and  nature  of  trades  Fees  and  commissions  subject  to  change 
A  complete  fee  schedule  is  available  upon  request 


Retirement 
Account 

$45 

$75 

$125 
$150 


IRA 

$70 

$125 
$149 
$149 


You  get  your  choice  of  mutual  funds.  Over 
8,000  funds.  Starting  with  Scudder,  and  including 
other  stellar  names  like  Fidelity,  T.  Rowe  Price, 
and  so  on.2 

You  get  total  maneuverability.  You  can  trade 
stocks.  Buy  honds.  By  phone  or  Weh.  Maximize 
uninvested  cash  in  money  market  funds.3  And  all 
I  at  reduced  trading  costs. 

You  get  valuable  insight.  Access  to  Wall  Street 
On    Demand®    research.  Retirement    specialists. 
Registered  Representatives.  And  75  years  of  seasoned  experience. 

Stop  reaching  and  start  moving  to  Scudder  today.  Call  or  visit  our  Web  site. 


1  800  SCUDDER  ext.  26h 


SCUDDER 


The  place  to  plan  your  retirement. 


www.scudder.com  AOL  keyword:  Scudder 


There  is  typically  a  525,000  minimum  for  the  Retirement  Plus  Account  This  minimum  is  reduced  to  $l  0,000  if  you  hove  more  thnn  $l  00,000  in  any  combination  of  mutual  funds  and  individual  securities 
at  Scudder,  excluding  certain  qualified  retirement  plans  such  as  401  (k)  and  403(b)  plans. '  Funds  held  less  than  6  months  may  be  charged  a  transaction  fee.  Available  funds  may  charge  redemption  or  1 2b-l 
fees.  2For  more  complete  information  about  any  mutual  fund  available  through  Scudder,  including  management  fees  and  order  expenses,  contact  Scudder  Financial  Services,  Inc.  for  a  prospectus.  Please 
review  the  prospectus  carefully  before  investing.  'Unlike  bank  products,  an  investment  in  a  money  market  fund  is  neither  insured  nor  guaranteed  by  the  Federal  Deposit  Insurance  Corporation  or  any 
other  government  entity  and  there  can  be  no  assurance  that  the  fund  will  be  able  to  mointoin  a  stable  net  asset  value  of  Si  00  per  share.  Scudder  Retirement  Plus  Account  is  a  service  of  Scudder  Financial 
Services,  Inc.,  42  Longwater  Drive,  Norwell,  MA  02061.  Member  NASD/SIPC.  The  place  to  plan  your  retirement  is  a  service  mark  of  Scudder  Financial  Services,  Inc.,  ond  its  affiliates. 


Michael  Rogak  has  a  small  business.  He  makes  chocolate. 

Michael's  dad,  Martin,  started  marketing  his  confections  to 
Brooklyn  in  1946.  Michael  is  still  in  Brooklyn  today,  but  his 
chocolate  is  enjoyed  just  about  everywhere  in  the  country. 

Michael  uses  his  computer  to  keep  track  of  his  growing 
business,  but  he'd  rather  spend  his  day  creating  candy.  So 
he's  getting  Microsoft  Windows  NT  Workstation  4.0  on  his 
new  computer.  It's  three  times  more  reliable  than  Windows  9J 

Which  means  instead  of  fiddling  with  his  computer,  Michaeh 
can  concentrate  on  making  truffles  and  buttercrunch  that  a 
every  bit  as  good  as  his  dad's. 


:ffl 


Windows  NT 
Workstation 


Microsoft 


Where  do  you  want  to  go  today? 
microsoft.com/smallbiz/windows/ 
1  (800)  WINDOWS  for  a  free  guide 


•SOFRES/lnterSearch  Windows  OS  User  Reliability  Study  (6/98).  Participants  using  wind*  «a  NT  Workstation  were  about  three  times  less  likely  to  expenence  serious  system  stoppages  than  Windows  95  users  surveyed. 

^1999  Microsoft  Corporation.  All  rights  reserved.  Microsoft.  Windows,  the  Windows  logo  Wmdows  NT  and  Where  do  you  want  to  go  today?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  St  I 

and/or  other  countries. 
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(►  up  &  COMERS 

Philippe  Bourguignon  is  trying  to  rebuild  the  ailing  Club  Med  into  the 
purveyor  of  first-class,  exotic  vacations  it  once  was.  He's  not  there  yet. 

Paradise  regained? 

By  Cecile  Daurat 


His  first  day  on  the  job  as  the 
new  chairman  of  Club  Med, 
Philippe  Bourguignon  took 
off  for  Djerba,  Tunisia  as  part  of  a 
three-month  jaunt  around  the  world. 
Vacation  it  wasn't.  Bourguignon 
wanted  to  see  firsthand  what  was 
ailing  the  Paris-based  leisure  group, 
Club  Mediterranee  s.A. 

He  got  quite  an  eyeful.  At  the 
resort  in  Djerba  he  spotted  flaking 
paint  and  weather-beaten  signs 
"Facilities  need  a  face-lift, "  he  wrote 
in  his  blue  notebook.  In  Cancun, 
Mexico  he  saw  roofs  falling  apart;  the 
rooms  were  dark  and  dank.  "Face -lift 
isn't  enough,"  he  recorded.  "Needs 

102 


complete  renovation." 

A  ferocious  storm  in  Port  St. 
Lucie,  Fla.  convinced  him  to  add  cov- 
ered walkways  between  buildings. 
The  rooms  in  Bali,  Indonesia  needed 
small  stools  so  that  guests  had  a  place 
to  open  their  luggage.  More  trouble- 
some was  the  discovery  that  in 
Turkey  the  lower-priced  villages  of 
the  company's  Club  Aquarius  were 
cannibalizing  sales  of  the  flagship 
Med  resorts. 

>>\  the  end  of  his  tour  in  July  1997 
guignon  had  a  pretty  good  idea 

the  mess  his  company  was  in.  Club 
i  1  was  not  only  deteriorating — it 
h         serious  image  problem:  Every- 


one still  thought  of  it  in  1970s  term 
as  a  round-trip  ticket  to  sun,  sea  . 
and  sex.  There  were  thick  layers  < 
management  deadwood.  The  comp 
ny  had  no  strategy  to  attract  young 
clients.  Its  answer  to  declining  re' 
enues  and  soaring  fixed  costs  was  1 
raise  prices.  Losses  jumped  to  $2? 
million  in  1997,  including  a  $18 
million  provision  for  contingenci 
and  charges.  Bourguignon  had  i 
come  up  with  a  road  map  to  pro 
itability  very  fast. 

Club  Med  had  strayed  far  from  i 
roots.  When  Gerard  Blitz  and  Gilbe 
Trigano  opened  the  first  village 
Majorca,  Spain  49  years  ago,  gues 
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She  lacy  white  smoke  and  elegant,  easy  fragrance 

made  its  gentle  way  through  the  early  evening  air, 

reminding  him  of. .oops,  wrong  cigar. 


. 


Save  the  flowery  poetry  for  some  other  time,  "mis'  is  an  ad  for  Quintero,  a  cigar 
with  a  serious  statement  to  make.  This  cigar  is  bold  and  robust.  This  cigar  is  hand- 
made in  Honduras  from  aged  tobaccos,  with  an  authentic  Cuban  heritage  and  a 
smooth,  rich  taste  that's  all  there.  This  cigar  is  all  cigar,  and  proud  to  let  you  know  it 

STRONG.  HONEST. 


-vmemm**. 


QUINTERO. 


This  is  the  seal  of  Tabacalera  de  Espafia,  the  first   £f 
cigar  company  in  the  world,  now  bringing  quality  f.   I"'lfll 
cigars  like  Romeo  y  Julieta  to  America  The  second  \    ifc 

The  first  mark  of  the  world's  finest  cigars. 


band  on  each  Quintero  assures  that  this  cigar 
meets  the  exacting  standards  of  Tabacalera  de 
Espana.  The  first  mark  of  the  world's  finest  cigars. 


I  \\  V  u  f  J 

slept  in  surplus  Army  tents  and 
cooked  their  own  food.  The  compa- 
ny inched  upscale,  and  business 
boomed  in  the  1970s  and  1980s.  But 
bv  the  early  1990s  recession-weary 
Europeans  looked  elsewhere  for 
cheaper  vacations;  Club  Med's  sales 
dropped  every  year  save  one  between 
1994  and  1997.  Down  from  a  one- 
time high  of  $104  in  January  1990, 
the  share  price  languished  in  the  $65- 
to-$75  range.  (Club  Med's  unspon- 
sored  American  Depositary  Receipts 
are  very  thinly  traded.) 

In  1993  many  shareholders  learned 
from  the  press  that  Trigano,  whose 


lies  and  young  couples;  offering  some 
lower  prices  via  off-peak-season  rates 
and  more  air-included  packages; 
reducing  overhead;  closing  down 
unprofitable  villages  and  renovating 
two-thirds  of  the  remaining  ones. 
Bourguignon  financed  the  ambitious 
program  with  a  $70  million  share 
offering,  $140  million  in  new  bond 
debt  and  $270  million  in  bank  loans. 
The  $330  million  renovation  cam- 
paign has  been  the  easy  part.  $o  far, 
17  villages — from  Puerto  Maria, 
$pain  to  Coral  Beach,  Israel — have 
been  worked  over;  another  9  are  now 
being  remodeled;  the  work  should  be 


Bring  on  the  crowds:  Club  Med's  Cancun,  Mexico  resort— after  a  major  face-lift. 


family  owned  only  1%  of  the  stock, 
had  appointed  his  son,  $erge,  as  chief 
executive.  Then,  in  early  1997,  he 
announced  a  $130  million  loss  for 
1996,  instead  of  an  expected  $40 
million  profit.  That  was  enough  for 
the  Agnelli  clan,  the  Fiat  billionaires 
who  controlled  19%  of  Club  Med. 
They  kicked  him  upstairs;  he  soon 
resigned. 

They  turned  to  Bourguignon,  then 
49,  who  had  just  helped  turn  around 
the  strike-prone,  debt-laden  Euro 
Disney  theme  park.  $a\ing  Club  Med 
was  a  vastly  more  complex  challenge, 
involving  more  than  100  villages  in 
36  countries.  Bourguignon  came  up 
with  a  three-year,  $580  million  plan 
on  four  fronts:  revamping  the  brand 
an  ad  campaign  aimed  at  fann 


completed  by  2001.  Designers  in  a 
north  Paris  studio  are  fashioning  a 
bedroom  prototype  and  Bour- 
guignon supervises  every  detail, 
down  to  the  curtain  rods. 

He's  been  busy  with  the  guillotine, 
too,  canning  two  dozen  of  Club 
Med's  70  middle  managers.  Only  one 
of  Trigano's  14  top  execs  survived 
the  blade.  Bourguignon  will  offer 
early  retirement  to  about  100 
employees  at  headquarters  (one- 
eighth  of  the  total);  30%  of  them 
won't  be  replaced.  Bourguignon 
hopes  to  slice  $15  million  from  his 
operating  expenses  next  year,  and 
$27  million  by  2001.  Eight  villages, 
from  Bulgaria  to  Ireland,  will  close. 

Now  for  the  hard  part:  attracting 
couples  and  families.  Club  Med  has 


loyalty  going  for  it  (each  custome 
uses  it  an  average  of  4.5  times),  be 
someone  who  remembers  it  as  ; 
haunt  for  swinging  singles  has  trou 
h\e  thinking  of  it  later  in  life  as  ■ 
family  destination.  Bourguignoi 
reorganized  the  resorts  into  7 
"family"  and  7  "adult"  villages.  H 
committed  an  estimated  $180  millio 
over  three  years  to  marketing  an 
advertising — print,  TV,  outdoor- 
starting  with  Europe.  The  signatur 
image  of  the  1980s  was  a  toples. 
bikini-wearer  who  implied  that  th 
next  time  the  rest  would  come  of) 
Now  Parisian  bus  stops  and  subwa 
stations  show  couple 
diving  together  am 
kids  with  big  grim 
Wholesomeness  sells 
Last  year  Europea 
revenues  rose  9.7%,  t 
$1  billion. 

No  such  luck  vet  i: 

the  U.8.,  where  199 

revenues  dipped  4.7% 

to  $257  million.  T 

boost  sales,  Club  Me' 

is  helping  travel  agen 

cies  with  direct  ma: 

and  targeting  prospect 

with  special  interests  i; 

activities    like    scub 

diving.  There's  a  nev 

grab-bag  vacation 

thousand    bucks    pa 

person  buys  airfare  an« 

a  week  at  a  destinatioi 

that  is  disclosed  a  wee 

before  departure. 

Pricing  is  still  a  \exing  issue.  Guest 

often  complain  that  they've  paid  $5' 

more  for  the  same  vacation  than  th 

guy  in  the  Bermuda  shorts  sitting 

across  from  them  at  the  commune 

table.  If  you  don't  book  your  fligh 

with  Club  Med,  you're  likely  to  ge 

stuck  with  expensive  cab  fares  to  th 

resort.  Bourguignon  has  simplifie> 

the  price  structure  and  experimente' 

with  30%  off-season  discounts. 

A  year  into  Bourguignon's  strateg 
Club  Med  is  showing  signs  of  lift 
earning  S30  million  on  revenues  c 
$1.5  billion  in  1998.  The  stock  ha 
recovered  to  $103.  But  real  succes 
depends  on  getting  new  customer 
from  the  U.$.,  Germany  and  Japar 
A  resort  cannot  be  rebuilt  in  a  day- 
and  neither  can  a  brand  name.  H 
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THE  ORIGINAL  SEARCH  ENGINE 
FOR  THE  WHOLE  WIDE  WORLD. 


Long  before  anyone  surfed  the  Web,  they  browsed  the  world  with  the  pioneers  of  off-roading — the  legendary 
Jeep  4x4s.  For  further  exploration,  call  1-800-925-JEEP  or  visit  www.jeep.com. 


Jeep 


There's    Only    One 


Jeep  is  a  registered  trademark  of  DaimlerChrysIer. 


Aer  of  lot's  problem:  Why  buy  a  company 
"privatize"  its  profits 


Moscow,  Feb.  2.  From  my  room  in  the  Hotel 
Baltschug  I  am  looking  at  a  pink  dawn  spread- 
ing over  the  city.  Suddenly,  three  white  vans 
screech  up  to  the  building  across  the  street:  the  head- 
quarters of  Sibneft,  one  of  Russia's  largest  oil  companies. 
A  dozen  men  in  ski  masks  and  camouflage,  armed  with 
automatic  rifles,  muscle  their  way  inside. 

These  were  neither  gangsters  nor  terrorists.  They  were 
members  of  the  Federal  Security  Service  and  investigators 
from  the  prosecutor  general's  office,  and  they  were  entering 
the  empire  of  Russia's  most  powerful  tycoon,  Boris  Bere- 
zovskv.  Officially,  they  were  interested  in  a  private  security 


In  the  second  stage  of  Russian  capitalism,  fortunes  made  in  the 
first  are  under  attack.  Tycoon  Boris  Berezovsky  is  in  trouble- 
maybe  even  as  much  trouble  as  the  whole  rotten  Russian  economy. 


The  day  they  raide 


By  Paul  Klebnikov 

company,  linked  with  Berezovsky,  which  is  being  investigat- 
ed for  possessing  illegal  eavesdropping  equipment.  The 
police  say  the  security  firm  had  used  the  gear  to  spy  on 
members  of  Boris  Yeltsin's  family.  But  an  eavesdropping 
investigation  by  itself  would  not  justify  the  show  of  force. 
Something  more  is  going  on,  an  official  government 
rethinking  of  the  crony  capitalism  that  has  made  men  like 
Berezovsky  rich. 

Two  days  later,  Feb.  4,  police  raided  the  offices  of  anoth- 
er Berezovsky-controlled  company:  Aeroflot,  Russia's 
national  airline  (1997  sales:  $1.4  billion).  On  that  day,  the 
prosecutor's  office  said  it  had  opened  a  criminal  investiga- 
tion into  possible  currency-law  violations  by  the  airline.  The 
prosecutor's  men  have  told  FORBES  that  in  the  tangled  rela- 
tionship between  Aeroflot  and  Berezovsky  they  are  looking 
for  evidence  of  fraud,  embezzlement  and  tax  evasion. 

Two  weeks  after  that  the  Ministry  of  Internal  Affairs 
opened  a  criminal  case  on  the  same  charges  against 
Russia's  largest  automaker,  Avtovaz,  which  has  had  close 
ties  to  Berezovsky. 

Russian  capitalism  is  at  a  crossroads.  In  the  first  six  vears 
after  President  Boris  Yeltsin  came  to  power,  a  mad  rush 
to  privatization  put  valuable  assets  into  the  hands  of  a 
small  circle  of  well-connected  businessmen.  Western 
investors  bought  into  this  transformation,  putting  $8  bil- 
lion into  equities  and  $40  billion  into  loans. 

Now  the  economy  is  in  a  meltdown.  Western  capital 
has  pretty  much  evaporated.  The  population  is  poor  and 
sick;  people  eat  dog  food  for  protein;  the  cities  are  home 
to  hundreds  of  thousands  of  orphaned  street  kids  scav- 
enging for  food.  Russia's  businessm  n,  even  those  as  well- 
connected  as  Berezovsky,  are  going  to  take  some  blame. 
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,'  "Privatization  in  Russia  goes  through  three  stages," 
jerezovsky  explained  to  this  magazine  in  1996.  "First, 
lie  privatization  of  profits;  second,  the  privatization  of 
Iroperty;  third,  the  privatization  of  debts." 
I  In  other  words,  before  vou  buy  a  state-owned  compa- 
lv,  you  first  "privatize"  its  profits.  What  does  that  mean? 
L'c  don't  know  exactly,  and  Berezovsky  isn't  about  to  tell 
s  now.  He  and  Itis  business  associate  Nikolai  Glushkov  are 
ling  Forbes  for  libel  in  London  over  our  Dec.  30,  1996 
article  "Godfather  of  the  Kremlin?"  But  we'd  guess  priva- 
Izing  profits  means  that  even  without  taking  title  to  a  busi- 
imebody  could  capture  part  of  its  revenue  stream. 


Aeroflot 


If  that's  what  he  meant,  Berezovsky's  takeover  of 
Aeroflot  could  be  a  textbook  example.  In  the  autumn  of 
1995  Aeroflot  was  one  of  the  crown  jewels  of  Russian 
industry.  It  had  landing  rights  all  over  the  world,  relatively 
new  aircraft  and  a  steady  stream  of  foreign  exchange  rev- 
enues. The  state  kept  a  51%  interest  in  the  company  but 
privatized  the  other  49%  by  giving  it  to  Aeroflot's  man- 
agement and  employees.  (Some  of  that  stock  now  trades 
publicly  on  the  Russian  Trading  System.) 

Aeroflot,  in  short,  was  a  plum,  and  Berezovsky,  with  his 
connections  to  President  Yeltsin's  family  (see  box,  p.  110),  was 
in  a  position  to  take  control.  Out  went  Aeroflot's  veteran 
director.  In  came  Yevgeny  Shaposhnikov,  a  marshal  of  the 
Soviet  Air  Force,  who  knew  nothing  about  business.  As  Sha- 
poshnikov's  deputy  and  the  airline's  powerful  chief  financial 
officer,  Berezovsky  brought  in  his  old  friend  Glushkcw. 

Now  it  was  time  to  "privatize"  profits.  Aeroflot's  money 
began  moving  back  and  forth  within  a  network  of  Bere- 
zovsky-controlled financial  companies  in  Russia  and  abroad. 
In  May  1996  Marshal  Shaposhnikov  sent  a  letter  to  the 
airline's  152  foreign  offices  ordering  them  to  remit  up  to 
80%  of  their  foreign  currency  revenues  to  Andava  S.A.,  an 
obscure  financial  company  in  Lausanne,  Switzerland. 
(Much  later,  Marshal  Shaposhnikov  would  tell  the  Rus- 
sian press  that  he  had  been  told  to  sign  this  letter  by  Bere- 
zovsky's man  Glushkov.) 

Andava  was  going  to  serve  as  Aeroflot's  foreign  trea- 
sury center.  This  company,  set  up  in  1994  with  help  from 
the  big  Swiss  commodities  trader  Andre  &  Cie.,  had 
served  as  a  foreign  treasury  center  of  the  automaker  Avto- 
vaz.  That  relationship  lasted  about  a  year,  until  Avtovaz, 
nearly  bankrupted  by  the  predations  of  its  dealers  and 
financial  intermediaries,  severed  most  of  its  tics  to  Andava. 
Haifa  year  later  Andava  took  Aeroflot  as  a  client.  Con- 
sidering that  foreign  revenues  are  the  lifeblood  of  Aeroflot, 
the  decision  to  set  up  a  foreign  treasury  center  was  a  crucial 
step  for  the  company.  But  Aeroflot  made  no  mention  of 
Andava  in  its  annual  reports. 

There  were  reasons  for  Aeroflot  to 
keep  the  Andava  relationship  secret. 
While  lots  of  big  companies  maintain 
foreign  treasury  centers,  Aeroflot  was 
unique  in  that  its  treasury  center, 
Andava,  belonged  to  someone  else. 

The  minutes  of  an  Andava  board 
meeting  in  Lausanne  in  February 
1996  listed  the  shareholders:  Bere- 
zovsky, 37%;  Glushkov,  34%;  Andre 
&  Cie.,  21%.  Owners  of  the  rest  were 
unspecified. 

The  treasury  operations  that 
Andava  performs,  on  a  trust  basis,  for  Aeroflot  are  rela- 
tively simple;  in  the  past  they  were  done  by  Aeroflot's 
own  Center  for  International  Payments.  Many  big  inter- 
national banks  also  offer  international  cash-management 
services. 

So  why  does  Aeroflot  use  a  financial  company  no  one  has 
ever  heard  of?  Says  Christian  Maret,  head  of  the  Andre  & 
Cie.  office  in  Moscow:  "I  don't  know.  I  can  only  guess." 
The  circumstantial  evidence  is  that  some  kind  of  "pri- 
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vatization  of  profits"  is  going  on.  According  to  the  May 
1997  contract  between  Andava  and  Aeroflot,  Andava 
receives  a  commission  of  3.125%  on  all  the  funds  it  hanr 
dies  for  the  airline.  (Compare  that  to  a  tiny  fraction  of  one 
percent  that  big  banks  typically  charge  for  cash  manage- 
ment services.)  Later,  the  Russian  prosecutor's  office  tells 
Forbes,  Andava's  fee  was  brought  down  to  2.5%,  earning 
the  Swiss  firm  $11  million  in  fees  in  1997.  Not  bad  for  an 
operation  with  only  half  a  dozen  employees. 

What  does  Andava  do  with  the  Aeroflot  money?  It  lends 
it  right  back,  to  the  airline — for  instance,  a  $14  million  loan 
in  June  1997.  We  don't  know  the  interest  rate  charged. 

The  fact  is  that  for  most  of  the  three  years  the  Andava- 
Aeroflot  relationship  has  lasted,  shareholders  could  not 
have  known  that  the  bulk  of  their  company's  precious 
hard-currency  revenues  was  being  handled  by  an 
unknown  Swiss  company.  Neither  did  Aeroflot  inform 
shareholders  that  one  of  the  owners  of  Andava  was  Niko- 
lai Glushkov,  the  man  who  exercised  the  unilateral  right 
to  sign  financial  contracts  on  Aeroflot's  behalf. 

Side  by  side  with  Andava,  Berezovsky  and  Glushkov  set 
up  an  even  stranger  operation  to  pay  Aeroflot's  foreign  bills. 

In  April  1996  Andava  established  a  company  in  Moscow 
called  FOK  (Finansovaya  Obedinennaya  Kompaniya — mean- 
ing United  Finance  Corp.).  FOK  signed  a  contract  with 


65%  annual  interest  rate  in  rubles  (since  the  ruble  was  declir 
ing  only  a  bit  against  the  dollar  at  the  time,  that  amounte 
to  about  46%  in  dollar  terms).  By  the  time  Aeroflot  finall 
paid  for  the  fuel  it  bought  from  BP,  it  was  paying  about 
90%  annual  rate  (in  dollar  terms)  on  its  loans. 

If  Aeroflot  was  getting  shafted  by  the  FOK-Grangelan< 
relationship,  the  Russian  tax  authorities  were  left  empty 
handed  as  well.  According  to  its  confidential  1996  annu; 
report,  FOK  wiped  out  97%  of  its  pretax  profits  with  "for 
eign  exchange  losses."  (Yes,  those  losses  were  Grange 
land's  gain — that  much  is  clear  from  the  annual  report 

And  what  is  Grangeland?  The  Dublin  address  is  just 
postbox.  We  don't  know  who  owns  Grangeland,  excep 
that  the  shareholders  include  two  Panamanian  companie: 
Grangeland  has  two  directors;  both  are  employed  by  th 
small  Swiss  accounting  firm  that  services  Andava. 

Given  the  huge  problem  of  Russian  capital  flight  (th 
root  cause  of  the  destruction  of  the  ruble),  the  Russia) 
Central  Bank  tries  to  enforce  stringent  rules  on  repatria 
tion  of  foreign  exchange  revenues. 

"Aeroflot  is  not  subject  to  that  regulation,"  say. 
William  Ferrero,  Andava's  general  director.  "It  is  exempt 
ed  by  a  Central  Bank  license." 

Aeroflot  applied  for  that  license  on  July  5,  199c 
not  long  after  Berezovsky  gained  control.  But  official 


Where  does  the  money  go? 


ANDAVA  GROUP 

Lausanne,  Switzerland 
OWNERSHIP:  Berezovsky; 
Glushkov;  Andre  &  Cie. 


FORUS  GROUP 

Lausanne,  Switzerland 
OWNERSHIP:  Berezovsky; 
Glushkov;  Andre  &  Cie. 


•  Money  management  fees 
Interest  payments  on  loans 


AEROFLOT 

Moscow, 
Russia 

OWNERSHIP: 

51%  state, 
49%  private 


1  Interest  payments  on  loans 
•  Consulting  fees 


Note.-  Ownership  information  is  circa  1996;  it  is  not  an  exhaustive  list. 

Aeroflot  to  pay  some  of  the  airline's  foreign  bills:  $139  mil- 
lion in  1996,  and  $82  million  in  the  first  half  of  1997. 

FOK  in  turn  passed  these  bills  on  to  a  Dublin,  Ireland- 
registered  company  called  Grangeland  Holdings  Ltd. 

The  FOK-Grangeland  bill-paying  operation  cost  Aeroflot 
dearly.  In  1997,  the  airline  had  to  pay  $29  million  in  "penal- 
ties" on  this  operation,  according  to  Aeroflot's  annual 
report.  (Late  payment  penalties?  Interest?  It  is  left  deliber- 
ately murky.)  And  that's  probably  not  the  full  extent  of  the 
losses  Aeroflot  suffered  on  the  FOK-Grangeland  operation. 

Here's  how  it  worked.  Say  Aeroflot  had  a  $500,000 
bill  to  pay  to  British  Petroleum  for  jet  fuel.  Instead  of  paving 
the  bill  directly,  Aeroflot  passed  the  bill  to  FOK  in  Moscow, 
which  passed  it  to  Grangeland  in  Dul  .  Grangeland  paid 
the  bill.  The  payment  was  considered  a  in  from  Grange- 
land  to  FOK,  with  annual  interest  of  in  dollars.  FOK 
passed  tins  interest  expense  on  to  Aer<  Hot,  racking  on  a 
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Banking  fees 

FOK 

Moscow,  Russia 
Interest  payments    OWNERSHIP: 
on  loans  Andava 

•  Consulting  fees 


OBEDINENNYBANK 

Moscow,  Russia 
OWNERSHIP:  Forus 


•  Interest  pay- 
ments on  loans 


GRANGELAND 
HOLDINGS 

Dublin,  Ireland 


J 


OWNERSHIP:  Two 

companies  in  Panama 


Sources:  Company  documents  and  interviews. 


at  the  Central  Bank  demurred. 

In  March  1997  Marshal  Shaposhnikov  was  out  as  gen 
eral  director;  in  came  Valery  Okulov.  A  former  Aeroflo 
navigator,  Okulov  had  no  more  experience  in  busines 
than  Shaposhnikov,  but  he  happens  to  be  Boris  Yeltsin' 
son-in-law.  Within  two  months  of  his  appointment  th 
Central  Bank  gave  Aeroflot  its  license  exempting  the  air 
line  from  Russia's  currency  repatriation  rules — rules  tha 
the  prosecutor's  office  says  Aeroflot  may  have  been  vio 
lating  for  more  than  a  year. 

As  the  authorities  dig  into  Aeroflot's  books,  they  ar 
focusing  on  its  relationship  with  another  small  company  ii 
Lausanne,  Switzerland,  called  Forus  Services  S.A. 

Like  Andava,  Forus  had  been  established  by  Berezovskj 
Glushkov  and  Andre  &  Cie.  Its  job  with  Aeroflot  is  ti 
act  as  a  financial  consultant  and  intermediar 
\\  ith  Western  banks.  It  also  helped  set  up  Obedinenny  Ban! 

Forbes  ■  March  22,  1991 


Europe  is  currently  exhibiting  extraordinary 

growth  potential,  its  time  to 


(check  one  below) 

D  a.  buy  3  VI I  Id  in  the  south  of  France 
D  b.  play  it  safe,  investing  only  in  conservative 

U.S.  companies 

D  c.  diversify  with  the  AIM  European 
Development  Fund  and  hit  the  slopes 


c.  AIM  European 
Development  Fund 


It's  1999.  The  dawn  of  a  new  era  for  Europe.  The  EU.  the  Euro  and  the 
European  Monetary  Union  are  just  a  few  of  the  things  changing  its  economic 
and  political  landscapes.  People  are  optimistic  and  business  is  booming. 
Now  more  than  ever  is  a  good  time  to 
capitalize  on  this  potential  growth  by 
diversifying  your  portfolio  with  an  aggres- 
sive European  fund.  I]  The  AIM  European  Development  Fund  sticks  to  a 
strategy  of  investing  solely  in  European  companies,  seeking  performance 
through  discipline.  A  strategy  designed  to  give  you  a  greater  sense  of 
confidence  in  your  investments.  Allowing  you  to  set  your  mind  on  more 
important  matters,  like  getting  off  the  chair  lift. 

[  International  investing  can  pose  greater  risks  when  compared  with  U.S.  invest- 
ments. Risks  like,  share  prices  fluctuating  due  to  market,  currency,  or  political 
changes,  foreign  taxation,  differences  in  accounting  procedures  and  the  lesser 
degree  of  public  information  required  to  be  provided  by  non-U.S.  companies.] 


AIM  EUROPEAN  DEVELOPMENT  FUND 


1  YEAR  INCEPTION  (11.3.97) 


40.62*  I  *32.90*    35.941 1  *29.48< 


-  INCLUDES  MAXIMUM  5.50%  SALES  CHARGE.  AVERAGE  ANNUAL  TOTAL  RETURN  AS  OF  12-31-98. 


MARKET  VOLATILITY  CAN  SIGNIFICANTLY  IMPACT  SHORT-TERM  PERFORMANCE.  RESULTS  OF  AN 
INVESTMENT  MADE  TODAY  MAY  DIFFER  SUBSTANTIALLY  FROM  THE  HISTORICAL  PERFORMANCE  SHOWN. 


AIM 

MUTUAL  FUNDS 


Invest  with  DISCIPLINE' 


www.aimfunds.com 


Past  performance  cannot  guarantee  comparable  future  results.  CALL  YOUR  FINANCIAL  CONSULTANT  for  more  complete  information  about  the  Fund  including  charges  and  expenses,  a  Fund  prospectus  and  Investors  Guide. 
Performance  figures  are  historical  and  reflect  reinvested  distributions  and  changes  in  net-asset  value  for  Class  A  shares  Performances  for  Class  B  and  C  Shares  will  differ  due  to  differences  in  sales  charges  structure 
and  class  expenses  Investment  return  and  principal  value  will  var/  so  that  you  may  have  a  gain  or  loss  when  you  sell  shares:  Please  read  the  prospectus  carefully  before  you  invest  or  send  money  Investing  in  a 
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A  friend  of  the  family 

In  the  early  years  of  the  Yeltsin  regime,  even,'  success- 
ful Russian  businessman  needed  a  political  patron.  Boris 
Berezovsky's  patron  was  General  Alexander  Korzhakov, 
Yeltsin's  most  trusted  aide  and  the  head  of  the  Presiden- 
tial Security  Service — a  kind  of  praetorian  guard  and  KGB 
rolled  into  one. 

In  1994—95,  during  the  free-for-all  that  was  Russia's 
privatization,  Korzhakov  pro- 
vided Berezovsky  with  politi- 
cal support  as  the  tycoon 
accumulated  a  stream  of  state- 
owned  assets.  He  also  provid- 
ed  him  with  muscle,  unleash- 
ing his  security  men  on 
Berezovsky's  business  rivals. 

Korzhakov  told  FORBES 
how  Berezovsky  appeared  in 
Yeltsin's  inner  circle.  "It  was 
late  1993  and  we  were  look- 
ing for  a  publisher  for 
Yeltsin's  second  book," 
Korzhakov  recalls.  "Bere- 
zovsky offered  to  publish  it  in 
Finland  at  his  own  expense." 

The  book  had  been  ghostwritten  by  Valentin  Yuma- 
shev,  a  journalist  who  had  known  Yeltsin  for  vears  and 
freelanced  as  his  biographer.  The  book,  Notes  of  a  Presi- 
dent, was  a  crashing  bore — and  was  roundlv  ignored. 

Berezovsky,  however,  orchestrated  an  advance  that 
would  have  made  Newt  Gingrich  proud:  S3  million 
(according  to  Korzhakov)  deposited  in  an  account  at 
Barclays  Bank  in  London,  generating  SI 6,000  monthlv 
in  interest. 

Yumashev  was  the  courier.  Korzhakov,  who  had  the 
right  to  access  President  Yeltsin's  private  safe,  recalls  that 


Celebrity  author  Yeltsin  and  aide  Korzhakov  (left). 


even'  month  Yumashev  would  come  to  Yeltsin's  office 
with  the  interest  payments  in  cash,  which  the  president 
would  stash  furtively  in  his  safe. 

"As  more  and  more  money  kept  coming  in,  Yeltsin 
was  told  that  he  was  receiving  money  from  the  book, 
that  the  whole  world  was  reading  it,  that  the  whole 
world  was  loving  it,"  Korzhakov  says. 

Yeltsin  may  not  have  known  that  the  book  sales  were 
fictitious,  but  naturally'  he  was  grateful  to  Berezovsky  for 
ha\ing  organized  such  a  successful  venture. 

Berezovsky  was  careful  to 
take  care  of  Yeltsin's  youngest 
daughter,  Tatyana  Dyachen- 
ko, as  well.  Dyachenko  would 
soon  become  the  power 
behind  the  throne,  accompa- 
nying her  father  to  meetings 
with  world  leaders  and 
making  recommendations 
about  top  government 
appointments.  Over  the 
course  of  1994-95,  according 
to  Korzhakov,  Berezovsky 
gave  Dyachenko  la\ish  pres- 
ents: jewelry,  a  customized 
Xiva  sport  utility  vehicle  and 
then  a  Chevrolet  Blazer. 
Berezovsky  was  a  benefactor  of  Yumashev  as  well.  For 
years  he  was  effectively  Yumashev's  employer,  since  he 
owned  the  magazine  where  Yumashev  worked.  That  rela- 
tionship came  in  useful  in  March  1997,  when  Yumashev 
was  made  Yeltsin's  chief  of  staff  (read:  gatekeeper). 

And  then  there  is  Yeltsin's  son-in-law,  Valery  Okulov, 
who  has  been  heading  up  Aeroflot  since  March  1997. 

The  circle  seemed  complete.  But  nothing  lasts  forever. 
Over  the  past  several  months  Yumashev  was  fired,  Yeltsin 
(and  Tatyana  Dyachenko)  have  been  sidelined  and 
Valen'  Okulov  has  severed  his  ties  to  Berezovsky.     -PK 


which  serves  as  Aeroflot's  banker  in  Russia. 

Russian  authorities  tell  Forbes  they  are  looking  into 
why,  in  1996,  Forus  took  a  chunk  of  the  S244  million 
Aeroflot  was  paid  by  foreign  airlines  for  their  Russian 
overflight  and  landing  rights.  Forus  responds  that  it  went 
to  repay  some  private  loans  it  had  made  to  Aeroflot. 

Forus  and  Andava  officials  tell  Forbes  that  currently 
neither  Berezovsky  nor  Glushkov  is  a  shareholder  of 
cither  corporation.  So  who  is?  Difficult  to  say.  The  owners 
are  not  listed  in  a  register,  but  are  the  holders  of  anonv- 
mous  bearer  shares.  Both  boards  contain  Swiss  financier 
(and  longtime  Berezovsky  ally)  Alain  Mayor  and  two 
Swiss  lawyers. 

This  much  is  clear:  Under  Berezovsky's  managers, 
Aeroflot  floundered.  The  company  lost  S82  million  in 
1996,  S93  million  in  1997.  Last  spring  Aeroflot  begged  old 
partner  Andre  &  Cie.  to  increase  a  s  ndicated  loan  by  $17 
million  to  cover  a  cash  shortage.  A  ic  months  later  Cana- 
dian authorities  impounded  an  Aeroflot  plane  because  the 
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airline  hadn't  paid  a  S6  million  bill  to  a  Canadian  hotel 

In  launching  a  criminal  investigation  into  Avtovaz  and 
Aeroflot,  the  new  government  under  Prime  Minister  Yevge- 
ny Primakov  seems  to  be  signaling  its  determination  tc 
bring  Boris  Berezovsky  and  Russia's  other  tycoons  to  heel. 
Yeltsin  son-in-law  Valery  Okulov  seems  invigorated  b\ 
the  new  breeze.  The  day  the  police  searched  Aeroflot'? 
offices,  Okulov  fired  several  managers  and  directors- 
including  all  remaining  Berezovsky  appointees  (Glushko\ 
had  already  left  several  months  earlier).  At  a  press  confer- 
ence he  railed  against  "intermediaries"  and  "contracts  unfa- 
vorable to  Aeroflot"  relating  to  foreign  ticket  sales  and  for- 
eign financial  operations.  He  also  said  he  would  terminate 
the  special  relationship  between  Aeroflot  and  Andava. 

There  was  an  era  of  privatized  profits,  and  there  will 
evidently  be  an  era  of  unprivatized  profits.  But  Russia  still 
has  a  long  road  to  travel  before  it  enjoys  the  kind  ol 
accountability  and  respect  for  property  rights  that  make 
Western-style  capitalism  possible,  ma 
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Connections 
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KSREANAIR  BEYOND  YOUR  IMAGINATION 


A  Utah-based  group  of  companies  peddles  boot  camp-style  rehab  for  wayward 
adolescents.  But  are  they  offering  "attitude  adjustment"— or  abuse? 

Too-tough  love? 


By  Tomas  Kellner 

At  3:46  on  the  morning  of  Nov. 
30,  1996,  Stanley  Goold  III,  a  16- 
year-old  high  schooler  from  Middle- 
town,  Calif,  recalls  being  shaken 
awake.  Over  his  bed  stood  three 
hulking  strangers.  One  of  them 
tossed  him  his  clothes.  "Get 
dressed,"  he  ordered  the  boy. 

Still  groggy,  Stanley  was  hustled 
into  a  waiting  rental  car — but  not 
before  his  mother,  Jane  Goold, 
handed  him  a  small  bag  packed  with 
a  few  articles  of  clothing.  Stanley 
says  that  she  never  even  told  him 
where  he  was  going — to  a  "pro- 
gram" to  help  fight  his  alleged  mar- 
ijuana and  alcohol  habits.  (Stanley 
always  denied  he  had  a  problem  and 
says  he  took  two  drug  tests  that 

An  unintended 
vacation 

Stanley  Goold's  harrowing 
11-month  odyssey  began  in  his 
bedroom  in  November  1996  and 
took  him  to  a  rehab  camp  halfway 
around  the  world.  He's  home 
again,  but  the  journey  won't  end 
until  he's  had  his  day  in  court. 


were  negative.)  Two  men  sand- 
wiched him  into  the  backseat,  and 
the  car  sped  off. 

The  next  evening,  Stanley  says,  he 
arrived  at  Brightway  Adolescent 
Hospital,  a  private  psychiatric  hospi- 
tal in  St.  George,  Utah,  where  he 
was  told  to  take  a  shower  and  put  on 
a  hospital  gown.  He  asked  to  call  his 
dad — who  had  divorced  his  mother 
years  ago  and  knew  nothing  of  her 
plans  to  send  Stanley  away  for  treat- 
ment— and  was  turned  down.  Stan- 
ley spent  the  week  being  evaluated 
by  a  psychiatrist  who  diagnosed  him 
as  normal,  with  above- average  intel- 
ligence, but  "underresourced" — a 
condition  never  explained  to  him, 
but  apparently  serious  enough  for 


1.  Surprise  visit 


One  early  morning  Stanley  is 
grabbed  from  his  bed  by 
strangers  and  whisked  off  in  a 
waiting  car.  His  mom  says  he's 
going  to  a  "program." 


him  to  be  sent  to  a  drying-out  cam 
for  a  year. 

A  week  later,  he  says,  he  was  pi 
on  a  plane  to  Western  Samoa,  site  < 
the  school  called  Paradise  Cov 
where  he  was  forced  to  sleep  on 
small  mat  in  a  crowded  room, 
was  worse  than  being  in  priso. 
because  we  didn't  know  when  v 
were  going  to  leave,"  says  Stanle 
who  claims  he  still  suffers  fro 
nightmares.  His  father  discovert 
Stanley's  whereabouts  only  after  h 
son  failed  to  show  up  for  a  schec. 
uled  visit.  That  prompted  him  to  £ 
to  court.  Nine  months  later  he  g«. 
physical  custody  of  Stanley  and  toe 
him  out  of  Paradise  Cove.  Todi 
he's   an    18-vear-old   freshman 


2.  Shrink  wrapped 


Taken  to  a  psych  hospital  in 
Utah,  he  spends  a  week  beinj 
evaluated.  The  doctor  recom- 
mends a  year's  worth  of 
behavior  modification  abroad. 


3.  Camp  life 


At  a  rehab  compound  in  West 
ern  Samoa  he  endures  con- 
stant scrutiny  and  is  forced  to 
spend  hours  in  seclusion.  All 
letters  home  are  censored. 
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?    PARADISE 


Pretty  pictures, 
painful  memories 

A  group  of  Utah  companies  offers 
"innovative  programs"  in  beautiful 
settings  to  help  teenagers  with  emoti 
and  behavioral  problems.  Paradise  Co 
where  Stanley  Goold  spent  nearly  a  y 
is  called  "the  perfect  place  for  teens 
sort  out  their  lives  and  make  a  new 
beginning."  No  mention  of  what  Stand 
remembers:  time  out  in  the  "dungeon 
seeing  other  kids  beaten. 


&4  mm  mm 


Ohlone  College  in  Fremont,  Calif., 
where  he  lives  at  home  with  his  dad. 

Stanley  Goold  was  one  of  about 
950  teenagers  who  have  been 
enrolled  at  Paradise  Cove  or  one  of 
its  six  sister  schools  in  the  U.S., 
Jamaica,  Mexico  and  Western 
Samoa — loosely  directed  by  a 
LaVerkin,  Utah-based  group  known 
as  the  World  Wide  Association  of 
Specialty  Programs  (wwasp),  which 
markets  the  schools  under  the  name 
Teen  Help.  According  to  ads  in 
Sunset  magazine,  as  well  as  its  Web 
site  (www.vpp.com/teenhelp),  Teen 
Help  offers  "schools,  camps,  other 
alternatives" — intensive  rehab  pro- 
grams— to  help  13-to-18-year-olds 
with  psychological  or  substance 
abuse  problems.  Parents  pay  up  to 
$54,000  a  year  for  treatment  and 
service?.  It  is  estimated  that  wwasp 
and  affiliated  companies  pull  in  $30 
million-plus  in  annual  revenues. 

Okay,  lots  of  troubled  teenagers 
aren't  going  to  respond  to  gentle 
suggestion,  especially  from  their  par- 
ents. But  some  of  wwasp's  camps 
may  push  tough  love  too  far.  Last 
November    its    Morava    Academv 


closed  down  after  Czech 
police    charged    its    U.S. 
managers  with  child  tor- 
ture;      those       criminal 
charges  are  pending.  They 
were  the  same  managers  who 
were  arrested,  did  time  and  fled 
Mexico    when    Sunrise    Beach,    a 
school  for  girls  in  Punta  Sam,  was 
shut    down    in    May    1996    after 
employees  complained  to  the  media 
about  prisonlike  conditions  inside 
the  facility. 

Karr  Farnsworth,  president  of 
wwasp,  defends  the  camps  as  highly 
structured  boarding  schools.  The 
programs,  he  says,  offer  a  mix  of 
school,  self-study  and  self-improve- 
ment seminars,  along  with  therapy 
to  change  attitude  problems. 

Students  usually  live  in  dormlike 
rooms  and  stay  for  12  to  18  months. 
"These  kids  are  not  being  sent  to 
RJkers  Island,"  Farnsworth  insists. 
"Students  get  their  lives  in  order  and 
go  home  as  productive  citizens."  He 
recently  surveyed  hundreds  of  par- 
ents and  claims  that  all  but  a  few  said 
they'd  made  a  good  choice  enrolling 
their  kids  in  the  program,  and  would 


i 


Two  teen  camps— one  in  Punta  Sam,  Mexico,  the  other  in 
the  Czech  Republic— were  shut  down  after  local  employees 
charged  that  camp  officials  were  physically  abusing  kids. 
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recommend  it 
to  others. 

Forbes  talked  to  two  sets  of  pai 
ents  who  were  very  happy  with  th 
program  and  said  their  childre 
came  back  minus  their  drug  habit- 
and  bad  attitudes.  Daniel  Kolle 
Jane  Goold's  attorney,  says  he  sper 
$60,000  on  therapy  for  his  soi 
Daniel  before  sending  him  to  Pai 
adise  Cove.  "He  was  doing  crysti 
meth;  that  was  his  drug  of  choice, 
says  Koller.  Now,  he  claims,  "he's 
fantastic  new  human  being,  a  re; 
loving  guy,"  currently  enrolled  i 
the  California  Maritime  Academy  i 
Vallejo. 

These  days  Stanley  Goold  doesn 
feel  rehabilitated.  He  has  enliste 
Thomas  Burton,  a  Pleasanton,  Cali 
attorney,  to  sue  the  operators  of  Pai 
adise  Cove.  Burton  has  filed  t\v 
cases  against  WWASP  schools  in  fedei 
al  court  and  is  preparing  cases  o 
behalf  of  eight  additional  client: 
Burton  compares  Paradise  Cove  t 
"a  private  prison,"  and  alleges  it  is 
place  where  "adolescents  ar 
impounded,  tortured,  beratec 
brainwashed  and  otherwise  abused. 

WWASP  officials — the  ones  wh 
returned  phone  calls — steadfast! 
deny    all    this.    But    the    evidenc 
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strongly  suggests  that  teenagers  in 
the  program — whose  parents  have 
signed  away  their  rights — live  under 
the  constant  threat  of  physical  pun- 
ishment and  receive  little  therap\ . 

Stanley  Goold  says  he  never 
received  any  counseling  during  his 
11-month  stay.  But  he  vividly 
remembers  the  physical  treatment. 
"I  saw  a  few  kids  punched,  kicked 
and  thrown,  but  not  nearly  as  many 
as  I  heard  about,"  he  recalls.  For 
small  infractions — chewing  food 
with  an  open  mouth,  talking  back  to 
the  staff,  failing  a  test — Stanley  him- 
self landed  in  the  "dungeon"  a  half- 
dozen  times  for  a  day  or  two.  There 
he'd  be  forced  to  sit  cross-legged  on 
a  cement  floor  for  12  hours  a  day, 
listening  to  tapes  about 
the  lives  of  Socrates, 
Beethoven  and  Genghis 
Khan.  Students  who 
tried  to  flee  the  dun- 
geon, says  Stanley, 
would  be  locked  up  in  a 
tiny  cell  for  weeks  at  a 
time.  "Sometimes  they'd 
put  duct  tape  over  the 
kid's  mouth,  hog-tie 
him  or  put  on  hand- 
cuffs," he  says. 

Farnsworth  says,  "We 
do  not  permit  physical 
abuse."  If  some  kids 
were  to  get  out  of  con- 
trol, he  says,  "they 
would  be  temporarily 
restrained  by  a  member 
of  our  staff  until  they 
calm  down  and  promise 
to  cooperate." 

It's  difficult  to  estab- 
lish a  pattern  of  problems 
at  the  schools,  partly 
because  they  operate 
independently  of  each 
other,  as  do  the  handful 
of  other  companies  that 
provide  services  to 
wasp.  "The  corporate 
structure  is  extremely 
complex  and  convolut- 
ed— deliberately  so," 
charges  attorney  Burton. 
That  way,  he  says,  the  right  hand  can 
claim  it  has  no  idea  what  the  left 
is  doing. 

In  addition  to  the  seven 
tial  facilities,"  WWASP  does  business 
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Two  teenagers  are  suing  their  camps  and  related  compa- 
nies for  alleged  "negligent  child  abuse,  false  imprison- 
ment and  intentional  infliction  of  emotional  distress." 


Men  with 
connections 

J.  Ralph  Atkin  and 
Narvin  Lichfield  (bot- 
tom) have  invested  in 
rehab  programs  and 
served  as  trustees  of 
several  companies 
that  now  provide 
services  to  them. 


with  firms  in  or  around  nearby  St. 
George,  Utah.  There's  Teen  Help, 
the  marketing  arm  that  directs  par- 
ents to  various  camps  and  which, 
according  to  Farnsworth,  also  pro- 
vides referrals  to  "escort  services"  of 
the  type  that  whisked  away  Stanley 
Goold.  Dixie  Contract  Services  helps 
the  schools  hire  firms,  such  as  R&B 
Billing,  to  do  back-office  work. 
Brightway  Adolescent  Hospital 
closed  down  in  March 
1998  for  financial  rea- 
sons, the  company 
insists — but  not  before 
the  Utah  Department  of 
Health  launched  an 
investigation  into  its 
alleged  practice  of 
admitting  children  with- 
out the  consent  of  both 
parents.  Then  there's 
Resource  Realizations, 
which  provides  the 
camps  with  seminars  and 
training  materials. 

Farnsworth  insists  all 
the  companies  are  inde- 
pendent of  each  other.  If 
so,  there  are  some 
strange  coincidences.  J. 
Ralph  Atkin,  the 
founder  of  SkyWest  air- 
lines and  former  codi- 
rector  of  business  and 
economic  development 
for  the  State  of  Utah, 
has  been  an  attorney  for 
Teen  Help  and  a  regis- 
tered agent  for  r&b 
Billing  and  Dixie  Con- 
tract. According  to  the 
Utah  Department  of 
Commerce,  he  is  a 
trustee  of  WWASP.  Atkin 
denies  this,  saying  that 
state  records  aren't  up 
I  don't  have  anything  in 
common  with  the  business  opera- 
tion," he  insists.  He  does  concede 
that  he  co-owned  Morava  Academy, 
the  WWASP  school  that  was  closed 


to  date. 


down  last  fall  by  Czech  authorities 

Another  figure  who  keeps  pop 
ping  up  is  Narvin  Lichfield,  who: 
brother  Robert  founded  Cro 
Creek  Manor  in  1988,  the  olde 
school  in  the  wwasp  network,  estal 
lished  Paradise  Cove  and  ran  Tee. 
Help  before  his  retirement  a  f( 
years  ago.  Narvin  Lichfield  owi 
Carolina  Springs  Academy,  a  WWAJ 
school  in  Abbeville,  S.C.  He  is  tf 
president  and  the  director  of  S 
George-based  Adolescent  Servki 
Incorporated  (asi),  which,  like  Tee 
Help,  is  a  marketing  company  fc 
the  schools.  He  is  on  the  board  c 
At  Risk  Teen  Foundation,  whic 
raises  money  to  help  parents  defrr 
the  costs  of  wwasp  schools  offerc 
through  ASI,  including  Carolii 
Springs.  The  Internal  Revenue  Se> 
vice  is  reviewing  At  Risk's  applic. 
tion  for  status  as  a  tax-exempt  cha 
ity.  Lichfield  insists  it's  all  perfect 
kosher.  "The  foundation  will  t 
giving  grants  to  the  parents,  not  t 
the  schools,"  he  says. 

Still,  the  suits  are  moving  forwan 
Most  legal  action  to  date  has  bee 
directed  against  parents.  Last  year 
superior  court  judge  in  Oaklam 
Calif,  dismissed  a  suit  brought  t 
the  Alameda  County  deputy-  distri 
attorney  on  behalf  of  then-  16-yea 
old  David  Van  Blarigan  against  h 
parents  for  sending  him  against  h 
will  to  a  wwasp  school  in  Tranquil 
ty  Bay  in  Jamaica. 

And  in  January  Children's  Se 
vices  in  Ohio's  Franklin  Coun 
halted  an  investigation  of  a  Colun 
bus  couple  who  had  dispatched  the 
17-year-old  son  to  Tranquility  Ba 
The  boy  was  allegedly  handle 
roughly  on  the  trip  to  Jamaica.  Tl 
parents  agreed  to  settle  out  of  cour 

Parents  of  deeply  troubled  adole 
cents  face  a  terrible  dilemma.  A  mi 
response  to  the  problem  may  get  r 
results;  an  extreme  one,  like  wh 
WWASP  seems  to  be  offering,  mi 
turn  out  to  be  overkill,  mt 
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The  New  Market  for 
Electric 


Electric  utilities  are  the  latest  major  industry  to  experience 

an  arduous  process  of  deregulation. 

The  transition  from  regulatory  controls  to  free  enterprise  created 

both  anxiety  and  opportunity  for  employees,  customers,  and  investors 

1  the  railroad,  trucking,  banking,  airline,  telephone  and  natural  gas  industries. 

The  $300  billion  electric  utility  industry, 

the  largest  U.S.  industry  to  restructure,  will  be  no  different. 


high 


CRU 


°w      AGGRESSIVENESS     w 


6  the  end  of  the  nineteenth 
ury,  the  power  industry  has 
n  structured  quite  simply: 
local    utility    generated 

er  and  then  transmitted  and 
ributed  it  through  its  own 
's  to  captive  customers  in  its 


own  geographic  territory.  This 
vertically  integrated  process  is 
changing.  The  generation  of 
power — producing  electrons  or 
kilowatt  hours — is  being  sepa- 
rated from  transmission  and  dis- 
tribution, delivering  of  energy  to 


the  end  user.  The  generation 
portion  of  the  industry  will  be 
based  on  an  open,  unregulated 
commodity  market  where  the 
price  of  a  kilowatt  hour  will 
fluctuate  according  to  supply 
and  demand.  The  competition 


advertisement 

for    customers    may    be    fierce. 
Competition  will  be  the  name 
of  the  game  with  traditional  util- 
ities,   as    well    as    newcomers, 
vying  to  be  providers  of  choice. 
The    competitive    marketplace, 
not    regulators,    will    determine 
the  price  for  energy.  The  trans- 
mission   and    distribution    busi- 
ness is  the  part  of  the  former 
vertically  integrated  industry  to 
remain    regulated.    Energy    will 
be   delivered    primarily   by   the 
local    electric    company    whose 
wires  are  firmly  rooted  in  a  par- 
ticular     service      territory      or 
region.  This  side  of  the  business 
will  be  less  volatile  in  the  short 
term  and  will  include  key  activi- 
ties  such   as   metering,    billing, 
maintaining  physical  assets  and 
working  closely  with  regulators, 
legislators,  customers  and  com- 
munities. 


GPU: 

THE  INFRASTRUCTURE 

COMPANY 


Investors  in  utility  equity 
securities  are  realizing  that  the 
current  climate  represents  a 
heightened  activity  with 
new  opportunities  for  gain. 
Acquisitions,  divestitures,  regu- 
latory rulings,  new  markets  and 
services,  and  global  expansion 
will  affect  utility  stock  perfor- 
mance. 


Utilities  are  evaluating 

their  strengths  and 
weaknesses  to  maximize 
their  position  for  an 
unpredictable  future. 
For  the  first  time, 
utilities  are  making 
strategic  decisions  about 
what  it  takes  to  be 
competitive  in  an 
environment  that  is 
both  market  driven 
and  regulated. 


For  GPU,   one   of  the   nation's 
largest  electric  utilities,  industry 
restructuring  served  as  a  catalyst 
to    evaluate    its    strategy    and 
choose  its  course  for  the  future. 
The    Morristown,    New   Jersey- 
based  company  took  stock  of 
its    strengths    and    geographic 
position,  and  began  a  transfor- 
mation   into    a    company    that 
offers    shareholders    traditional 
utility  performance  in  the  new 
deregulating     world.     Despite 
evolutionary    industry    change, 


GPU  is  doing  what  it  does  J 
continually  doing  it  better! 
then  leveraging  that  expj 
into  new  markets.  By  agl 
sively  pursuing  a  traditj 
low-risk  investment  profile) 
company  seeks  to  maxij 
shareholder  value. 


During       the       early       1 
GPU    began    the    proces; 
developing       skills       in 
newly    evolving    Indepe 
Power     Production     busi 
Acquisition  of  regulated  el 
utility  businesses  in  the  U" 
Australia    followed.    In 
GPU    completed    the    trad 
by  announcing  plans  to  exi 
generation    business    and 
centrate  on  the  delivery  of 
gy-related    services.    When 
divestiture  is  complete  in 
1999,   GPU  will  offer  inve 
the   same   type   of  risk  pr 
growth  rate  and  dividend 
out    they    received    wher 
aspects    of   the    business 
regulated.        Because 
planned   early   and   took  t 
clear  steps,  it  may  be  one  o 
few  utilities  that  will  be  ab 
offer  this  stability. 


advertisement 


h|  regulated  infrastructure 
u-bess  will  be  essential  to 
■port  the  emerging  competi- 
v*  market  for  electricity.  The 
ijands  will  be  enormous 
(Mrding  to  GPU  Chairman, 
trident  and  CEO  Fred  D. 
Br.  "For  restaicturing  to  truly 
jUeed.  the  industry  will  have 
I  jo  more  than  provide  lower 

■  The  demands  and  expec- 
■ns  cover  a  wide  spectrum 

'•roducts  and  services:  new 
flng  options,  different  uses 
•Blectricity.  new  methods  to 
■age  consumption.  and 
ipling  consumers  to  express 
«  own  preferences  for  relia- 
m,  and  quality  of  sen  ice,  for 
■ers."  GPU  is  positioning  its 
National  skills  and  infrastruc- 
l|  assets  to  add  consumer 
■e.  Hafer  adds,  "By  focusing 
■our   infrastructure    business. 

■  are  looking  for  opportuni- 

■  to  use  similar  skills  to  grow 
V  business  horizontally — 
Standing  into  natural  gas  dis- 
BJJtion,  the  physical  asset 
lj:e  of  telecommunications, 
n  potentially,    water   compa- 


GPU  Strengths: 
Focus,  Results 


I'  A  clear  focus  on  the 
hfrastructure  business 
'ill  enable  GPU  to  play 

a  pivotal  role  in 
Seating  value  for  both 
I  our  customers  and 

shareholders. " 


Cairman, 
Ppsident  and  CEO 
03d  D.  Hafer 


In  order  to  gain  a 

competitive  advantage 

as  the  industry 

restructured, 

in  late  1997 

GPU  began 

transforming  itself. 

REALIGN  AND 

IMPROVE 
THE  BUSINESS 


Two  years  ago,  gpu  began 

an  alignment  of  the  company's 
business  processes  that  will 
assure  seamless  and  efficient 
operations  and  incorporates  the 
best  practices  to  be  found  in 
the  business  world. 

Integral  to  GPU's  successful 
process  alignment  is  one  of  the 
very  first,  most  cost-effective 
enterprise  information  manage- 
ment systems  in  the  industry. 
This  system  is  not  only  coming 
online  on  schedule  and  within 
budget,  a  unique  accomplish- 
ment in  today's  IT  world,  but 
allows  a  companywide  re-engi- 
neering of  all  infrastructure 
business  processes.  This 
decreases  cost  and  still  provides 
the  capability  to  export  opera- 
tional skills  and  process  effi- 
ciencies to  other  service  territo- 
ries either  through  acquisition 
or  by  management  contract. 


The  ultimate  goal  of  transforma- 
tion: to  maximize  the  value  of 
the  company's  assets. 


DEREGULATION  IN 

PENNSYLVANIA  AND 

NEW  JERSEY 


One  of  GPU's  strengths  lies  in 
its  ability  to  work  with  state 
regulators  and  legislators — a 
key  competency  as  each  state 
works  out  its  own  deregulation 
plan  with  local  utilities.  In 
Pennsylvania,  the  utility  will 
recoup  essentially  all  of  its 
stranded  costs,  including  the 
above-market  costs  of  its  non- 
utility  generating  contracts.  "The 
settlement  was  fair  for  the  State, 
for  customers,  and  for  GPU 
shareholders,"  says  Vice 
President  and  Treasurer 
Terrance  G.  Howson. 

New  Jersey's  deregulation  legis- 
lation, signed  into  law  on 
February  9,  promotes  customer 
choice  and  reduced  electric  bills 
and  provides  provisions  for 
stranded  cost  recovery  for  GPU. 


advertisement 


GPU  Strengths:  Action, 


Results  P 


SUCCESSFUL 
ASSET  SALES 


In  1998,  GPU's  self-initiated 
generation  divestiture  (the  only 
major  sale  not  prompted  by 
regulatory  mandate  or  financial 
conditions)  yielded  a  significant 
sale  price,  well  above  book 
value.  But  this  was  not  just  the 
luck  of  the  marketplace.  Four 
years  earlier,  in  1994,  GPU 
began  to  prepare  its  generation 
business  for  the  new  world.  A 
separate  operating  unit,  GPU 
Genco,  was  formed  to  take  over 
operation  of  the  company's 
power  plants.  The  unit  was 
organized  and  began  to  think 
like  a  separate  business.  By  the 
time  the  assets  were  auctioned 
in  1998,  the  plants  were  operat- 
ing with  lower  operating  and 
generating  costs  and  higher 
availability  than  ever  before. 

The  combined  sale  of  the  non- 
nuclear  generating  assets  for 
$2.62  billion  yielded  2.5  times 
book  value,  or  approximately 
$510  per  kilowatt.  According  to 
Bruce  L.  Levy,  GPU's  Senior 
Vice  President  and  Chief 
Financial  Officer,  "The  proceeds 
from  the  sales,  after  repayment 
of  generation  related  debt,  will 
be  used  to  fund  new  acquisi- 
tions in  our  core  business  and 
to  optimize  our  capital  structure 
through  the  repurchase  of 
stock.  We  believe  our  focused 
strategy  is  right  for  GPU,  for  our 
stockholders,  and  for  our  cus- 
tomers." Levy  adds,  "GPU  is 
positioned  to  become  a  premier 
player  in  the  newly  evolving 
part  of  the  business." 


Chief  Financial  Officer 
Bruce  Levy 

"Earnings  are  growing  at 

about  8  percent...  the 

ability  to  grow  earnings  is 

really  the  key  to  success 

at  GPU.>' 

ESTABLISHING 
A  GLOBAL  REACH 


GPU  is  building  strength  world- 
wide, with  GPU  International 
Group  (GPUI)  expected  to  rep- 
resent 17  percent  of  the  compa- 
ny's annual  earnings  in  1999. 

ed  Kingdom:     in  1996 

GPU  and  Cinergy  Corp.  jointly 
purchased  Midlands  Electricity 
PLC.  an  electric  utility  in  central 
England.  That  utility  had  opera- 
tions m  the  regulated  distribu- 
tion area  as  well  as  the  highly 
competitive  supply  business.  In 
1998.  GPL  sold  the  supply  busi- 
of  Midlands  to  National 
Power  PLC.  allowing  Midlands 
oncentrate  on  its  regulated 
distribution  business. 


Australia:  In  another  strati 
move  in  1997,  GPU  sold  it 
percent  share  of  Solaris  Po 
an  electric  distribution  ut 
and  acquired  the  much  la; 
GPU  PowerNet,  a  high-vol 
electric  transmission  comp 
serving  the  state  of  Victori 
population  base  of  4.5  mill 
people. 


tin 


s 


. 


South      America:      ( 

announced  in  December 
1998,  the  acquisition  of  Emde 
a  holding  company  that  o 
three  electric  distribu 
companies  in  northwest 
Argentina. 


NEW  BUSINESS 
OPPORTUNITIES 


In  continuing  its  strategy  I 

horizontal  growth,  GPU  is  \ 
suing    ancillary    businesses 
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3PU  Strengths:  Action,  Focus, 


nent  its  focus  on  infrastruc- 
Through  GPU  Telecom, 
company  is  providing  for 
physical  assets  of  telecom- 
lications  companies.  Similar 
cities  are  underway  in 
tralia.  Through  GPU 
anced  Resources,  the  com- 
y  is  participating  in  the  retail 
rgy  marketing  in  the  Mid- 
ntic  State-*  of  the  I    S 

agL^ress;\  ely  pursuing  new 
ortunities  that  support  its 
tegy  to  focus  on  infrastruc- 
.  GPU  expects  to  be  a  mar- 
leader  that  will  continue  to 
Juce  solid  returns  for  its 
eholders. 


lalysts  are  impressed 

with  GPU's  clear 
irection  and  success. 


THE  WORD 
ON  THE  STREET 


Emie  Liu,  Managing  Director  at 
Goldman  Sachs,  notes  that  the 
company's  actions  over  the  past 
year  have  been  applauded  by 
the  stock  market.  "Specifically, 
GPU  was  among  the  first  in  the 
eastern  U.S.  to  announce  its 
intention  to  divest  its  generating 
capacity  base.  It  was  also  the 
first  U.S.  utility  that  has  taken  a 
substantial  stake  in  a  foreign- 
based  transmission  utility." 

Steven  Fleishman,  First  Vice 
President,  Global  Securities 
Research,  Merrill  Lynch,  adds 
that  GPU  received  favorable 
prices— well  over  $500  per  kilo- 
watt-for  its  non-nuclear  generat- 
ing assets — and  reduced  its  risk 
considerably    by    selling    Three 


Mile  Island.  Fleishman  notes, 
"GPU  is  likely  to  expand  its 
reach  in  markets  like  the  U.K. 
and  Australia  in  order  to  capital- 
ize on  the  overseas  infrastruc- 
ture investments." 

Liu  concludes  that  as  the  stock 
market  has  the  potential  to  be 
more  volatile  in  1999,  the  utility 
sector — and  GPU  itself — will  be 
seen  as  attractive  investment 
choices.  "When  investors  search 
within  the  U.S.  utilities,  I  strong- 
ly believe  that  GPU  will  be  one 
of  the  preferred  stocks  to  buy. 
This  is  in  large  part  because  the 
company  has  been  whittling 
away  its  biggest  risk  operations, 
and  because  the  company  is 
one  of  a  shrinking  group  of 
choices  that  is  still  able  to 
show  steady  dividend  growth. 
That  will  help  make  the  case 
for  a  total  return  for  GPU 
that  I  believe  will  be  very 
competitive." 
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What's 


GPU's  strategic  direction  is  clear. 
The  company  is  focusing  on  the  business  it  knows  best: 
the  delivery  of  energy  and  infrastructure  services. 
The  activities  of  the  last  two  years  are  evidence  of  GPU's  business  plan  in  actioi 


i 


Industry  change  is  presenting 
a  variety  of  business  prospects. 
New  markets  are  being  created 
by  deregulation  in  the  United 
States  and  by  privatization 
around  the  world.  GPU  is  pur- 
suing these  opportunities  with  a 
yield  oriented,  low  risk  strategy 
with  sustained  dividend  growth. 
The  infrastructure  business  is 
profitable  today,  will  grow 
tomorrow,  and  offers  a  platform 
for  enhanced  business  scope. 

With  GPU's  well-developed 
skills  at  designing  and  imple- 
menting infrastructure  manage- 
ment processes,  the  company  is 
not  constrained  by  its  physical 
assets  as  a  platform  to  new 
market  opportunities.  GPU  can 
export  its  capabilities  and  oper- 
ational excellence  to  non-con- 
tiguous markets.  The  operating 
successes  at  GPU  International 
are  evidence  of  this  strategy,  as 
is  the  company's  solid  perfor- 
mance in  recent  years. 

GPU  has  focused  on  the  impor- 
tance of  the  dividend  to  its 
investors,  and  has  produced 
steady  dividend  growth  of  three 
percent  over  the  past  two  years. 
Both  Hafer  and  Levy  are  confi- 
dent that  GPU  has  continued 
divid<  id  growth  potential  mov- 
ing !'n.  vvard. 


"There  is  no  doubt,"  concludes 
Hafer,  "about  our  focus  and 
drive  to  become  a  world-class 
infrastructure  company.  What 
has  made  us  unique  and  rare 
among  traditional  utilities  is  the 
fact  that  we  have  taken  decisive 
steps  to  implement  that  strate- 
gy. We're  willing  to  grow  our 
infrastructure  business  domesti- 
cally and  anywhere  in  the 
world,  in  countries  that  meet 
our  screening  criteria  to  provide 
a  reasonable  return  for  our 
shareholders." 

For  further  information  go  to: 
http://www2.gpu.com/home/financial.htm 

THE  GPU  PROFILE  — 

low  volatility,  yield-oriented  investment  with 

continued  opportunities  for  dividend  growth  — 

appeals  to  a  specific  type  of  investor. 

For  those  seeking  an  investment  that  is 

relatively  conservative  and  lower  risk  with 

a  strong  dividend  payout,  GPU  is  one  of  the  best 

opportunities  and  best  buys  today. 
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jnkies  reuse  discarded  medical  equipment— and  it 

jrns  out  maybe  you  do,  too,  courtesy  of  cost-cutting  hospitals. 

Blood  money 


(y  Neil  Weinberg 

HE     ELECTROPHYSIOLOGY 

ithetcr  is  a  long,  wiry  device 
iat  travels  an  intrusive, 
tensely  personal  path 
irough  a  patient's  groin  and 
to  the  heart  to  monitor  its 
motions.  After  a  single  use, 
le  instrument,  which  costs 
veral  hundred  dollars,  is  sup- 
jsed  to  get  thrown  out. 
But  a  third  or  more  of  U.S. 
ospitals  routinely  reuse  dis- 
osable  catheters  and  other 
edical  instruments  approved 
ir  one-time  use  only.  With- 
at  much  federal  oversight, 
ainst  devicemakers'  advice 
d  in  the  absence  of  any 
dustrv  standards,  hospitals 
ike  the  gadgets,  apply  toxic 
lemicals  and  high  tempera 
ares  to  clean  and  sterilize 
lem,  then  use  the  instru- 
lents  on  other  patients. 
The  little-noticed  practice- 
overs  upwards  of  1  million 
EVlces  each  year,  a  small  share- 
all  disposables  and  an 
reryday  result  of  the  cost- 
Jtting  pressures  of  managed 
ire.  It  is  becoming  so  com- 
onplace  that  a  burgeoning 
eprocessing"  industry  has 
efged  to  serve  the  hospitals 
at  do  it — despite  a  dearth  of 
d  scientific  evidence  indi- 
ting whether  it  is  safe. 
That  has  sparked  a  sub- 
rranean  debate  that  few 
ople  in  the  medical  indus- 
are  eager  to  air  in  public, 
ospitals  defend  the  practice  as  pru- 
nt  and  harmless.  Devicemakers  such 
U.S.  Surgical  and  Johnson  &  John- 
n  generally  refuse  to  discuss  the 
atter  publicly,  but  some  of  them  are 
uietly  lobbying  the  Food  &  Drug 
drninistration  to  take  a  harder  line  on 
eprocessors." 

lorbes  ■  March  22,  1999 


Turning  throwaway  devices  into  profitable  products  at  Vanguard  Medical  Concepts  in  Lakeland,  Fla. 
Supporters  call  it  necessary  cost-cutting.  Critics  fear  it  hurts  patients. 


The  cleaners,  for  their  part,  say  the 
device  companies  are  raising  false 
alarms  to  protect  their  sales.  Caught  in 
the  crossfire  are  patients. 

"We're  doing  it  on  the  backs  of 
people  who  didn't  volunteer  to  be  in 
a  research  project,"  says  Rita 
McCormick,    an    infection-control 


practitioner  at  the  University  of  Wis- 
consin Hospitals  &  Clinics. 

"The  hospitals  are  looking  to  save 
money.  Reprocessors  see  profit  poten- 
tial. The  devicemakers  are  worried 
about  dieir  livelihood.  What  happened 
to  worrying  about  the  patient?"  says 
Marimargaret  Reichert,  a  nurse  and 
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president  of  a  medical  safety 
consultancy  in  Olmsted  Falls, 
Ohio,  who  has  studied  the 
issue  since  1980. 

No  one  can  point  to  a  sur- 
gical complication  or  an  infec- 
tion known  to  be  a  result  of 
unauthorized  reuse.  But  that 
doesn't  mean  such  cases 
haven't  occurred.  Every  year, 
nearly  2  million  patients 
become  sick  and  90,000  die 
from  infections  contracted 
while  in  the  hospital.  Cause 
and  effect  are  hard  to  connect. 
But  note  this:  Another  kind  of 
device  that  is  approved  for 
reuse,  the  endoscope  for  look- 
ing inside  the  body  and  taking 
tissue  samples,  has  been  tied 
to  several  infectious  outbreaks 
(see  box). 

Even  infections  that  show 
up  quickly  can  be  tough  to 
trace.  That's  assuming  hospi- 
tals want  to  trace  them. 

"How  many  health  care 
workers  are  going  to  call  the 
FDA  and  say  'A  patient  was 
injured  because  I  used  a  device 
in  an  unapproved  way?'"  asks 
an  executive  at  the  Association 
of  Disposable  Device  Manufacturers. 
The  group  was  formed  a  few  months 
ago  to  oppose  reprocessors. 

Makers — speaking  privately  to 
avoid  bad  publicity  and  possible  law- 
suits— tell  chilling  tales:  the  tip  of  a 
reused  catheter  nearly  breaking  off 
in  a  patient's  heart;  reprocessed 
items  with  traces  of  blood  and  bile; 


Does  safety  sell.1 

Katsumi  Oneda  has  spent  the  1990s 
trving  to  sell  a  medical  device  so  seem- 
ingly simple  and  so  clearly  beneficial 
that  he  should  be  rich  by  now. 

Instead,  the  Natick,  Mass. -based 
company  he  cofounded  in  1990, 
Vision  Sciences,  is  mired  in  losses.  It 
makes  flexible  endoscopes,  gizmos 
with  a  long,  rubber  tube  lined  with 
fiber  optics  and  fitted  with  a  lens  to  let 
doctors  peek  deep  inside  the  body. 

Plenty  of  bigger  companies  make 
endoscopes,  but  Oneda's  gadget  has  a 
twist:  a  disposable,  sterile  sheath  that 
permits  the  scope  to  be  safely  reused. 
That  should  have  been  a  prime  selling 
point.  "I  thought  I  would  be  a  hero," 
savs  Oneda,  ex-president  of  Pentax's 
U.S.  endoscope  unit. 

Not  exactly.  After  going  public  in 
1993  to  raise  $27  million,  Vision  Sci- 
ences found  few  customers.  Doctors 
and  hospitals  called  the  sheaths  un- 
necessary. The  U.S.  government 
agreed,  refusing  to  cover  the  costs  of 
the  S55  sheaths  for  Medicare  patients. 

Yet  the  data  on  endoscope  contami- 
nation are  of  concern.  In  1991  the  FDA 


examined  "clean"  endoscopes  at  26  . 
medical  centers  and  found  24%  of  them 
were  growing  bacteria.  Since  then, 
other  studies  have  documented  that 
dirty  endoscopes  have  transmitted 
tuberculosis  and  hepatitis  B  and  C,  as 
well  as  salmonella  and  E.  coli  infections. 

Only  28  cases  were  reported  from 
1988  tol992,  of  an  estimated  40  mil- 
lion endoscopies  performed.  But  infec- 
tions can  be  hard  to  spot,  and  "many 
doctors  don't  report  this  kind  of 
thing,"  says  Dr.  Fred  E.  Silverstein,  an 
inventor  of  the  disposable  sheath. 

Vision  Sciences  is  stumbling  along, 
with  $8  million  in  sales  last  fiscal  year, 
40%  of  that  from  industrial  scopes 
for  airplanes  and  the  like.  On  that 
volume  the  company  lost  $2.6  million. 
Chief  Executive  Oneda,  61,  has  gone 
without  a  salary  for  nearly  three  and  a 
half  years. 

Still,  he  hasn't  given  up  hope  that 
the  medical  community  will  change  its 
mind.  Japan's  Olympus,  with  70%  of 
the  $500  million  flexible  endoscope 
market,  has  filed  patents  that  indicate 
it's  working  on  its  own  sheath. 

-Alexandra  Alger 


forceps  with  bleach  residue  from 
cleaning. 

Many  hospitals  remain  wary.  "Most 
disposable  products  come  in  contact 
with  fluids  like  blood,  urine  and  spit, 
and  weren't  designed  to  undergo 
resterilization,"  says  Dr.  J. P.  Aben- 
stein,  chairman  of  the  equipment  sub- 
committee at  the  Mavo  Clinic  in 


Highly  invasive,  repeatedly  used 


Commonly  recycled  disposables        Use 


Electrophysiology  catheters 
Sequential  compression  devices 
Biopsy  forceps 
Pulse  oxymeter  sensors 
Laparoscopic  instruments 
Balloon  catheters 
Drills,  bits,  blades 
ERCP  catheters 


Cardiac  testi 
Implying  cm      :  on 
Removing  tissi        .pies 
Testing  blood  ;  .el 

Minimally  inva. 
Dilating  coronary 
Orthopedic  surgery 
Removing  gallstones 


Source:  Association  of  Disposable  Device  Manui,- 

At  least  a  third  of  hospitals  ignore 
makers'  warnings  and  recycle  disposables — 
without  telling  patients. 


Rochester,  Minn.  "Given  the  fair! 
convincing  literature  that  high  tern 
peratures  and  caustic  chemicals  chang 
the  nature  of  materials,  I'd  be  leery  c 
reusing  disposables." 

Reprocess  contractors  dismh 
such  concerns.  By  next  year  the 
expect  their  industry  sales  to  doubl 
to  $40  million  and  estimate  the 
hospitals  themselves  sterilize  an 
reuse  far  more  gear  than  the  contrac 
reprocessors  do. 

Isn't  it  possible,  they  ask,  that  devic 
manufacturers  slap  a  "single -use"  lab 
on  some  products,  such  as  plastic  an 
boards  used  with  intravenous  drip 
simply  to  goose  revenues? 

"Manufacturers  don't  have  to  pre 
vide  any  level  of  logic  to  prove  soith 
tiling  is  not  cleanable.  The  incentive 
to  not  prove  it  is  cleanable,"  says  Mai 
Salomon,  a  vice  president  at  Vanguai 
Medical  Concepts  in  Lakeland,  Fla 
the  largest  outside  reprocessor. 

Some  single-use  designations  seei 
aimed  primarily  at  "planned  produi 
obsolescence,"  says  Elizabeth  Ston< 
man,  an  executive  vice  president  : 
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ONE  OF  THE  FEW  TIMES  IN  BUSINESS 
WHEN  ALL  THAT  TRAVELING  ACTUALLY 
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The  Orchid  at  iMuunu  Luni — Hawaii.  One  of  Starwood's  J6  Hawaiian  resorts. 


Int  roducing 
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More  than  550  properties  in  over  60  countries,  including  over  100  resorts. 
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Fastest  way  to  a  tree  night.**  Easiest  way  to  a  free  flight. 
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1-888-625-4988 
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Westin  Sherato  St.    Regis  Four   Points  Caesars  Hotels 

bis   &    resorts       hotels    &    resorts     ll\ury   colltction  hotels 

*No  capacity  controls  applies  to  standard  guest  room  accommodations  only.  Stay  requirements,  including  minimum  length  of  stays,  applicable  to  paid  rooms  will  apply 
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Paragon  Reprocessing  Services  in  Little 
Rock,  Ark.  Sequential  compression 
devices — air-filled  plastic  sleeves  that 
slip  over  a  patient's  limb  after  surgery 
to  improve  circulation — are  labeled 
single -use  but  have  been  reprocessed 
for  years  without  any  problems. 

The  disquieting  problem,  howev- 
er, is  the  lack  of  assurance  that  all 
reprocessing  is  entirely  safe.  "There 
is  a  common  yet  unfounded  belief 
among  some  health  care  workers 
that  many  devices  sold  as  single-use 
can  be  safely  and  effectively  reused," 
says  ecri,  a  nonprofit  in  Plymouth 
Meeting,  Pa. 

France  has  banned  the  reuse  of  dis- 
posable medical  devices.  In  Australia 
Dr.  Peter  Collignon  conducted  a  hos- 
pital survey  a  few  years  ago  and  con- 
cluded that  almost  40%  of  hospitals 
reuse  disposable  de\ices,  that  1 3  of  the 
14  most  commonly  recycled  gadgets 
are  unsafe  and  that,  for  every  1  million 
surgeries,  perhaps  40  people  get  infec- 
tions as  a  result. 

So  where  is  the  FDA?  A  top  official 
bluntly  told  a  medical  conference  a 
few  years  ago,  "The  whole  area  of 
reprocessing  of  single-use  items  scares 
the  hell  out  of  me."  But  the  agency 
has  done  little  to  weigh  in. 

When  hospitals  reuse  disposable 
instruments,  "they  go  beyond  the 
intended  use  on  the  label — and  at 
their  own  risk,"  says  Larry  Spears, 
a  director  of  enforcement  at  the 
fda.  But  he  adds:  "The  fda  doesn't 
regulate  hospitals."  They  are  on 
their  own — which  means,  so  are 
patients. 

The  FDA  requires  outside  re- 
procev  oi  to  register  with  the  agency, 
but  ii  admits  that  not  all  have  done  so 
and  th  i  >esn't  know  how  many 

are  out  t  Nor  does  registration 

guarantee  i  ng  much  regarding 

quality,  though  -me  hospitals  may 
believe  otherwis 

Says  the  FDA's  ears:  "Hospitals 
might  think  ion  with  the  FDA 

means  we  son  have  evaluated 

products,  eithe  >ugh    osting  or 

paperwork,  when  ct  registration 

doesn't  mean  either.  lo<  >n't  carry  a 
lot  of  weight." 

The  fda's  spot  checks  of 
reprocessors  aren't  any  more 
encouraging.  The  agency  sent  Van- 
guard a  warning  letter  in  1996  for 
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failure  to  have  written  procedures  to 
prevent  damage  from  hazardous 
cleaning  materials;  inadequate  test- 
ing of  heart  catheters  for  infectious 
material;  and  mislabeling. 

Last  year  the  fda  visited  Masterile 
Reprocessing  in  Warrenville,  111.,  and 
found  the  firm  failed  to  do  any  struc- 
tural testing  of  its  reprocessed  instru- 
ments and  had  done  no  studies  to 
determine  how  many  times  a  device 
could  be  safely  reused. 

Illinois  State  Senator  Evelyn  Bowles 
has  tried,  with  limited  success  so  far,  to 
regulate  reprocessed  disposables  in  her 
state  and  wants  to  require  informed 


consent  from  patients.  Similar  effo 
are  getting  underway  in  Florida. 

In  the  meantime,  it  will  be  up 
patients  to  figure  out  where  to  dr? 
the  line  on  single-use  versus  reuse. ' 
a  cardiologist  or  some  other  import? 
person  undergoes  a  procedure,  t 
hospital  uses  new  instruments,"  noi' 
Reichert,  the  nurse  in  Ohio. 

That  doctors  don't  want  this  sti 
reused  on  them  should  tell  yc 
something.  Try  writing  a  ban  ( 
unapproved  reuse  into  your  ne 
surgical  consent  form.  It  would  1 
interesting  to  see  what  the  hospital 
reaction  is.  tm 


You're  entering  middle  age  with  worries 
about  heart  disease  but  no  evidence  of  it. 
What  kind  of  tests  should  you  get? 

Plaque  detector 


By  Nikhil  Hutheesing 

My  last  blood  test  ended  in 
a  statement  that  stunned  me: 
"This  patient's  score  is  associ- 
ated with  the  highest  coro- 
nary heart  disease  risk."  My 
low-density  lipoprotein — the 
bad  cholesterol  that  clogs 
arteries — was  high  in  relation 
to  my  high-density  lipopro- 
tein— the  good  cholesterol 
that  clears  clogs  away.  The 
ratio  should  fall  between  2.5 
and  4.0;  mine  came  to  7.9. 

I  am  only  36,  but  I  already 
have  another  risk  factor: 
famih  history.  My  father  sur- 
vived heart  attack  at  59;  his 
mothe,  ied  of  one  at  60.  My 
cardiok  told  me  to  take 

baby  aspn  rice  w  eeklv  (to 

avoid  bloo..  >ts)  and  a  ,ho- 
lesterol-lowt  I  ry 

day.  Then,  to  er     wama 

more  steps  wen  t, 

he  ordered  a  thallium  sti .      test — a 
four-hour  ordeal. 

A  radiologist  injecte  ie  with 
radioactive  thallium  to  li  up  the 
blood  flowing  through  i  teries. 


The  author  of  this  article  getting  an  electron  scan 
It  takes  ten  minutes,  $500— and  no  needles. 


In  12  minutes  a  gamma  camera  to( 
64  snapshots  for  a  one-second  movi 
Next,  to  make  a  comparable  movie 
my  heart  under  stress,  the  radiologi 
stuck  EKG  electrodes  to  my  chest  ai 

Forbes  ■  March  22,  19< 


THE 


f 


I  N  SIGHT: 

Your    departments    should      sp «  a  k 
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INSIGHT: 

It    would     be     nice    if     they    spoke 
the    same    language. 


INTRODUCING    D&B     FOR    SAP    SOLUTIONS.    TOTAL    INTEGRATION    MEETS    TOTAL    INFORMATION. 


'  AG  and  Dan  &  Bradstreet  have  developed 

-irjccd  enterprise  application  solution  to 

'U  maximize  business  opportunities  across 

;tire  supply  demand  chain. 

\  companies  w  ill  receive  a  truly  standardized 
tjss  solution,  seamlessly  integrated  with 
f.  on-line  business  content.  Through  D&B's 
onalization  Service,  and  rhe  use  of  our 


unique  D&B  D-l'-N-S"  Number,  legacy  files 
of  both  customer  and  vendor  data  can  now  be 
cleansed,  updated,  organized  and  supplemented 
with  demographic,  risk  and  purchasing  information, 
collected  on  more  than  50  million  businesses 
worldwide.  This  D&B  information  base  is  updated 
950,000  times  daily — all  accessible  directly  from 
within  the  SAP  R/5    solution. 


So  whatever  your  stage  of  implementation,  call 
1-800-717-1191  to  learn  more  about  how  I  )&B  can 
help  enhance  your  SAP  solution,  or  visit  our  Web 
site  at  www.dnh.com/sap/. 


Dun  &  Bradstreet 


SAP  and  R/3  are  trademark-,  of  SAP  AG.  Dun  &  Brachtrcct.  D-tf--N-S  and  D&B  arc  registered  trademarks  ot  Dun  &  Brads! 
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Dr.  John  Markisz  of  Cardiac  Imaging  with  a  scan  of  the  author's  heart 

He  found  no  plaque,  as  in  the  calcium-encrusted  heart  to  the  right. 


injected  a  technetium  agent  into  my 
arm  as  I  ran  a  treadmill.  Then  he 
gamma-graphed  me  again. 

Cost:  $1,700.  Result:  no  evidence 
of  heart  disease.  Degree  of  reassur- 
ance: negligible.  A  negative  result 
doesn't  guarantee  that  you  won't 
have  a  heart  attack  while  walking  out 
the  hospital  door. 

"There  is  a  high  incidence  of  these 
tests  ordered  by  doctors,"  sighs  Dr. 
Thomas  Behrenbeck  of  the  Mayo 
Clinic.  "Unfortunately,  they  don't 
help  in  prevention." 

The  reason?  Stress  tests  look  not  at 
the  buildup  of  cholesterol-laden 
plaque  but  at  the  slowing  of  blood 
flow  such  buildup  causes.  Slowdowns 
show  up  only  when  arteries  have  nar- 
rowed by  50%  to  70% — way  past  the 
danger  point. 

"A  35 -year-old  who  sits  on  his  butt 
all  day,  eats  corned  beef  sandwiches 
and  has  high  cholesterol  could  have  a 
completely  normal  stress  test,"  says 


John  Rumberger,  a 
cardiologist  at  Diag- 
nostic Cardiovascular 
Consultants  in  Colum- 
bus, Ohio.  "But  he 
could  still  have  severe 
plaque  in  his  arteries 
waiting  for  his  42nd  birthday,  when 
one  will  rupture  and  kill  him." 

What,  then,  could  possibly  justify 
a  young,  asymptomatic  person 
taking  a  stress  test?  Only  this:  It 
screens  for  the  5%  or  so  with  risk  fac- 
tors like  mine  who  have  full-blown 
heart  disease  and  might  need 
surgery.  Such  patients  would  then 
become  candidates  for  an 
angiogram,  a  $4,000  test  in  which  a 
catheter  is  snaked  through  the  coro- 
nary arteries  and  used  to  inject  X-ray 
dye  to  outline  the  blockages  clearly. 
Doctors  wouldn't  give  just  anybody 
an  angiogram  because  it  has  a  1-in- 
200  chance  of  dislodging  plaque  and 
inducing  a  heart  attack. 


Now  comes  a  much  safer  technJ 
ogy  that  requires  no  injections  a  | 
poses  no  risks.  Called  electron-bes 
computed  tomography,  it  searches  ll 
the   calcium   crust   that  forms 
plaque.  It  uses  electron  beams  to  tal 
40  pictures  of  a  number  of  crojf 
sections  of  the  heart  and  feeds  t| 
data  into  a  computer  where  images] 
the  heart  pop  up  almost  instantly. 
The  machine,  called  the  Ultraf 
CT  (for  computed  tomography),! 
made  by  South  San  Francisco- basa 
Imatron  and  costs  $1.75  million- 
about   four   times   as   much   asj 
gamma  camera,  which  explains  wi) 
only  50  of  them  are  in  operation! 
the  U.S.  so  far. 

The  test,  taken  at  Cardiac  ImagiJ 
in  New  York  City,  was  simple.  A  racl 
ologist  told  me  to  hold  my  breath  fi 
30  seconds,  and  images  came  up  orl 
computer  monitor  almost  instanti 
Verdict:  no  plaque. 

There  is  one  significant  limitatic 
Unless  you're  like  me  and  have  obi 
ous  risk  factors,  the  test  will  do  littl 
good  for  men  under  40  or  wom< 
under  45.  Reason:  Even  if  you  hai| 
some  fatty  deposits  at  an  earlier  ag 
calcium  isn't  likely  to  show  i| 
on  them. 

It's  cheap  to  operat] 

so    a    test    costs    dj 

patient     only     abo] 

$500.  (About  80%I 

health  insurance  arl 

HMO  plans  will  cov 

the       procedure 

referred    by   a   physl 

cian.)   You   could   1 1 

seeing  more  of  the  | 

machines  soon:  General  Electric 

starting      to      market      Imatronl 

machine. 

Electron  scanning  should  mall 
stress  testing  a  rare  adjunct  to  dia; 
nosis,  rather  than  its  main  weapo 
Doctors  should  miss  far  fewer  at-ri 
patients.  Just  as  important,  its  lo 
cost  and  high  accuracy  should  enab  | 
cardiologists  to  fine-tune  treatme 
by  furnishing  them  with  frequei 
progress  reports. 

A  quarter  of  the  U.S.  adult  popul  I 
tion  suffers  from  coronary  artery  di 
ease.  The  first  and  only  symptom  f 
150,000  of  them  every  year  is  deat 
This  improvement  in  early  detectk 
should  reduce  that  number,  am 


128 


Forbes  ■  March  22,  19* 


Until  everyone  knows 
we  don't  make  toys. 
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By  name,  you  might  confuse  us  with  the  toy  company.  But  once  you  learn  about  Tyco  International,  you'll  discover  growing  industries  and 
market  opportunities  reaching  far  beyond  the  realm  of  a  playroom.  We're  the  leader  in  industries  such  as  flow  control,  products  which  control  the 
flow  of  liquids  and  gases.  We're  connecting  the  world  via  thousands  of  miles  of  undersea  fiber-optic  communication  cable.  Hospitals  worldwide  rely 
on  us  for  their  disposable  healthcare  products.  And  we're  the  name  behind  ADT,  the  leader  in  electronic  security  systems.  Today,  we're  operating 
and  growing  in  over  80  countries.  We're  the  Tyco  that  doesn't  make  toys-yet  we  possess  all  the  aspiration  and  imagination  of  a  child  who  dreams. 

For  our  investors  package,  please  write  to  PO  Box  497,  Dept.  F,  Exeter,  NH  03833,  or  The  International  Financial  Centre,  Dept.  F,  7th  Floor 
25  Old  Broad  Street,  London  EC2N  1HN. 
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computers  &  communications 


The  market  wreaks  quick  vengeance  on  a  technology  company 
that  misses  a  step.  Xircom  almost  didn't  survive. 

The  cards  are  redealt 


i 


By  Anne  Linsmayer 

Fall  behind  in  the  computer 
business  for  just  a  microsecond, 
and  your  business  might  disap- 
pear on  you.  Dirk  Gates,  37, 
cofounder  and  chief  executive  of 
Thousand  Oaks,  Calif-based 
Xircom,  knows  this  all  too  well. 
The  maker  of  plug-in  PC  cards 
for  laptop  computers  got  into 
trouble  in  1995,  when  its  70%- 
plus  market  share  shrank 
overnight,  to  20%.  "In  a  two- 
quarter  span,  we  basically  gift- 
wrapped  half  our  share  and  gave 
it  to  3Com,"  Gates  says. 

What  went  awry?  Xircom 
botched  a  product  release.  As  it 
readied  a  new  version  of  the 
cards  that  plug  in  to  laptops  to 
let  users  link  up  with  their  office 
network,  it  discontinued  the 
predecessor,  assuming  cus- 
tomers would  upgrade.  Wrong. 
Many  were  irked,  and  they  took 
up  new  cards  from  3Com,  most 
notably  its  Megahertz  cards. 

On  sales  of  $120  million  in 
1995,  Xircom  posted  a  loss  of 
$59  million.  But  Gates  survived 
for  another  hand  of  cards.  He 
stopped  using  subcontractors 
and  pulled  all  his  in -house  man- 
ufacturing in  1996,  setting  up  a  plant 
in  Penang,  Malaysia.  That  lowered 
labor  costs,  shortened  the  supply 
chain  and  shrank  inventory.  Xircom 
also  shed  two  wireless  units. 

Xircom  is  hitting  the  jackpot  once 
again.  Its  new  hit  product  is  the 
RealPort.  Priced  at  $150  to  $350  and 
on  the  market  only  six  months,  the 
RealPort  line  helped  Xircom  produce 
50%  sales  growth,  to  $276  million, 
and  earn  $18  million  for  the  fiscal 
year  that  ended  last  Sept.  30.  The 
RealPort  could  provide  as  much  as 
70%  of  revenue  in  the  current  fiscal 
year,  driving  total  sales  past  $400  mil- 
lion.   Xircom's    once-battered    stock 


Xircom's  Dirk  Gates;  older  PC  card  (left)  vs.  RealPort 
Look  ma,  no  cables!  And  fewer  hook-up  hassles. 


recently  hit  $46,  an  all-time  high 
since  going  public  in  1992. 

The  attraction  of  RealPort:  It  elim- 
inates cumbersome  connector  cables 
that  PC  cards  typically  use.  Broken  or 
lost  cables  are  a  big  hassle  for  remote 
users  who  link  up  over  phone  lines  to 
their  offices  or  the  Internet.  The 
3Com  card  cuts  cables,  too,  but  uses 
tiny  pop-out  sockets  for  plugging  in 
the  phone  line.  Xircom  lets  the  phone 
line,  network  cable  and  even  cellular 
phone  cord  plug  directly  into  the  card 
itself  And  the  RealPort  has  fewer 
parts,  helping  boost  profit  margins  11 
points,  to  41%. 

Even  Gates'  rivals  at  3Com  are  tak- 


ing notice.  "They  have  a  flash 
the  pan  right  now,"  sniffs  3C 
Marketing      Vice       Presid 
Richard  Redelfs. 

So  far,  so  good.  But  you  ca 
blink  in  this  kind  of  market 
new  challenge  looms.  Lapt) 
makers  began  to  integrate  1 
functions  that  Xircom  hand 
into  the  computer  itself.  Cot 
this  slow  the  need  for  PC  canl 
"More  of  the  technology 
being  embedded  in  the  laptd 
This  doesn't  play  well  : 
Xircom,"  3Com's  Redelfs  say 
Xircom's  Gates,  of  course, 
betting  otherwise.  For  o 
thing,  his  customers  are  he; 
strong  technology  managers 
companies  like  Sears,  Roebo] 
&  Co.  and  Lexis-Nexis  wi 
order  PC  cards  in  bulk  frc 
resellers.  They  like  choosu 
their  own  options  rather  th 
having  built-in  features  fore 
on  them,  Gates  says. 

"For  the  small  office/horr 
office  market,  built-in  solutio 
do  make  sense.  But  that's  n 
our  market,"  he  says.  Thert 
Nozick,  an  analyst  with  Mob 
Insights  in  Mountain  Vie 
Calif,  adds,  "Corporations  don't  li 
to  be  made  to  standardize." 

Just  in  case,  Gates  is  also  worku 
with  laptop  manufacturers  to  supi 
internal  modems  that  might  oth< 
wise  threaten  his  comeback. 

Gates  says  the  real  boom  in  his  ca 
business  has  yet  to  come.  Japa 
where  Xircom  opened  a  sales  offi 
last  fall,  has  25%  of  the  world's  nol 
book  users — a  large  and  waiting  m« 
ket  for  the  RealPort.  He  isn't  worri 
about  his  dependence  on  the  h< 
new  product.  "Focus  is  a  go< 
thing,"  he  says.  At  least,  it  is  until  t 
market  zigzags  on  him  yet  again- 
then  he'll  need  a  new  focus.  ■■ 
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.liforms  for  4,000. 
400  locations.  One  look.  One  invoice. 
ARAMARK  said:  'no  problem.'" 


Unlimited  Partnership  with: 

Penske  Truck  Leasing 

Since: 

1989 

Managed  Services: 

Uniform  rental  program 

Employee  direct  purchase  program 

Shop  towels  and  floor  mats 

Value  Created: 

A  distinctive  professional  image 
Improved  business  focus 
Substantial  cost  savings 

Ken  Brown, 

Vice  President,  Administration, 

Penske  Truck  Leasing: 

"ARAMARK  was  the  only  company 

that  could  grow  with  us  -  always 

anticipating  our  changing  needs.  Our 

national  uniform  program  works  -for 

thousands  of  technicians  in  our  shops  and 

thousands  of  drivers  and  warehouse 

employees  in  our  logistics  division.  These 

front  line  employees  all  have  a  professional, 

'uniform'  look  -  in  any  city  small 

or  large.  ARAMARK  has  been  there 

for  10  years,  they've  delivered 

the  goods,  providing  us  with  excellent 

quality  and  cost  savings." 

Fred  Zarick, 

National  Account  Executive, 

ARAMARK: 

"It's  pretty  simple.  Penske  wants  its 

managers  taking  care  of  customers,  not 

managing  a  uniform  program. 

So  we  consolidated  their  orders  into  one 

centralized  program  with  all  the  built-in 

flexibility  a  big  organization  needs. 

They're  a  world-class  operation, 

and  we  give  them  a  world-class 

look  and  program." 

To  learn  more  about  other 

Unlimited  Partnerships  visit  our 

website  at  www.aramark.com 

or  call  1-800ARAMARK. 

ARAMARK®  Managed  Services  for 
Business,  Government,  Healthcare, 

Sports  and  Entertainment, 

and  Educational  Institutions  include: 

Food  and  Facility  Management, 

Uniforms  and  Career  Apparel, 

Child  Care  and  Elementary  Education. 

'  ARAMARK 

Managed  Services,  Managed  Better. 
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Digital  tools 


Project  that  propaganda! 


PowerPoint  presentations  are 
the  power  neckties  of  modern 
business — annoying,  ugly  and 
useless,  but  sometimes  necessary 
for  survival. 

So  if  you  must  give  one,  you 
might  as  well  do  it  in  a  big  way 
rather  than  cajole  a  roomful  of 
people  into  huddling  around  a 
puny  computer  screen. 

The  solution  is  a  digital  video 
projector  that  can  spray  propa- 
ganda from  your  PC  onto  a 
screen  or  wall.  But  projectors 
have  been  among  the  very  few 
peripherals  that  typically  weigh 
and  cost  more  than  the  comput- 
ers they  hook  up  to. 

That's  beginning  to  change. 
Last  year  Lightware's  VP800 
model  was  considered  a  price 
breakthrough  at  about  $2,000, 
but  its  9 -plus  pounds  and  sizable  bulk  made  it  a  bit 
awkward  to  lug  around.  Coming  soon  is  Lightware's 
new  $3,000  Scout,  which  weighs  only  5  pounds  and 
is  touted  as  the  world's  smallest  projector.  It  will  also 
be  available  from  Proxima  as  model  SP1. 

The  late  prototype  I  tested  was  decent  enough — 
but  there's  something  even  better:  InFocus  Systems' 
new  LP400,  which  weighs  about  2  pounds  more  but 
simply  blows  the  Scout  right  out  of  the  water. 

Better  yet,  these  models  aren't  just  about  Power- 
Point: When  the  projector's  not  busy  in  the  service  of 
business  persuasion,  you  can  tote  it  home,  hook  it 
up  to  your  vcr  or  DVD  player — and  use  it  for  big- 
screen  video.  Though  neither  unit's  TV  picture 
is  close  to  perfect,  I  found  the  giant  images  no 
worse  than  the  ones  you  see  in  many  sports 
bars.  And  the  playback  from  some  com- 
puter dvd  players  (see  sidebar)  can  be 
downright  stunning;  here,  too,  InFocus 
came  out  way  ahead. 

Back  to  business:  Both  the  Scout  and 
the  LP400  can  show  presentations  in  a 
room  with  open  windows,  but  the  pic- 
ture from  the  InFocus  model  is  bigger, 
brighter,  more  evenly  illuminated  and 
more  consistently  focused,  with  less- 
obvious  pixels  (the  tiny  dots  that  form  the 
on-screen  image). 

That's  largely  because  of  Texas  I nstr Li- 
nts' Emmy-award-winning,  belief-defying 
:.\1  Light  Processing  system.  It  reflects  light  off 


a  panel  of  half  a  million  microscopic  mirrors  that  flip 
back  and  forth  thousands  of  times  a  second,  a  tech- 
nological tour  de  force  that's  finally  becoming  afford- 
able. The  Scout's  LCD  system  just  doesn't  measure  up 

Both  units  produce  800-by-600-pixel  images  that 
make  type  fonts  in  presentations  look  a  bit  jagged  but 
acceptable.  InFocus  offers  a  similar  model  that 
includes  a  zoom  lens  and  even  greater  brightness, 
along  with  smoother  l,024-by-768  resolution,  but  it 
sells  for  twice  as  much  as  its  low-end  brother. 

Neither  system  delivered  colors  that  matched  my 
laptop's  screen,  but  in  practice  you  probably  won't 
notice  the  difference.  Both  offer  all  sorts  of  fine  pic- 
ture adjustments,  but  neither  could  correct  for  the 
"keystoning"  distortion  that  occurs  if  you  tilt  the  pro- 
jector up  or  down  to  fit  the  big  screen.  Each  has  a 
front  foot  to  adjust  that  tilt  but  no  corner  adjustment 
to  align  the  picture  horizontally. 

InFocus  can  play  audio  from  a  single  speaker;  Scout 
offers  stereo  and  louder  volume,  and  its  fan  is  quieter. 
Scout  comes  with  a  remote  control  and  uses  a  standard 
video  cable — it  would  be  easy  to  find  one  in  a  pinch  if 
you  forgot  to  toss  yours  in  the  bag;  InFocus  requires  a 
proprietary  cable  and  charges  extra  for  a  remote. 

Mated  with  a  3 -pound  subnotebook,  either  unit 
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n  Manes,  a  computer  industry  journalist  since  1983,  is  the  coauthor  of  Gates,  a  biography  of  Microsoft's  chairman 
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Plan  your  retirement  income 

ahead  of  time.  You'll  have  more  time 

to  worry  about  where  the  fish  are."-  Peter  Lynch 


If  you're  about  to  retire,  or  already  have, 
call  for  your  free  Fidelity  Retirement  Income  Planning  Guide. 


Fidelity  can  help  you  with  your  decisions 
on 'how  to  make  the  most  of  the  money 
ou've  put  away  for  retirement.  And  with 
ur  money   management   expertise,   and 
road  range  of  products,  you  can  relax  by 


RETIREMENT 

TO  Planning 

Guide 


"Z^O- 


knowing  you  have  an  investment  strategy 

that  puts  you  on  track  with  your  income 

needs  for  retirement.  Start  today  by  visiting 

our  website,  or  call  for  your  free  Fidelity 

Retirement  Income  Planning  Guide. 


Fidelity 


Investments 


WHERE    15   MILLION   INVESTORS   PUT  THEIR   TRUST. 


CALL        1-800-FIDELITY 


OR        VIS 


U    S 


A   T 


WWW 


FIDELITY.COM 


For  more  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and 
expenses,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money. 

Fidelity  Brokerage  Services,  Inc.,  Member  NYSE,  SIPC.  666 17  001 


Digital  tools 


becomes  a  presentation  pack- 
age not  much  heavier  than 
some  pricey  notebook  PCs. 
As  with  most  everything 
digital,  projectors  will  keep 
getting  cheaper  and  better. 

Sometime  later  this  year  a  new  standard  for  digital 
video  ports  will  take  hold.  Designed  primarily  for  flat- 
panel  LCD  screens,  it  will  also  be  particularly  helpful  to 


Micromirrors  on  a  chip      new  projectors  that  include 
Projecting  images?       it.  By  eliminating  the  need  I 
Texas  Instruments        for  analog-to-digital  and 
does  it  with  mirrors,     digital-to-analog  video  con-: 
■ma  versions,  the  new  connec- 

tions should  mean  lower 
costs  and  higher  quality  in  projectors  of  the  future. 

Say,  would  you  like  to  see  my  PowerPoint  presenta- 
tion on  that?  hi 


Mightier  than  the  multiplex: 


i 


Digital  video  projectors  have  a 
marvelous  but  little-known  trick 
up  their  sleeves:  Coupled  with  the 
right  DVD  equipment,  they  can 
make  movies  look  better  on  a 
screen  than  anything  short  of  a 
wildly  expensive  home  theater 
system.  The  experience  isn't  quite 
high-definition  television,  but  you 
might  be  hard  pressed  to  tell  the 
difference. 

The  secret  is  mostly  in  the  way 
computers  paint  their  pictures, 
which  differs  significantly  from 
standard  TV  sets.  On  a  TV  screen, 
the  scanning  electron  beam  com- 
poses the  picture  with  two  inter- 
laced "fields"  of  horizontal  lines. 
First  the  beam  paints  the  odd  lines; 
then  it  returns  to  the  top  and  fills 
in  the  even  ones.  In  the  U.S.  and 
many  other  places  the  combina 
tion  produces  a  full  "frame" 
image  30  times  a  second. 

On  a  computer  screen,  by 
contrast,  the  electron  beam 
scans  progressively  down  the 
screen,  painting  all  the  lines, 
not  just  the  odds  or  the 
evens,  and  returns  to  the  top 
only  when  the  whole  image  is 
complete.  That  happens  60  to 
100  times  a  second. 

Most  movies  are  shot  on  film  at 
24  frames  a  second;  they're  essen- 
tially progressive,  too.  To  stretch  a 
movie's  24  frames  into  30  for  TV, 
every  second  frame  is  kept  on  the 
screen  for  three  TV  "fields."  That 
often  puts  scan  lines  from  two  dif- 
ferent movie  frames  on  the  screen 
at  once,  introducing  distortions. 

The  information  on  movie  DVDs 
is  divided  into  scan  lines  for  inter- 
laced playback  on  standard  TV  sets 


and  consumer  DVD  players.  But 
since  each  set  of  scan  lines,  odd 
and  even,  comes  from  the  same 
frame  of  film,  a  smart,  computer- 
based  DVD  decoder  can  stitch  the 
alternating  lines  together  into 
complete  frames  and  send  them  to 
the  monitor  progressively. 

This  eliminates  many  subtle  and 
not-so-subtle  artifacts  of  interlaced 
scanning  and  TV  signals,  and  it  also 
makes  movies  what  they  originally 
were:  a  series  of  integral  frames 
displayed  sequentially. 


Unfortunately,  the  dirty  little 
secret  of  computer-based  dvd  is 
that  most  hardware  and  software 
decoders  currently  on  the  market 
do  a  lousy  job  of  playing  and  dein- 
terlacing  movies  properly.  On  a 
good  display,  these  second-rate 
solutions  can  look  far  worse  than 
on  TV,  because  the  interlace  arti- 
facts appear  so  clearly  and  so  close. 
One  telltale  sign:  titles  that  jitter. 


When  I  played  movie  DVDs  with 
the  Quadrant  card  that  came  in  a 
top-shelf  Dell  Pentium  III 
machine,  video  projectors  merci- 
lessly revealed  just  how  dreadful 
they  looked.  The  software-based 
ATI  decoder  in  a  new  500-mega- 
hertz  PHI  Hewlett-Packard  Pavil- 
ion deinterlaced  movies  correctly; 
too  bad  it  often  lost  picture  or 
sound  entirely. 

The  best  dvd  decoder  I've  tried  I 
is  the  Hollywood  Plus  card  from 
Sigma  Designs.  It's  included  in 
add-on  dvd  player  kits  from  sever- 
al vendors  and  can  be  tricky  to  set 
up,  but  once  you  have  it  adjusted 
properly,  it  can  make  dvd  movies 
look  like  real  film. 

Alas,  though  the  current  units 
i    work  well  on  standard  monitors, 
|   the  otherwise  fine  picture  is 
marred  by  a  subtle  pattern  of 
rippling  vertical  lines  on  projec- 
tors and  LCD  displays.  The  next 
revision  of  the  boards  should 
fix  the  problem. 

Sigma-decoded  dvds  of 
films  looked  particularly  daz- 
zling on  a  big  screen  with  the 
InFocus  projector.  But  video- 
originated  titles  didn't  look  quite 
as  good  because  of  the  technical 
hurdles  in  playing  interlaced  videos   J 
on  a  progressive-scan  screen. 

Presumably  computer  makers 
will  get  dvd  movie  decoding  right 
sooner  or  later.  One  day  many  DVD 
players  may  even  be  able  to  output 
progressive  video.  Once  those 
things  happen,  the  best  way  to 
look  at  movies  may  well  be  to 
watch  them  projected  at  home  on 
a  screen  not  much  smaller  than  the 
ones  at  the  50-plex.  -S.M. 
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Gold  Rush 


nts  Fords  and  other  fine  cars. 

S.  PAT.  OFF.  ©  HERTZ  SYSTEM  INC.  1999/025-99 


Hertz  #1  Club  Gold. 
Our  fastest  wav  to  rent  a  car. 


® hether  you're  flying  into  SFO,  ORD,  LGA  or  DEN, 
at  Hertz  we  have  a  mission:  to  get  you  from  point  A 
to  point  B  as  fast  as  possible. 

(H)ertz  #1  Club  Gold  for  example.  It's  our  fastest  way 
to  get  from  the  plane  to  your  car,  and  out  of  the 
airport.  No  long  lines.  No  unnecessary  paperwork. 

For  a  limited  time,  beeome  a  member 

at  hertz.com/gold-offer  and  we'll  waive 

die  first  year's  membership  fee. 

(j)ust  when  we  thought  we  made  Hertz  as  good  as 
we  possibly  could,  we  made  it  even  better.  Sign 
up  now  on-line  and  we'll  waive  the  first  year's 
membership  fee.  The  offer  expires  June  30th,  1999, 
so  hurry.  Then  again,  hurrying  is  something  you're 
already  used  to. 

Sign  up  today! 

Q)ust  sign  up  for  Hertz  #1  Club  Gold  at  hertz.com/ 
gold-offer. 

(G)etting  you  where  you're  going  fast  and  easy 
Another  reason  nobody  does  it  exactly  like  Hertz. 


exactly. 


lers  must  be  U.S.  or  Canadian  residents  and  a  minimum  of  25  years  of  age  to  be  eligible  for  this  offer.  If  vour  company  has  a  negotiated 
lent  with  Hertz,  please  obtain  your  Corporate  Discount  Number  (CDP)  from  your  Corporate  Travel  Representative"  before  enrolling 


software  horizon 


By  Guy  Kawasaki 


Time  to  money 


Create  the 
illusion  of 
scarcity— that 
there  are  more 
investors  will- 
ing to  put  in 
money  than 
you're  willing 
to  take. 


It  took  the  telephone  more  than  50  years 
to  reach  90%  penetration  of  American 
households;  beginning  in  1980  it  took  the 
vcr  only  18. 

Time  is  more  than  money;  time  is  wealth. 
Today's  Internet  market  will  pass  you  by  if  it 
takes  months  just  to  raise  money.  This  is  how 
to  speed  up  the  process. 

■  Flow  with  the  go.  In  Silicon  Valley  a  hand- 
ful of  firms  handle  the  lion's  share  of  high- 
tech  startups.  They  incorporate  the  new  com- 
panies, create  the  venture  capital  funds, 
handle  the  acquisitions  and  take  the  hot  com- 
panies public.  They're  expensive  but  worth  it: 
Since  they  do  high-tech  work  all  the  time, 
tilings  go  faster  and  easier.  The  money  you 
save  by  using  Uncle  Joe  the  divorce  lawyer  is 
a  pittance  compared  with  the  cost  in  time  and 
money  required  to  undo  his  mistakes. 

■  Don't  outsmart  yourself.  Many  an  investor 
has  walked  away  from — or  spent  three 
months  fixing — deals  because  of  crazy  capital- 
ization schemes.  Complex  antidilution  rights, 
warrants,  rights  of  first  refusal  and  the  like 
cause  these  problems.  If  you  have  a  messed- 
up  capital  structure,  you'd  better  have  the 
world's  greatest  business  idea,  because 
investors  have  plenty  of  other  opportunities. 

■  Be  brief.  One-page  executive  summaries, 
20-page  business  plans,  20-minute  presen- 
tations. Got  it?  Stick  to  the  basics:  problem, 
size  of  market,  product,  customer,  team 
and  money.  I've  never  heard  of  a  business 
that  didn't  get  funded  because  its  plan  was 
too  short. 

■  Create  the  illusion  of  scarcity.  If  there's 
anything  an  investor  hates  more  than  a 
lousy  deal,  it's  not  getting  in  on  a  good 
deal.  Get  a  bellwether  investor.  This  is 
someone  who's  famous  and  brings  your  deal 
instant  credibility  and  hotness.  Create  the 
illusion  that  there  are  more  investors  willing 
to  put  in  money  than  you're  willing  to  take. 
If  you  have  the  luxury  of  picking  investors, 
pick  the  ones  who  can  add  the  most  value 
to  your  business  in  terms  of  connections 
and  credibility. 

■  float  like  a  butterfly.  When  a  potential 
investor  offers  a  suggestion  or  criticism,  either 
agree,  find  common  ground  or  postpone  a 
response  until  you  can  obtain  more  informa- 


« 
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tion.  Many  entrepreneurs  are  so  focused  an 
passionate  that  they  debate  every  suggestioi 
and  criticism.  They  come  across  as  head- 
strong, unable  to  budge  and  unwilling  to 
take  advice. 

■  Acknowledge  the  enemy.  And  make  up 
enemy  if  there  isn't  one,  because  a  warnin; 
bell  goes  off  in  the  head  of  sophisticated 
investors  when  they  hear,  "We  have  no 
competition." 

■  Look  for  value,  not  valuation.  In  1982  tb 
founders  of  Wyse  were  looking  for  venture 
capital;  they  received  two  bona  fide  offers. 
One  offer  was  at  a  $6  million  valuation;  the 
other  was  significantly  higher.  The  higher  v; 
uation  would  have  meant  much  less  dilutior 
of  their  ownership — which  naive  entrepre- 
neurs think  is  the  Holy  Grail  of  capital  rais- 
ing. But  the  wise  founders  took  the  money 
from  the  firm  offering  the  lower  valuation 
because  its  money  came  with  incredible  com 
nections:  Kleiner  Perkins  Caufield  &  Byers 
Wyse  went  on  to  become  a  $500  million 
company. 

■  Take  the  money  when  it's  offered.  Eugent 
Kleiner,  the  founder  of  Kleiner  Perkins,  pub 
it  this  way:  "The  time  to  eat  appetizers  is 
when  they're  being  passed  around."  It  mea; 
take  the  money  that's  being  offered  instead 
of  hoping  for  a  higher  valuation  and  less 
dilution  later. 

■  Keep  spending  low  and  cash  balances 
high.  "The  leading  cause  of  failure  among 
startups  is  death."  This  is  Johnson's  Corol- 
lary to  Kleiner's  Law  of  Appetizers.  It's 
named  after  Craig  Johnson,  the  founder  of 
Venture  Law  Group.  Few  companies  fail 
when  they  still  have  money  in  the  bank. 
Live  to  fight  another  day  or  until  the  work 
recognizes  your  market. 

■  Ask  for  less  than  vou  need.  In  any  business 
except  high  technology,  you  should  ask  for 
more  money  than  you  need.  However,  the 
opposite  is  true  in  this  market.  If  you  need  $ 
million  but  would  like  $4  million,  ask  for 
$2.5  million.  When  you've  raised  $2.5  mil- 
lion, you're  a  hot  item,  and  it's  easier  to  raise 
the  additional  $500,000 — and  even  more.  B 
contrast,  if  you  ask  for  $4  million  and  raise 
$2.5  million,  the  $2.5  million  may  get  ner- 
vous and  back  out.  tm 


ti 


Guy  Kawasaki  is  the  chief  executive  officer  oi 
Web  site:  www.kickbutt.com 
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software  horizon 


■Joseph  R.  Garber 


riny  machines,  big  dreams 


iow  can  you 
nake  money 
Tom  some- 
Jiing  that  you 
*ive  away? 
ygnus 
Solutions 
chinks  it  has 
he  answer. 


I  FIGURE  l'\H  GOT  about  40  computers 
scattered  around  my  home.  Am  I  the 
Imelda  Marcos  of  Pes?  Nope.  I  have  only 
two  of  that  variety  of  thinking  machine. 
The  rest  of  my  computers — actually  micro- 
processors— are  hidden  in  appliances,  tele- 
phones, cars,  programmable  thermostats 
and  all  the  other  machines  controlled  by 
the  kind  of  cheap,  reliable  chips  called 
"embedded  processors." 

Where  there  are  processors,  there  are 
operating  systems.  So  I  have  about  40  oper- 
ating systems  running  in  my  house,  all  but 
two  of  them  pretty  darned  small. 

But  the  market  is  big  enough:  Ninety 
percent  of  the  world's  microprocessors  are 
used  not  in  computers  but  in  appliances, 
industrial  controls,  medical  devices,  auto- 
mobiles, avionics,  office  machinery  and  the 
like.   The  companies  that  peddle  embedded 
operating  systems  sell  more  than  $1  billion 
worth  of  software  a  \ear.  (The  potential 
market  is  even  bigger  because  do-it-your- 
self operating  systems  are  installed  in  about 
half  of  the  gear  controlled  by  embedded 
processors,  i 

Growing  at  18%  per  year,  it's  also  one  of 
the  most  fragmented  markets  around — I 
count  23  competitors;  some  analysts  claim 
there  are  LOO-plus. 

Why  so  many?  Embedded  processors  are 
special-purpose  chips;  what's  designed  for 
your  toaster  isn't  much  use  in  your  cell 
phone.  And  so  a  whole  bunch  of  niche  out- 
fits have  sprung  up  to  satisfy  the  custom 
software  requirements  of  more  kinds  of 
hardware  than  you  can  shake  a  stick  at.  A 
few  are  publicly  traded:  At  $120  million  in 
sales,  Integrated  Systems  is  the  largest; 
Wind  River,  with  revenues  of  $92  million,  is 
number  two.  They  are  the  Microsofts  of 
microscopic  software. 

And  like  Microsoft  (whose  Windows-CE  is 
an  aspiring  embedded-system),  they  have  a 
problem.  In  the  PC  world  that  problem  is  an 
operating  system  called  Linux  (see  Forbes, 
Aug.  10,  1998).  Unlike  Windows,  Linux  is 
"open-source"  code — free  to  everyone.  It  is 
the  creation  of  hackers  who  think  that  you 
can  make  better  software  if  you  toss  it  into 
the  public  domain  s6  that  other  hackers  can 
tinker  with  it  and  improve  it. 


Although  there  are  more  than  10  million 
Linux  users,  most  folks  in  Silicon  Valley 
look  askance  at  free  software.  Not  un- 
reasonably, they  ask:  How  can  you  make 
money  from  something  that  you  give  away? 

Privately  held  Cygnus  Solutions  thinks  it 
has  the  answer.  Best  known  for  its  Linux 
tool  kit,  Sunnyvale,  Calif.-based  Cygnus 
unveiled  last  November  an  open-source 
embedded  operating  system  called  Ecos 
(Embedded  Cygnus  Operating  System). 
General  purpose  in  design,  the  software 
can  be  shoehorned  into  as  few  as  600  bytes 
of  memory  or  (for  complex  products  like 
big-ticket  industrial  controls)  deliver  50 
megabytes  worth  of  operating  system 
horsepower. 

While  Cygnus  gives  Ecos  away,  it  has  kept 
for  itself  the  trademark  and  control  over 
new  releases.  That  means  Cygnus  will 
always  know  more  about  it  than  anyone 
else.  Knowledge  being  power,  the  way  the 
company  plans  to  turn  a  buck  is  by  selling 
programming  tools  for  Ecos.  Tools  are  no 
small  issue.  In  its  initial  release  the  Cygnus 
software  has  about  200  configuration 
points — think  of  them  as  multiposition  soft- 
ware switches  that  give  programmers  count- 
less possible  combinations.  Setting  them  by 
hand  isn't  easy;  setting  them  with  software 
is  a  snap — if  you  have  the  right  software. 
Guess  who  wants  to  sell  it  to  you?  (And  the 
support  to  go  with  it? ) 

Will  Cygnus'  strategy  work?  On  paper, 
it  makes  sense.  There  aren't  many  manu- 
facturers who  would  buy  or  build  em- 
bedded operating  systems  if  a  good  one 
were  available  for  free. 

But  the  jury  is  out.  About  10,000  pro- 
grammers have  test-driven  Ecos  so  far. 
That's  not  shabby  for  four  months,  but 
small  potatoes  in  the  embedded-systems 
world — and  very  far  from  a  market  large 
enough  to  warrant  the  $3  million  or  so  I 
estimate  Cygnus,  a  $20  million  company, 
spent  creating  the  thing. 

However,  if  Ecos  takes  hold,  it  may  spell 
trouble  for  a  whole  bunch  of  embedded- 
systems  software  companies.  Watch  out, 
guys:  Cygnus  is  one  minisoft  that  wants  to 
become  a  Microsoft.  And  it  just  may  have 
figured  out  how  to  do  it.  M 


•eph  R.  Garber's  new  novel,  In  a  Perfect  State,  is  published  by  Simon  &  Schuster,  Great  Britain.  His  e-mail  address  is  garber@well.com. 
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By  Kenneth  L.  Hsher 


strategy 


Why  big  gets  bigger 


The  euro  is  no 
threat.  It 
ensures  a 
strong  dollar 
and  drives 
money  into 
America's 
largest  stocks. 


Through  February  the  25  U.S.  stocks 
with  the  largest  market  capitalizations, 
namely,  those  at  $91  billion  and  up,  have 
gained  a  collective  2.8%  in  value.  The  Stan- 
dard &  Poor's  index  of  500  stocks  is  up 
1%.  Meanwhile,  the  Russell  2000  roster  of 
small  stocks  is  down  a  full  7%. 

Wall  Street's  favoritism  for  huge  stocks 
shows  no  signs  of  abating.  Indeed,  there  is 
a  powerful  new  force  at  work  that  should 
cause  this  trend  to  continue:  the  new  euro 
currency. 

In  the  first  two  months  of  1999  the  euro 
was  down  7.5%  against  the  dollar,  from  a 
value  of  $1.17  to  $1.10.  Unless  you've 
been  on  Mars,  media  babble  has  probably 
brainwashed  you  to  believe 
the  euro  is  a  competitive 
threat  to  the  dollar.  But  how 
can  that  be  if  the  euro  falls 
like  a  rock?  Fact  is,  the  euro 
isn't  a  threat.  It  ensures  a 
strong  dollar  and  drives 
money  into  America's  largest 
stocks. 

The  euro  "contract" 
includes  a  no-back-out  provi- 
sion among  its  11  members. 
If  even  one  country  pulls  out 
for  any  reason,  the  whole  deal 
falls  apart.  Imagine,  for  exam- 
ple, that  one  euro  economy 
sinks  into  recession.  Its  politi- 
cians then  blame  the 
Eurobank,  claiming  monetary 
policy  is  too  tight.  If  that 
country  withdraws,  the  whole 
euro  contract  becomes  void 
and  must  be  renegotiated — a 
nightmare  for  the  remaining 
10  members  and  potential 
death  to  the  Eurobank.  It's 
hard  to  get  agreement  among 
10  nations,  and  harder  still  to 
do  it  fast.  Like  all  central 
banks,  the  Eurobank  is  self- 
interested.  It  cannot  allow  that 
to  happen. 

So  the  Eurobank  must 
temporal ih  make  monetary 
policy  ace  mmodative  to 
what  it  pei         es  as  the  weak- 


Heard  of  these? 


est  economy  among  its  members.  As  Ion 
as  it  does  so,  it  prints  more  money  than 
America  does  and  the  euro  is  a  weak  sisti 
to  the  dollar.  How  long  is  that?  Remem- 
ber, each  of  these  11  countries  still  has  il 
own  cash  and  monetary  systems  in  place 
Until  those  disappear,  in  two  years,  it  is 
easy  for  a  country  to  pull  out.  The  euro 
only  a  potentially  strong  currency  startin 
in  2001,  at  the  earliest. 

Until  then,  euro-denominated  interest 
rates  will  be  artificially  low.  Europeans 
borrow  at  their  banks  at  cheap  euro  rates: 
turn  around  and  buy  U.S.  Treasurys  at 
higher  U.S.  interest  rates,  and  pocket  th 
spread — around  1.5  points  today — as  a  frfj 
ride.  Any  currencv  pro; 
they  make  from  the 
weakening  of  the  euro 
icing  on  the  cake. 

This  borrowing  proc 
injects  liquidity  into  U.J 
markets  just  as  if  the  Fe 
were  printing  new  dol- 
lars. And  the  buying 
makes  the  dollar  strong 
This  is  just  what  has  be 
driving  the  bull  market, 
first  wrote  about  this 
invasion  of  foreign 
monev  into  America  in 
my  Oct.  20,  1997 
column,  long  before  the 
euro  existed.  Of  course, 
there's  a  similar  invasion 
from  Japan. 

Some  of  that  money, 
either  from  the  foreign 
borrowers  or  from  those 
who  sell  U.S.  Treasurys  i 
the  borrowers,  goes  into 
stocks.  Which  U.S.  stock 
do  foreigners  buy?  The 
most  global  firms,  the 
ones  they  know,  which  a 
also  the  very  largest 
stocks.  So,  as  I've  said  fo 
years,  for  now  limit  your 
U.S.  holdings  to  the 
largest  stocks.  The  25 
biggest  in  market  value 
are  listed  in  the  table.  ■ 


Company 

Market  cap 

($bil) 

Microsoft 

$374.3 

General  Electric 

328.7 

Intel 

199.9 

Merck 

194.1 

Wal-Mart 

194.0 

Pfizer 

171.2 

Exxon 

161.8 

IBM 

158.4 

Coca-Cola 

157.5 

Cisco  Systems 

154.5 

MCI  WorldCom 

151.3 

AT&T 

148.3 

American  Int'l  Group 

140.8 

Lucent  Technologies 

133.6 

Citigroup 

133.5 

Bristol-Myers  Squibb 

125.1 

Procter  &  Gamble 

118.8 

Johnson  &  Johnson 

114.8 

BankAmerica 

113.0 

Berkshire  Hathaway 

107.3 

Eli  Lilly 

103.9 

SBC  Communications 

103.4 

Dell  Computer 

102.0 

Philip  Morris 

95.3 

BellSouth 

90.9 

Data  through  2/28/99. 

Make  no  mistake:  It's  these 
U.S.  companies — the  very 
biggest— that  foreigners  want 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  mom      anager.  His  third  book  is  100  Minds  that  Made  the  Market.  E-mail:  kenfisher@fi.com 
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-\E  LATEST  TECHNOLOGY 
IS  HEWLETT-PACKARD'S 
BUSINESS.  THAfS  WHY 
OUR  PLANT  IS  IN 


Lewis  E.  Platt,  CEO 

Hewlett-Packard 

Company 


V 


Hewlett-Packard  started  operations  in  Puerto  Rico  in  March  1980,  manufacturing  computer 
terminals.  A  t  present,  it  manufactures  over  180  different  products,  among  them  inkjet  printer  cartridges 

for  the  world's  best-selling  printers. 

With  our  open  door,  pro-business  government  and  our  comprehensive  tax  exemptions, 
Puerto  Rico,  USA  offers  the  perfect  climate  for  your  business. 

►  A  new  tax  incentive  law  with  an  effective  tax  rate  as  low  as  2%  and  a 
maximum  of  7%.  For  manufacturing  and  export  oriented  services. 

►200%  deduction  of  R&D  costs. 

►  200%  deduction  of  training  costs. 

*■  Full  expensing  of  investment  in  plants,  parts  &  equipment. 

►  Ample  supply  of  skilled  production  workers. 

*■  Highly  educated,  bilingual  managers  and  executives. 

And  of  course,  in  Puerto  Rico,  USA,   you  will  find  a  beautiful  climate  all  year  round  and  an 
enviable  quality  of  life.  No  wonder  half  of  all  Fortune  100  companies  are  established  here! 

Want  to  know  more?  Just  call  for  additional  information  or  contact  us 
and  let  us  prove  to  you  that  Puerto  Rico  means  business! 

www.pridco.com 


1-888-5-PRIDCO 


PUERTO  RKDOBSUSA 


PERFECT 


BUSINESS 


CLIMATE 


trends 


By  Laszlo  Birinyi  Jr. 


History's  lessons 


In  1990  com- 
mentators told 
investors  to 
wait  for  a  vio- 
lent shakeout 
before  buying. 
You'd  still  be 
waiting. 


The  stock  MARKET  has  started  the  year 
poorly.  January  through  February  saw  days 
of  100-point  gains  and  200-point  declines; 
earnings  were  inconclusive;  technology  was 
alternately  strong  and  weak.  Denver  won  the 
Super  Bowl — and,  oh,  I  am  describing  1998, 
not  1999.  I  do  so  to  remind  you  that  this 
year's  early  volatility  and  concerns  are  similar 
to  last  year's,  and  do  not  foretell  doom. 

I  am  increasingly  impressed  with  the 
value  of  history  in  the  stock  market  and  the 
general  failure  among  investors  to  recognize 
it.  Perhaps  we  face  so  much  information 
that  the  events  of  a  year  ago  seem  ancient 
and  uninstructive.  But  1999  is  similar  to  last 
year.  I  am  not  much  concerned. 

Last  summer's  market  turbulence  demon- 
strated investors'  lack  of  historical  aware- 
ness. I  argued  at  the  time  that  the  troubles 
of  August  to  October  were  similar  to  the 
fourth  quarter  of  1990:  Investors  were 
unnerved  by  exogenous  events  (the  invasion 
of  Kuwait  in  1990;  the  devaluation  of  the 
ruble  last  year).  They  then  waited  for  the 
other  shoe  to  drop  (the  liberation  of 
Kuwait;  IMF  or  central  bank  action  on  trou- 
bled currencies).  Events  in  1990,  in  fact, 
were  even  more  dangerous,  with  many  war 
casualties  possible  and  the  fear  that  oil  could 
reach  $50  per  barrel. 

A  failure  to  appreciate  history  asserted 
itself  in  1990,  as  well,  as  professionals 
forgot  or  ignored  another  lesson:  how 
bear  markets  end.  In  my  recent  meetings 
with  money  managers  I  have  been  handing 
out  copies  of  a  lead  story  in  the  Sunday 
business  section  of  the  New  York  Times 
from  Aug.  15,  1982.  On  the  previous 
Friday  that  year,  the  stock  market  (we  now 
know)  had  bottomed  and  begun  its  multi- 
year  run.  But  the  analysts  quoted  in  that 
Times  story  didn't  see  it  that  way.  While 
they  thought  the  bottom  might  be  near, 
they  agreed  that  we  still  had  a  final,  vio- 
lent phase  .md  cathartic  cleansing  of  port- 
folios to  go  through.  Market  bottoms, 
they  said,  require  almost  everyone  to  give 
up.   The  article's  author,  at  least,  noted 
that  there  had  been  no  such  total  surren- 
der in  19^4. 

In  1990    »nce  again  ignoring  history, 
Street  comn    ntators  urged  investors  to  wait 


for  a  violent  shakeout  before  buying.  You 
would  still  be  waiting. 

You  don't  have  to  dig  up  old  newspaper: 
to  find-more  such  lessons.  On  the  morning 
of  Oct.  8,  1998  the  stock  market  dropped 
more  than  3%.  That  October  morning  we 
screened  the  database  and  found  that  in  thi 
few  cases  since  1990  when  stocks  had  lost 
3%  in  the  morning,  the  market  had  either 
stabilized  or  rallied  later  in  the  day.  That's 
what  I  told  my  customers,  and  that's  what 
happened. 

On  Jan.  13  this  year  Brazil  let  its  currenc 
slide,  and  s&P  futures  dropped  25  points. 
Our  database  showed  that  in  five  similar 
instances  the  market  had  opened  sharply 
down  but  tended  to  reach  a  bottom  at  ten 
o'clock,  then  rally  1.5%,  on  average,  to  the 
day's  close.  Now  I  will  admit  that  the 
number  of  instances  was  woefully  inade- 
quate for  a  statistical  analysis,  but  it  at  leastH 
provided  a  clue  as  to  what  to  expect.  What  m 
did  happen  on  Jan.  13:  The  market  openecj 
down  260  points,  bottomed  at  ten  o'clock! 
and  then  rallied  1.5%  to  the  close.  Such 
exactitude  was  flukey,  I'll  admit. 

You  may  not  want  such  detailed  infor- 
mation, especially  if  investing  is  not  your 
day  job.  But  at  times  of  market  stress  you'i 
always  hear  from  some  quarter  that  "thing| 
are  different."  Things  are  always  differ- 
ent— the  art  is  figuring  out  which  differ- 
ences matter.  After  the  1987  crash  some 
analysts  drew  charts  showing  impressive 
parallels  with  1929.  But  the  important 
things  were  different  in  1987,  and  so  were 
the  results. 

Today  I  see  nothing  in  the  past  that  tells 
me  the  market  has  got  to  stop,  to  reverse  o< 
to  pay  attention  to  die  fears  that  others  hav 
articulated  better  than  I.  Yes,  stocks  are 
expensive.  Yes,  the  market  is  narrow.  But  g( 
back  a  year,  or  two  or  five,  and  the  same 
arguments  were  made  with  the  Dow  at 
5000,  at  3000— and  so  forth. 

I  still  hold  the  growth  stocks  I  have  ofter 
mentioned,  from  IBM  to  AOL  to  the  drug- 
makers.  But  so  do  most  investors.  So  with 
new  money,  buy  stocks  more  closely  tied  I 
the  economy,  which  is  doing  better  than 
expected.  Buy  the  papers  (International 
Paper  and  Georgia-Pacific)  and  autos  (Ford 
is  my  first  choice). 

With  the  bond  market  looking  shaky,  uti! 
ities  are  down.  Buy  Texas  Utilities (5 .5% 
yield)  or  Con  Edison  (4.6%  yield)  if  you  are 
conservative  or  nervous.  Hi 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Greenwich,  Conn. -based  financial  consulting  firm. 
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PHONE  CALLS,  EMAILS,  FAX 


JUST  ANOTHER  DAY  AT  THE  OFFICE." 


ONLY  INMARSAT  CAN  KEEP  YOU  IN  TOUCH  VIA  VOICE.  VIA  E-MAIL, 
VIA  FAX.  VIA  TELEX.  VIA  INTERNET  AND  EVEN  VIA  VIDEO. 

SO  IF  YOU  NEED  YOUR  OFFICE  TO  BE  WHEREVER  YOUR  BUSINESS 
TAKES  YOU,  GET  IN  TOUCH  WITH  INMARSAT  TODAY. 


V     I     A 


Inmarsat 


MUCH  MORE  THAN  TALK 


20   YEARS'   EXPERIENCE   IN    GLOBAL    MOBILE    SATELLITE    COMMUNICATIONS 


(£)  *it  171  728  1100      1v^1lMF0BM>TI0H@INM>BS»T.0B8      @)  http://WWW.VUINM1RS1T.ORG 

01999   INMARSAT.    INMARSAT   AND  THE   INMARSAT   LOGO   ARE   TRADEMARKS   OF   INMARSAT,    LONDON,   U.K. 


By  Martin  Sosnoff 


trends 


Internet  stocks  for  cowards 


Putting  aside 
the  conversion 
feature, 
Amazon  can 
borrow  serious 
money  cheaper 
than  the  U.S. 
Treasury  can. 


Sooner  or  later  Alan  Greenspan  may  be 
right  that  Internet  stocks  are  the  new 
national  lottery.  It  depends  on  what  you 
mean  by  "Internet  stock."  Top  players  like 
America  Online,  Yahoo,  Amazon.com  and 
Lycos  are  in  the  sweet  spot  of  their  develop- 
ment, where  quarterly  revenue  gains  of  15% 
or  so  portend  serious  earning  power.  But 
after  penciling  in  revenue  forecasts  even 
greater  than  those  of  the  few  analysts  brave 
enough  to  print  their  numbers,  we  find  the 
stocks  now  selling  for  50  to  60  times  the 
projected  earnings  of  2003.  So  Greenspan  is 
wrong.  It's  not  a  lottery,  but  pie  in  the  sky. 
At  least  you  can  win  a  lottery. 

However,  there's  pie  and  there's  pie.  A  few 
months  ago  the  market  capitalization  of  Yahoo 
came  to  ten  times  that  of  Lycos.  We  decided 
Yahoo  was,  say,  only  two  or  three  times  better 
dian  Lycos  So  we  bought  Lycos  on  a  theory 
of  convergence.  In  a  bull  market  you  can  usu- 
ally get  away  with  this  riskv  strategy 

We  got  luck)'  when  Excite,  a  portal  prop- 
erty comparable  to  Lycos,  sold  out  to  At 
Home  for  $6.7  billion,  confirming  our  valua- 
tion on  Lycos.  Then  Lycos  rose  30%  when 
Geocities,  a  Web  page  hosting  operation  sim- 
ilar to  one  run  by  Lycos,  sold  to  Yahoo  for 
$3.5  billion  in  stock.  If  Lycos'  growth  paces 
Yahoo's,  our  convergence  theory  will  be  vin- 
dicated by  the  nerdy  rabble  who  play  Russian 
roulette  with  these  stocks.  Meanwhile,  Barry 
Diller's  proposed  USA  Networks/Lycos 
merger  pegs  Lycos  fairly  at  its  current  $90, 
where  I'd  buy  it  as  a  long-term  plav. 

Amazon  will  remain  in  the  investment 
phase  of  its  development  for  the  foreseeable 
future.  Morgan  Stanley  just  raised  $1.25 
billion  in  convertible  bond  capital  at  4.75% 
for  Amazon,  which  means,  putting  aside  the 
possibility  that  the  conversion  feature  will 
somehow  end  up  in  the  money,  the  book- 
seller can  borrow  serious  monev  cheaper 
than  the  U.S.  Treasury  can.  Will  it  one  dav 
look  like  Wal-Mart — profitable  and  fairly 
priced?  Let's  hope  so.  Now,  it's  overpriced. 

As  for  aol,  it  is  selling  ads  at  the  pace  of 
$500  million  per  year.  Nobody  dared  fore- 
cast this  level  even  a  year  ago.  Three  years 
ago  Wall  Street  thought  AOL  was  near  insol- 
vency. The  stock  has  gone  around  the  clock 
1 1  times  since  then.  I've  been  in  and  out. 


I'd  hold  it  now  but  wouldn't  buy. 

'Working  down  the  Internet  hierarchy, 
you  have  the  major  media  players,  who 
simply  missed  the  boat.  Disney  has  Infosei 
and  Time  Warner  has  Roadrunner — small 
potatoes.  AT&T's  upcoming  marriage  with 
Tele-Communications,  Inc.  may  make  it  a 
player  in  local  broadband  service.  Thanks 
the  Internet,  the  cable  industry  has  a  new 
growth  franchise,  as  it  upgrades  its  networ 
for  interactivity.  Cable  is  cheaper  and  faste 
than  phone  lines,  and  more  cable  compan; 
will  also  offer  local  telephone  service. 

Cablevision  and  Comcast  stand  out  as 
viable  growth  properties  with  sizable  free 
cash  flow  prospects.  (Free  cash  flow:  net 
income,  plus  depreciation,  minus  mainte- 
nance-level capital  expenditures.)  The 
industry  will  also  make  money  on  e-com- 
merce.  Liberty  Media,  which  will  be  con- 
trolled by  John  Malone  at  the  close  of  his 
deal  with  AT&T,  is  a  natural  long-term  play 
on  cable  program  content.  If  it  can  develo 
e-commerce  on  its  sports  and  nature  chan  I 
nels,  midteens  cash  flow  growth  is  assured 

mci  WorldCom  is  years  ahead  of  AT&T  a 
a  provider  of  digital  transmission  for  Inter 
net  purvevors  like  AOL.  This  is  a  great 
growth  sector.  Software,  server  and  storagi 
infrastructure  properties  like  Sun  Micro- 
systems, Cisco  Systems  and  emc  Corp.  are 
good  plays  on  Internet  eyeball  proliferatioi 

So  the  do-it-yourself  Internet  investor— 
especially  the  slightly  cowardly,  which  is 
what  we  all  should  be — should  package 
cable  and  telecom  firms  and  infrastructure 
providers  along  with  purer  portal  opera- 
tions. And  don't  forget  my  quintessential 
Internet  play,  Microsoft.  It  has  a  big  e- 
commerce  business — half  a  billion  in  rev- 
enue already — and  has  invested  $1  billion  i 
Comcast  and  an  equal  amount  in  Europeai 
cable  companies.  The  concept  is  elemen- 
tary:  Microsoft  thinks  it  can  use  cable  to 
outgun  America  Online.  What's  curious  is 
how  poorlv  Wall  Street  understands  Micro 
soft.  Analysts  repeatedlv  let  Redmond, 
Wash,  lowball  them  on  expected  earnings. 

Bill  Gates  once  said  that  he  doesn't  rec- 
ommend Internet  stocks  to  people  who 
don't  like  massive  risk.  Of  course,  he  owns 
the  biggest  Internet  stake  of  all.  m 


Martin  Sosnoff  is  chief  investment  officer  of  Atalanta/Sosnoff  Capital  in  New  York  and  author  of  Silent  Investor,  Silent  Loser.  E-mail:  mts@atalantasosnoff.com 


Forbes  ■  March  22,  19 


ie  Internet  has  forever  changed  the  way  successful  companies  go  to  market. 
Come  to  @d:tech  for  a  close  look  at  your  future. 

iu  already  understand  that  the  Internet  has  reshaped  your  markets  and  redefined  relationships  with  everyone  your  company 
:hes.  then  you  should  be  at  @d:tech  to  get  what  you  need  to  stay  out  front.  If  you're  even  a  little  surprised  at  how  quickly  the 
met  has  changed  the  rules,  then  you  need  to  come  to  @d:tech.SanFrancisco  to  figure  out  how  to  catch  up.  Either  way 
tech  is  your  ticket  to  learn  how  to  get  out  front  and  stay  there. 

■  e  your  own  models  and  plans  on  the  experience 

casts,  opinions  and   recommendations  of 

stry  pathfinders  who  will   be  delivering 

lotes  and  participating  on  power  panels 

three  days.  Arthur  Sulzberger,  Jr., 
l»  Pittman.  Peter  Sealey.  Halsey  Minor 
i  George  Bell.  Special  keynote 
yits  including  a  youth  panel,  an  ANA 
Art  on  where  America's  largest  brands 
•d  on  interactive  advertising,  and  an 
gate  from  FAST  You  will  want  to 
*icipate  in  Wednesday's  closing 
"  n    Hall    Forum    when    industry 

ers  like  Eric  Greenberg.   Rich 

gaard.    Mark    Kvamme,    Jeff 

et,  Nick  Earte  and  conference 
Hts  Jerry  Michalski  and  Jonathan 

nis  take  a  look  ahead. 


The  Expo: 

May  3-4.  The  right  buyers  and 

the  right  sellers  come  together  at 

@d:tech  to  do 

business. 


@d:tech 

Q&an  (^francisco 


May  3-5,  1999 
www.ad-tech.co 


•  i't  miss  featured  events  like  the 
i  Media  Showdown  and  an  Ad 
i/er  Shootout,  and  the  Agency  CEO 

!  iel.  Not  to  mention  the  @d:tech  Awards 
sbration  and  FAST  Celebrity  Auction. 
;  n  the  opening  workshops  and  keynote  to 
rj  closing  Town  Hall,  @d:tech  will  be  the 
K'-e  to  be  if  you  have  something  to  say, 
yething  to  leam,  people  to  meet  or  a  deal 
Jo.  If  you  can't  afford  to  lose  ground,  you 
■m\  afford  to  miss  @d:tech.SanFrancisco. 

:ve  Tracks  -  One  Conference: 

)\RKETING/ADVERTISING  STRATEGIES:  a  look  at 

nt  advertisers  are  doing  on  the  Web  and  how  their  agencies  are 
i  Ding  to  increase  sales  and  brand  equities  through  a  sophisticated  use 
i  ie  medium. 

EDIA/MEASUREMENT:  How  buyers  and  sellers  find,  justify 
1 1  measure  Internet  ad  buys.  How  content  is  being  utilized  to  attract 
1 1  retain  audience.   How  are  measurement  tools  improving,  and 
">  at  about  standardization? 

•  \CATIVE:   How  the  Web's  most  creative  people  leverage 
iv  technology  and  skills  and  traditional  smarts  to  build  brands 

I  sell  products  on  the  Internet. 

:  'OMMERCE;  Are  you  really  open  for  business?   How 
:npa/iies  are  successfully  selling,  servicing  and  building 
utionships  with  Internet  empowered  customers. 

STRATEGIE:      Internet 
■/jghts  and  tactics  to  empower  your 
Vketing  and  communications  efforts. 


m 


Sponsored  Workshops: 

A  chance  to  get  hands-on  experi- 
ence learning  the  look  and  feel  of 
the  latest  software  tools,  plus 
plenty  of  new  ideas  for  marketing 
and  for  serving  your  clients. 


Net*0 


rking 


- 


Special  Programs  at 
iDd:tech.SanFrancisco 

MEDiA  FORUM 

CREATIVE  FORUM 

PR  STRATEGIES  FORUM 


Grand  Opening  Wine  Tasting  Reception 

Monday,  May  3,  5:30-7:15  open  to  all  full 
conference  and  Forum  registrants.   Sponsored 
by  Wine. Com. 

An  Evening  for  FAST: 

The  Internet  Celebrity  Auction 

Monday,  May  3rd  industry  leaders  will  be 
gathering  in  what's  sure  to  be  a  who's  who 
networking  gala  evening  for  FAST  Forward. 


@d:tech  Awards  Presentation 


On  Tuesday,  May  4th  join  the  excitement  at  the 
Internet  awards  event  of  the  year.  The  @d:tech 
awards  recognizing  excellence  in  Internet 
marketing. 

Call  for  Entries  deadline  is  March  12,  1999. 

For  information  on  Sponsorship  and  Exhibiting 

opportunities,  please  contact  us  at: 

800-535-1812 

or 

www.adtech.com 

Hyatt  Embarcadero 
San  Francisco,  CA 


d:tech.SanFrancisco  Sponsors  Include: 
orbes 
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Tell  the  IRS  you're  a  pro 

We  don't  advise  you  to  quit  your  day  job  in  order 
to  trade  on-line.  But  what  if  that  is  what  you  have 
already  done?  In  that  case  we  recommend  that  you 
think  seriously  about  qualifying  for  tax  purposes  as  a 
professional  trader.  Depending  on  your  circumstances, 
the  switch  could  save  you  a  bundle 
in  taxes. 

Professional  traders  have  a  best- 
of- both- worlds  deal.  They  can 
write  off  investment  expenses,  like 
computers,  a  home  office  and 
business  magazine  subscriptions, 
on  their  Schedule  C  report  of 
business  profits  and  losses.  Yet 
their  income — trading  profits,  that 
is — doesn't  have  to  go  on  Sched- 
ule C,  where  it  would  be  subject 
to  self-employment  tax.  Instead, 
the  trading  profits  go  on  Schedule 
D,  just  as  they  would  for  any 
investor. 

Amateurs  have  a  hard  time 
claiming  investment  expenses. 
Some  of  these  deductions  are 
simply  forbidden  to  amateur 
investors;  the  rest  go  on  to  Sched- 
ule A  as  "miscellaneous"  deduc- 
tions. Miscellaneous  deductions 
can  be  claimed  only  to  the  extent 
they  exceed  2%  of  adjusted  gross 
income.  That  floor  is  high  enough  to  make  miscella- 
neous deductions  worthless  to  a  lot  of  taxpayers. 

Do  you  qualify  as  a  professional  trader?  Two 
Supreme  Court  rulings  define  what  constitutes  a  pro, 
but  both  predate  the  Internet  era,  explains  kpmg's 
Steven  Rosenthal.  This  much  is  clear:  A  pro  must 
derive  most  of  his  income  from  trading,  must  not  have 
any  other  full-time  job  and  must  be  buying  and  selling 
throughout  the  day. 

Two  cautions.  One  is  that  the  Internal  Revenue  Ser- 
vice will  give  you  a  hard  time  when  it  sees  that  fat  loss, 


and  no  income,  on  Schedule  C.  You  may  not  prevail 

in  an  audit. 

The  other:  Amateur  investors  are  entitled  to  use 

the  Small  Order  Execution  System;  pros  are  not.  It 

is  questionable  whether  you  should  be  telling  the 

Securities  &.Exchange  Commission  that  you  are 

an  amateur  while  telling  the  iRi 
that  you  are  something  else. 

If  you  do  think  you  qualify, 
consider  another  tax  trick.  As  a 
pro,  you  have  the  option  of 
adopting  "mark-to-market" 
accounting,  whereby  positions 
outstanding  on  Dec.  31  are 
treated  as  if  they  were  sold  and 
immediately  bought  back  at 
close  of  business.  The  advantaj 
of  mark-to-market  is  that  it 
exempts  you  from  the  wash  sale 
rule,  which  can  be  a  nuisance  fc 
in-and-out  traders.  That  rule  b; 
a  deduction  for  a  losing  trade 
when  you  buy  the  same  stock 
back  within  30  days. 

The  disadvantage  to  mark-to 

market  is  a  big  one.  It  converts 

all  your  gains  and  losses,  even 

those  on  positions  held  for  mor" 

than  a  year,  into  ordinary  incorr 

or  loss.  Sure,  in  a  year  when  you 

lose  a  ton  of  money,  you  will  be 

better  off  with  the  ordinary  income  treatment.  But  if 

you  have  a  lot  of  winners  you  would  have  done  better 

to  hold  on  for  a  year  and  use  the  favorable  capital  gair 

tax  rates. 

Mark-to-market  is  a  one-way  street.  Once  you  adoj 

this  accounting  system  you  can't  get  out  of  it  without 

an  IRS  dispensation. 

A  perennial  loser  would  definitely  benefit  from  th 

mark-to-market  rules — but  then  if  you  are  a  peren 

loser,  why  are  you  day-trading? 

-Scott  McCorma< 


put 


Route  128  lives 

_^^_  Once  upon  a  time,  when  the 

minicomputer  held  sway,  Mass- 
achusetts' Route  128  was  as  famous  as 
Silicon  Valley.  It  was  home  to  Wang 
Laboratories,  Digital  Equipment  Corp. 
and  Data  General  Corp.  The  first  was 
reorganized  and  no  longer  makes 
computers,  the  second  was  acquired, 
and  the  third,  you  may  have  forgotten, 
survives  on  the  Big  Board  under  the 
ticker  symbol  DGN. 

Data  General  isn't  the  glamour 
stock  it  used  to  be.  It  traded  at  a 
recent  $13.88,  which  gives  the  com 
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Route  128  relic 


jData  General's  stock  price* 

20 
3/89  12/92  12/96    2/99 

Source:  FactSet  Research  Systems. 


pany  an  enterprise  value  (debt  plus 
market  value  of  common)  of  $952  m: 
lion.  That's  not  much  more  than  half 
dg's  1998  sales  of  $1.46  billion. 

DG  has  two  important  lines  of  busi- 
ness. One  is  servers,  accounting  for  a 
third  of  revenue.  This  line  is  under 
attack  from  Compaq  and  other  heavi 
hitters,  which  is  a  big  reason  DG  took  '<. 
$135  million  pretax  charge  last  year  an 
fired  400  peopl 
Data  General,  once  a 
growth  stock,  trades 
at  a  discount  now. 


The  other  lin< 
worth  paying 
attention  to  is 
network  storage 
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vices,  sold  under  the  brand  Clari- 
i-V  Here,  DG  competes  with  IBM 
aid  EMC.  David  Takata,  an  analyst  in 
fluntal  &  Co.'s  Beverly  Hills  office, 
tinks  investors  should  be  giving 
ta  General  a  litde  more  credit  for 
success  in  this  specialty.  Demand 
its  network  storage  hardware 
juld  grow  16%  this  year,  he  says. 
Takata  predicts  that  DG  will 
i  prove  its  net  from  a  loss  of  S 3.1 1 
hare    after  that  special  charge  l  last 
ending  September,  to  a  profit 
8  cents  in  1999,  and  92  cents  in 
00.  If  the  stock  hits  S24  within  a 
U    it,  he  says,  you  should  start  taking 
fits.  -Om  Mai  ik 


oor  man's  consultant 

Not  EVEKV  consulting  firm 
has  revenues  in  ten  figures. 

r  Technologies  in  Walnut  Creek, 
i    ilif.  took  in  S70  million  last  year 
lping  clients  upgrade  their  creaky 
linframe  computer  systems.  On 

t  modest  sales  base  Tier  netted 

.8  million,  or  48  cents  a  share, 
le  shares  i  Nasdaq:  lll-Ri  trade  at 

3,  or  27  times  those  earnings. 
Instead  of  pushing  them  to 
:empt  total  conversion  to 
ent/server  systems,  Tier  cncour- 
es  clients  to  "migrate"  to  new 

hnology  by  enhancing  the  legacy 
ainframe  systems  they  have  in 
ace  and  buying  new  computers 
adually.  Humana  Inc.,  the  state  of 
issouri  and  even  computer  maker 
nisys  Corp.  love  this  advice.  These 
ree  account  for  a  little  over  half  of 
er's  revenue. 

The  fragmented  technology  con- 
king industry  is  consolidating, 
id  Tier  is  doing  its  share  of 
aying.  That's  the  main  reason  its 
;ad  count  has  more  than  doubled 
-xr  the  past  year,  to  650. 

T.  Rowe  Price's  New  Horizons 
und  has  accumulated  close  to  10%. 
>hn  H.  Laporte,  manager  of  the 
ind,  says  Tier  can  earn  68  cents  a 
lare  this  year.  He  loves  the  stock, 
/e  suggest  selling  if  it  gets  as  high 

$23  before  the  year  is  out. 

-Stephane  Fitch 


I  Visit  our  Small  Business  Center  in  the  Forbes 
Digital  Tool  at  www.forbes.com/growing  or 
mail  us:  growing@forbes.com 
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A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Rowe  Price  Blue  Chip  Growth  Fund  invests  in  the 
leaders  of  today  as  well  as  companies  expected  to  become 
the  industry  leaders  of  tomorrow.  These  blue  chip  compa- 
nies can  offer  you  excel- 
lent long-term  capital 
appreciation  potential. 


Performance  Versus  Competitors 
Average  Annual  Total  Returns  as  of  12/31/98 

■  Blue  Chip  Growth  Fund 

□  Upper  Growth  Funds  Average 


1 22.86%    23.89%  24-48% 

1 18.63%    |        118.29% 


I  year 


i  years 


Since  inception 


A  record  of  proven 
performance.  The 

fund's  focus  on  excel- 
lence has  rewarded 
investors  well.  As  the 
chart  shows,  it  has  out- 
performed the  average  of 

its  peer  growth  funds  over  time.  The  fund  has  also  earned 
Morningstar's  highest  rating — five  stars — for  its  overall 

risk-adjusted  performance.  It 
was  rated  among  2,859  and 
1,734  domestic  equity  funds  for 
the  three-  and  five-year  periods 
k.  ended  1/31/99,  respectively.* 


Morningstar 
•  *  *  *  * 


Invest  in  blue  Chip  Stocks.  If  you're  considering 
enhancing  your  portfolio  performance  with  a  select  group 
of  market  leaders,  call  us  today.  Of  course,  past  perform- 
ance cannot  guarantee  future  results.  No  sales  charges. 


ROTH 
IRA 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-6650 

www.  troweprice.  com 


Invest  With  Confidence 

T.RoweRice 


em, 
>8k 


Fund  inception  date:  6/30/93.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  pur- 
chase. (Source  for  Lipper  data:  Upper,  Inc. ) 

*Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  1/31/99.  These  ratings  may  change 
monthly  and  are  calculated  from  the  fund's  3-  and  5-year  average  annual  returns  in  excess  of  90-day  Treasury  biil  returns 
with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  hind  performance  below  90-day  Treasury  bill  returns.  The 
fund  received  5  stars  for  the  3-  and  5-year  periods.  The  top  10%  of  the  funds  in  an  investment  category  receive  5  stars. 
Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc..  Distributor.  BCG047067 


Occasion 


More  than  14,000  thoughts  on  the  business  of  life 
now  all  in  one  deluxe  volume 

"  There  is  no  true,  lasting  success 
in  business,  without  success  in  the 
business  of  living,  of  life." 

— B.  C.  FORBES,  Founder  of  Forbes  Magazine 


Forbes 

Book  of 

Business 

Quotations 

THOUGHTS  ON 
THE  BUSINESS  OF  LIFE 


A  Gift  for  Every  Occasion! 


"By  necessity,  by  proclivity, 
and  by  delight,  we  all  quote" 

—RALPH  WALDO  EMERSON 

"Life  begets  life.  Energy  creates 
energy.  It  is  only  by  spending 
oneself  that  one  becomes  rich." 

—SARAH  BERNHARDT 


The  ultimate  reference  for  speakers,  writers,  CEOs,  and  managt 
The  perfect  gift,  this  unique  collection  is  arranged  alphabetical 
by  subject — from  ability  to  zeal — for  easy  access  and  endless 
inspiration. 

Over  3,000  contributors  in  all — business  leaders  and  maverii 
philosophers  and  pundits,  poets  and  politicians — from  across  tr. 
centuries  and  around  the  world.  Deluxe  edition,  992  pages,  $40.00  ] 
shipping  and  handling.  [C14] 

To  Order  by  rhone,  Call  Toll-Free:  1-800-876-655 


e  Forbes/Barra 


The  overall  market 


idard  &  Poor's  index  of  37  retail 
has  gained  46%  over  the  past 
I  months,  while  the  s&P  500  index 

gained  only  18%.  Despite  this 
)ng  performance  in  the  retail 
|tor,  Donald  Spindel,  retail  analyst 
]  A.G.  Edwards,  sees  opportunities, 
indel  is  particularly  optimistic 
Hit  superstore  retailers  such  as  Sta- 
.  $29),  the  fastest-growing 
ice  products  chain.  Spindel  thinks 
lit  Staples  will  show  annual  earnings 
)wth  of  30%  over  the  next  three 

I.  "Staples  will  also  benefit  from 
I  Internet  presence,"  he  says. 

lother  pick:  BJ's  Wholesale  Club 
I,  S44  i,  the  Natick,  Mass. -based 
tailer  spun  off  from  HomeBase 
|>rmerlv  Waban  >  in  1997.  Spindel 
?ccts  17%  earnings  growth  for  BJ's 
iscal  1999  and  at  least  15%  annual 
jwth  in  the  following  two  years. 


Special  focus 


Value   stocks   and   small  capitalization 

Mocks  arc  out  of  favor,  but  analysts  think 

that  the  eight  small  cap  stocks  below 

each  with  a  market  value  under  S600 

lillion — could  show  annual  earnings 

ureases  of  10%  or  more  over  the  next 

ivc  years    As  a  group  they  sell  for  less 

han  ten  times  estimated  1999  profits. 


Big  deals  in  small  caps 


1   Company 

Recent 
price 

1999 
estP/E 

5-yr  EPS 

growth' 

I    Amcol  Intl 

$9.50 

11 

11% 

Delco  Remy  Intl 

9.88 

9 

16 

Fairfield  Communities 

8.19 

7 

24 

Griffon 

9.00 

8 

10 

Magellan  Health  Svcs 

6.81 

7 

13 

t    NBTY 

6.00 

11 

15 

Prime  Hospitality 
Paxar 


10.25 
8.50 


'Estimated. 

Sources:  IDC,  IBES  and  Market  Guide  via  FactSet 

Research  Systems;  IBES  Express. 


6500 

The  Barra  All-US  price  index  as  of  2/26/99 

12-month  closeup 

6700                           v 

a  Barra  index 

5500 

Market  value:  $13.1  trillion 
PIE:  23.7 

4500 

P/E  minus  negative  EPS:  21.8 
Price/book:  3.9 
Yield:  1.4% 

6300            20*daK                 MLl 
moving  average     Mw. 

3500 

Zn\rr 

2500 

s        \M 

1500 

ftokJk     lf^             Performance 
M     «wl  M                      Last  4  weeks 
¥              V                        Since  12/31/98 

'89     '90      '91     '92      '93      '94      '95 

Price      Total  return 

-4.0%    -3.9       % 
-0.4        -0.2 
i           1            1 

'96      '97      '98      '99 

fm  am'  j'  j'  a's'o'n'  d'j'f 
'98                '99 

%  change  from 

Index  or  investment 

. 

5-year  high 

Barra  All-US  index 

0.3% 

D 

10.9% 

-4.0% 

S&P/Barra  Growth  index 

1.0 

m\ 

29.7 

-4.0 

S&P/Barra  Value  index 

0.3 

i 
i 

5.8 
8.9 

-5.4 
-3.5 

Dow  Jones  industrials 

0.3 

S&P  500 
NYSE 

0.7 
0.9 

i 

18.0 

-3.2 

7.8 
29.2 

-4.0 
-8.8 

Nasdaq 

-1.5 

PSE  Tech  100 

-3.5    H 

36.2 

-10.3 

EAFE 

-0.4 

■ 

3.4 

-7.0 

CRB  futures  index 

-2.0 

■■■ 

-19.6 

-30.1 

Gold   (Comex  spot) 
Yen  (per  (US) 

-1.0 
4.4 

wm 

-3.9 

-30.7 
-19.2 

J         -5.6 

Oil   (VY  Texas  Intermediate) 

3.4 

^2             "20.4 

-53.9 

What  the  funds  are 


Buying 

Recent 
price 

Market 
value 
($mil) 

1999 
EPS8 

Selling 

Recent 
price 

Market 
value 
($mil) 

1999 
EPS' 

International  Network  Svcs 

$51.13 

$1,705 

$0.75 

Barnes  &  Noble 

$29.63 

$2,033 

$1.19 

i2  Technologies 
Microsoft 

24.94 
150.13 

1,777 

374,347 

4,719 

2,514 

0.50 
2.59 

Columbia/HCA  Healthcare 
Cooper  Cameron 

17.88 

23.50 

8.00 

11,153 

1.32 

1,251 
486 

1.24 
1.53 
0.78 

Perkin-Elmer 

94.75 

3.21 
0.88 

Ocwen  Financial 
Quorum  Health  Group 

Rational  Software 

29.69 

9.25 

668 

and  worst  performing  Industry  factors 


Best 

Misc  mining  metals 
Life  insurance 
Air  transport 
Photographic,  optical 
Hotels,  restaurants 


2-week 
change 

11.5% 

9.7 

9.4 

7.4 

6.3 


Change 

since 

12/31/98 

5.1% 
11.6 

9.5 

0.7 
13.2 


Worst 

Business  equip 
Water  transport 
Construction 
Precious  metals 
Pollution  control 


2-week 
change 

-6.6  % 

-6.6 

-6.2 

-6.0 

-3.5 


Change 

since 

12/31/98 

-4.4% 

-18.9 

-3.4 

-5.4 

4.4 


■*  i  for  period  ending  2/26/99.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are 
uded.  Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  2Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book 
S,  high  yields  and  low  pnce-to-earnmgs  ratios.  5A  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  'A  dollar-denominated,  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source: 
gan  Stanley  Capital  International.  5lndex  of  21  commodity  futures.  6Source:  Bridge-Commodity  Research  Bureau.  '8uys  and  sells  are  tabulated  by  fastcheck.com,  a  proprietary  model  from  the  Mutual  Discovery  Network.  For  an'update  on  the  performance 
lese  stocks  see  our  Web  site  at  www.forbes.com/wallstreet.  '-Consensus  estimate.  'Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in 
or  more  groups.  Principal  sources:  Barra.  Inc.;  IBES  Express. 


' 
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fhe  Forbes/IBES 


fe«g*s»i 


S&P  500  P/E*  vs.  Treasury  bond1        IBES  estimate  revisions  index 


Forecasting  the  S&P  500 


S&P  500  estimate  increases  to  decreases 


28 


98  '99 


*The  recent  price  of  the  S&P  500  divided 
by  estimated  earnings  over  the  next  12  months, 
tlnverted  yield  to  maturity  for  the  ten-year 
Treasury  bond. 


1.50 


1.00 


0.50 


0.00 


Year 

Estimated 
P/E 

%  change 

current  est 

vs  3  months  ago 

Expected 
year-to-year 
EPS  growth 

1998 

28.3 

-1.4% 

-1.8% 

1999 

24.5 

-2.8 

15.6 

2000 

21.1 

-0.9 

16.1 

1999  estimates  for  IBES  industry  groups 
Rising  estimates  Falling  estimates 

truck  mfg  natural  gas 

semiconductors  shipbuilding 

residential  huilding^ak^    oil 


S    0    N     D    J     F 
1999 


auto  mfg 
recreational  vehicles' 


nonferrous  metals' 
steel 


'Actual. 


The  s&P  500  trades  at  24  times  its  12-month  forward 
forecast,  or  at  a  27%  earnings  premium  to  the  ten-year 
Treasury  bond  (see  chart  above).  Joseph  Abbott,  vice 
president  at  IBES,  notes  the  s&P — based  on  12-month 
estimates — historically  sells  at  a  slight  discount  to  the  ten- 
year  Treasury.  In  August  1987,  just  before  the  October 
crash,  the  s&p's  estimated  p/e  was  at  a  record  40%  pre- 
mium to  Treasurys.  "We  could  be  in  for  a  15%  market 
correction  in  the  next  three  months,"  warns  Abbott. 


Abbott  is  also  troubled  by  the  fact  that  IBES  expe 
overall  corporate  profits  to  rise  only  5%  this  year  (ven 
16%  consensus  estimate),  which  could  pose  a  problem 
overpriced  stocks.  For  example,  analysts  expect  a  5%  ea; 
ings  gain  for  Coca-Cola  (ko,  $64),  but  the  stock  trac 
at  a  hefty  43  times  its  1999  estimate. 

Abbott  sees  opportunities  in  stocks  such  as  Gene 
Motors  (gm,  $83),  which  is  expected  to  earn  $8.79  [ 
share  in  1999,  versus  $4.55  in  1998.  General  Mot<! 
trades  at  just  nine  times  its  1999  estimate. 


Company/industry 

Applied  Materials/semicon  mfg  equip  $1.15  $1.08 

WLR  Foods/poultry  products  -1.51  1.02 

Seagate  Technology/data  storage  prods  0.01  1.58 

Hutchinson  Technology/disk  components  -2.45  2.59 

Immunex/biotechnology  -0.09  0.68 


74% 

52 

37% 

50 

9 

0 

34 

18 

-8 

31 

12 

-3 

31 

NM 

51 

Reason 

Recovery  in  microchip  markets 

Improved  pricing  for  turkey  and  chicken  products 

Strong  demand  for  high-performance  disk  drives 

Increased  demand  for  disk  drives 

New  drug  for  rheumatoid  arthritis 


Greatest  decrease  in  estimates  over  the  past  three  months 

1998 1 999  EPS  estimate 3-month 

Company/industry                                 EPS  recent    3-month  change     P/E  price  change 

Phelps  Dodge/copper                             $1.57  $0.90          -66%            54  -15% 

Weatherford  Intl/oilfield  equipment            1.99     0.64          -64               27  -17 

Case/farm  &  construction  machinery        1.94     0.75          -63               26  -21 

DT  Industries/automated  assembly  equip    2.57     0.81           -62                14  -42 

World  Access/telecomm  equipment          0.95     0.72           -60                11  -63 


Reason 

Weak  copper  prices 

Weak  oil  prices  causing  cuts  in  capital  spending 

Low  crop  prices 

Weak  demand 

Increased  competition 


8  through  2/26/99.  Listed  companies  have  a  market  capitalization  of  $100  million  or  more.  Earnings  projections  are  Wall  Street  consensus  estimates  from  2,5 
security  compiled  by  IBES  Inc.  NM:  Not  meann 
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LIMITED-TIME  SUBSCRIPTION  PERIOD 


NEW  TAX-MANAGED 


VALUE  FUND 


ENDS  3/29/99 


A  Fund  That's  Overcome 
Peer  Pressure 


American 

Century 

Income  & 

Growth 

1  Year          3  Years 

5  Years         LifeofFunt 

■  ■ 

/         Morningstar  Rating 

American  Century 
Income  &  Growth 

27.7%    28.7°/< 

•    23.7%     21.9% 

(1Z/17/90) 

***** 

Upper  Growth  & 
Income  Funds* 

15.6%    21.3% 

18.4%         N/A 

N/A 

Avenge  annual  total  return*  and  Monungstar  performance  rating  as  of  December  31,  1998.  Funds  rated  for  the  overall 
and  3-year  period  among  2,802  domestic  stock  funds  and  for  the  5-year  period  among  1,702  domestic  stock  funds. 


American  Century's  Income  &  Growth 
Fund  has  consistently  beaten  its  peers, 
year  after  year.  It's  earned  Morningstar's 
highest  rating,  ranking  in  the  top  ten 
percent  of  domestic  stock  funds  for 
risk-adjusted  performance.  While  past 


performance  doesn't  guarantee  future 
results,  this  fund  has  ranked  near  the 
top  of  its  class.  For  more  information 
about  the  Income  &  Growth  Fund,  call 
American  Century  at  1-800-345-2021  and 
ask  for  a  free  prospectus. 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you 
invest.  Naturally,  past  performance  can't  guarantee  future  results. 

Momingstar  proprietary  ratings  reflect  risk-adjusted  performance  for  Investor  Class  Shares  as  of  12/31/98.  Tliese  ratings  may  change  monthly, 
and  are  calculated  from  the  fund's  three-,  five-  and  ten-year  (when  available)  average  annual  total  returns  in  excess  of  90-day  Treasury  bill 
returns,  with  appropriate  fee  adjustments  and  a  risk  factor  reflecting  fund  performance  below  90-day  Treasury  bill  returns.  Income  and  Growth 
has  a  five-star  rating  for  three  and  five  years  out  of  2,802  and  1,702  domestic  stock  funds.  The  top  ten  percent  of  the  funds  in  an  investment 
category  received  five  stars.  'For  the  period  ending  December  31,  1998,  as  provided  by  Upper,  Inc.  Data  quoted  represents  past  performance. 
Investment  return  and  principal  value  will  fluctuate ,  and  redemption  value  may  be  more  or  less  than  original  cost.  Funds  Distributor,  Inc. 
©1999  American  Century  Services  Corporation  FBS4io-nD 


american 
Century 


ww.americancentury.com 


1-800-345-202  1 


Mr.  Thrift 


Even  in  this  frothy  market  you  can  find  quality  companies 
selling  for  less  than  book  value.  But  are  you  willing  . 
to  invest  as  unglamorously  as  fund  manager  Dave  Ellison? 

By  James  M.  Clash 


A  year  AGO  portfolio  manager  David 
Ellison  was  in  orbit.  His  fbr  Small 
Cap  Financial  Fund  had  gained  58% 
in  1997,  its  inaugural  year — "a 
moonshot!"  says  Ellison — beating  the 
s&p  500  index  by  25  points.  And 
Ellison  had  already  been  on  a  tear. 
Before  leaving  Fidelity  Investments 
back  in  1996  to  join  Friedman, 
Billings,  Ramsey  &:  Co.,  an  Arling 


ton,  Va.  investment  bank  specializing 
in  financial  service  companies,  he  had 
guided  Fidelity's  Select  Home 
Finance  sector  fund  to  a  ten-year 
average  annual  gain  of  21%,  the 
fourth -best  record  in  the  mutual  fund 
industry. 

The  gods  of  sector  investing,  of 
course,  couldn't  let  that  go  on.  Last 
war,  even  as  interest  rates  fell — usual  - 


FBR's  David  Ellison- 
Buy  S&Ls,  but 
keep  an  eye  on 
interest  rates. 


ly  a  good  thing  | 
financial  stocks 
a  flattening  yicl 
curve  reduced  tl 
short-term/lonl 
term  spread  thl 
banks  have  explol 
ed  for  so  mui 
profit  in  the  loij 
bull  market. 

"The  Wells  Fd 
gos  of  the  won 
have    5%    spread 
meaning  thev  hai| 
an    8%    yield 
assets  and  roughhl 
3%  cost  of  fundq 
explains      Ellisol 
"If,  in  three  vex] 
they're  lending 
5%    because    rati 
have  come  dov 
they  won't  have| 
zero        cost 
funds — and      th  I 
won't  have   tho 
5%  spreads.  Thai| 
the  bogeyman.' 

The    fbr   fun  | 
which  has  assets 
$56   million,   lcl 
14%  last  year  whi 
the  s&P  gained  29%.  (The  averau 
financial  sector  fund  was  up  6%| 
That  loss  isn't  so  bad — not  after  i 
many  profitable  years — but  it  undc  I 
scores  the  huge  gap  in  valuatk 
between  the  small-cap  financial  firr 
Ellison  specializes  in  and  the  broad 
market.  Regional  thrifts  have  been  1 
the  hardest.  They  don't  have  mui 
fee  income  from  credit  cards,  chec 
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trleston  Place 
irleston,  South  Carolina 


Gregory  B.  Maffei 

Chief  Financial 
Officer,  Microsoft 
Corporation 


W<  l\l  IXECUTIVES 

i win i  tf. 


frmore  information: 
vw.forbes.com/conf/cfo99 
fnail:  cfoforum@forbes.com 
lone:  212-499-3521 
lx:  212-499-3324 


lail  inquiries  to  sponsorship@forbes.com. 
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Co-author, 
B/i/r;  The  Speed 
of  C/iange  /n  f/?e 
Connected  Economy 


Tom  Wolfe 

Best-selling 
Author  and 
Pre-eminent  Social 
Commentator 


III 

Thrifts  for  the  thrifty 

' 

Company/Ticker 

Recent 

1998 

Price/ 

Assets 

Capital 

Market  cap 

price 

EPS 

book 

($mil) 

ratio* 

($mil) 

J 

Catskill  Financial/CATB 

$15.00 

$0.94 

0.95 

$324 

21% 

$64 

CFS  Bancorp/CITZ 

10.50 

0.82 

0.92 

1,470 

18 

240 

CNY  Financial/CNYF 

10.75 

0.57 

0.73 

285 

28 

56 

First  Place  Financial/FPFC 

10.50 

0.60 

0.75 

745 

21 

119 

Oregon  Trail  Financial/OTFC 

12.88 

0.77 

0.85 

304 

20 

52          jitm 

Roslyn  Bancorp/RSLN 

16.31 

1.36 

1.10 

7,800 

11 

1,265 

Union  Community/UCBC 

12.00 

0.70 

0.86 

110 

39 

36 

. 

Washington  Federal  Savings/WFSL 

22.50 

1.93 

1.60 

5,600 

14 

1,156 

Data  as  of  2/26.  *Equity  divided  by  assets. 

(    : 

Sources:  Friedman,  Billings,  Ramsey  &  Co.;  IBES  Express    ■' ::; 

These  savings  and  loan  companies,  all  trading  near  book  value 

and  with  high  capital  ratios,  look  attractive  for  buy-and-hold  investors. 


ing  accounts  or  trust  departments  to 
buffer  that  inevitable  shrinkage  in  the 
gross  interest  margin.  Mortgage  refi- 
nancings have  also  hurt  the  thrifts1 
portfolios  of  home  loans  that  they 
either  hold  or  service.  And  the  stocks, 
purely  by  virtue  of  their  size,  have 
fallen  with  the  out-of-favor  small-cap 
sector. 

It's  gotten  so  bad  that  many  thrifts 
sell  below  book  value,  a  remarkable 
contrast  to  the  s&p's  price-to-book 
ratio  of  nearly  7.  Even  the  depressed 
big  banks  look  expensive  in  compari- 
son. "State  Street  and  Bank  of  New 
York  are  trading  at  five  times  book. 
I'm  not  denying  they're  good  com- 
panies," says  Ellison.  "But  I  can  buy 
these  other  guys  for  80%  of  book." 

Consider  Union  Community  Ban- 
corp, a  Crawfordsville,  Ind.  thrift 
with  SI  10  million  in  assets,  S42  mil- 
lion in  book  value  and,  at  the  recent 
close  of  $12,  a  $36  million  market 
cap.  Union  Community's  unusually 
rich  ratio  of  equity  capital  to  assets, 
39%,  means  that  it  could  raise  its  40 
cent  annual  dividend,  buy  in  shares  or 
buy  another  thrift  for  cash. 

Of  the  450  or  so  Nasdaq-listed 
thrifts,  Ellison  considers  only  those 
with  reasonably  high  trading  volume 
and  hence  liquidity.  He  won't  rule 
out  market  caps  as  low  as  $20  mil- 
lion, but  his  typical  pick  has  a  $100 
million  market  cap  and  assets  of  $300 
million.  He  screens  for  companies 
selling  near  book  value  with  capital 
ratios  of  at  least  10%. 

What  will  make  such  stocks  rcco\ 
er?  Perhaps  a  steepening  of  the  yield 
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curve,  which  would  restore  spreads. 
The  recent  unexpected  strength  in 
the  U.S.  economy,  and  the  resulting 
spike  in  long-term  interest  rates,  is 
helping.  But  if  rates  rise  too  much, 
the  demand  for  loans  will  fall.  So  Elli- 
son is  walking  a  fine  line.  For  now,  he 
is  content  knowing  he's  buying  good 
companies  cheaply.  "To  make  big 
money  you  have  to  be  patient,"  he 
says.  "This  is  a  time  to  be  patient." 

Another  typical  Ellison  pick  is  a 
little  Pacific  Northwest  savings  and 
loan  called  Oregon  Trail  Financial, 
based  in  Baker  City,  Ore.  It  has  seven 

With  many  thrift  stocks 
now  sunk  below  book  value, 
"This  is  a  time  to  be 
patient— you  have  to  be." 


offices,  assets  of  $304  million  and  a 
market  cap  of  $52  million.  Ellison 
bought  Oregon  Trail  at  its  initial 
offering  of  $10  in  late  1997;  it  now 
trades  at  $12.50,  a  15%  discount  to 
book  value.  Oregon  Trail  has  been 
buying  its  own  stock,  in  effect 
increasing  its  book  value,  and  Ellison 
notes  that  in  a  region  with  relatively 
few  banks,  the  company  is  a  possible 
buyout  candidate.  Oregon  Trail  has 
been  around  since  1901,  so  its  recent 
litial  ottering  doesn't  indicate  unsea- 
med management. 

son  isn't  dogmatic  about  paying 
k  un  boo';  value.  Larger  thrifts, 
wl     h    operate    more    like    classic 


I- 


banks — with  more  varied  sources 
revenue — aren't  likely  to  ever  get  tl 
cheap.  But  their  more  diversified  (a 
often  more  profitable)  loan  portfot 
justify  a  higher  price.  At  $22. E 
Washington  Federal,  a  Seattle  thr 
with  $5.6  billion  in  assets  and  a  $ 
billion  market  cap,  sells  for  1.6  tirr 
book.  It  is  also  very  efficient:  Its  ra 
of  operating  expenses  to  assets  is  jt 
0.9%,  versus  the  thrift  industry  av< 
age  of  2%. 

The  fbr  Small  Cap  Financial  Fu. 
has  a  $1,000  minimum  investmc 
and  no  sales  load.  Its  1.65%  anni 
expense  charge  is  on  the  high  side  1 
an  equity  fund  but  seems  excusal 
given  its  small  asset  base.  Be  thank: 
Ellison  doesn't  have  a  $10  billii 
portfolio;  it  he  did,  he  couldn't  t 
filling  it  buying  itty- bitty  s&Ls 
Indiana  at  a  discount  to  book. 

For  investors  who  want  to  asset 
ble  their  own  portfolios,  Ellison  rt 
ommends  a  minimum  of  five  stoc 
and  some  geographic  diversity, 
protect  against  regional  econorr 
slumps.  Buy  and  hold.  Going  in  ai 
out  of  a  thinly  traded  Nasdaq  stock 
a  recipe  for  being  nicked  to  death 
bid/ask  spreads. 

We've  listed  eight  Ellison  picks 
the  table.  For  what  it's  wordi,  Ellis* 
says  his  old  boss,  Peter  Lynch,  st 
keeps  m  touch:  "He's  very  interest 
in  the  [thrift]  group.  He  likes  to  he 
about  the  fundamentals  and  alwa 
asks,  'What  do  you  like?'" 

Is  Lynch  himself  buying?  Ellisi 
won't  say.  "We're  both  in  the  patie 
mode  right  now,"  he  offers.  M 
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KE  BETTER  CONTROL  OF  YOUR  INVESTMENT  DECISIONS  WITH 


The  FORBES  Stock 
Market  Course 


ry  investor  should  own  The  Forbes  Stock 

mrket  Course,  the  practical  handbook  that 

mvides    the    goals    of    today's    smartest 

~~M£stors  —  and  the  strategies  they  use  to 

Mch  them. 


PARTIAL  LIST  OF  TOPICS 


"loto  choose  a  broker — Broker  commissions — How  to  place 
v  rder  —  Sources  of  information  —  Market  patterns  (how  to 
:H  stock  market  movement)  —  Dollar-cost  averaging  — 
l^ng  on  margin  —  How  to  read  the  tape  —  The  Dow  theory 
-indexes:  the  Dow,  the  Russell  2000,  the  Wilshire  5000  — 
•jds  qnd  preferred  stocks  —  Derivatives  including  options — 
Hyto  read  a  company's  financial  statement — Mutual  funds. 


SPECIAL  BONUS  GIFTS 


Order  The  Course  today,  and  you'll  also  receive  two  special 
bonus  gifts:  The  Forbes  83-Year  Wall  Chart  of  Business  and 
Security  Trends,  plus  an  invaluable  Glossary  of  Investment  Terms. 

The  Course  describes  the  risk  level  of  various  investments  and 
helps  you  find  your  own  "comfort  level"  of  risk  and  reward.  Two 
sample  portfolios,  one  for  a  retirement  fund  and  one  for  the 
funding  of  a  child's  education,  show  these  risk/reward  factors  at  work. 

How  much  time  do  you  want  to  spend  on  your  investments?  The  Course 
describes  how  the  active  investor  attempts  to  beat  the  market  by  buying  low 
and  selling  high  —  a  method  requiring  close  attention.  It  also  outlines  how 
the  passive  investor  buys  and  holds  stocks  to  allow  dividends  and  appreci- 
ation to  produce  a  return.  Each  technique  is  fully  explained  in  this  time- 
tested  manual. 

The  Course  will  give  you  an  understanding  of  the  forces  that  drive  the 
market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the 
factors  affecting  the  prices  of  individual  stocks.  You  even  get  an  entire 
section  on  to  how  to  make  money  in  a  down  market. 

Written  in  simple,  concise  language,  The  Course  can  help  you  take  better 
control  of  your  investment  decisions.  You  can  enjoy  it  as  a  straight  "read- 
through"  or  refer  to  the  individual  topics  as  you  need  them.  It  comes  in  a 
handsome,  sturdy  binder,  with  sections  that  are  clearly  marked  and  more 
than  enough  space  for  making  your  own  notes. 


ORDER  THE  COURSE  NOW 


You  can  own  The  Forbes  Stock  Market  Course  for  just  $89.50  —  far  less 
than  investment  courses  at  local  colleges,  which  cost  as  much  as  $400 
or  more.  Order  yours  now.  Your  satisfaction  is  guaranteed:  If  you're  not 
completely  satisfied,  we'll  refund  your  money,  no  questions  asked. 


Order  Form 
and  Guarantee 


MVIE 


(please  print) 


*)RESS 


Send  me  the  new  edition  of  The  Forbes  Stock  Market  Course  ...  plus 
The  FORBES  83-Year  Wall  Chart  of  Business  and  Security  Trends  and  the 
Glossary  of  Investment  Terms  as  a  bonus.  My  check  for  $89.50  (or  credit  card 
information)  is  enclosed.  If  I'm  not  satisfied,  I  may  return  The  Course  within  ten 
days  and  receive  a  full  refund  or  credit. 

FOR  FASTER  SERVICE,  CALL  1-800-888-4525  ext  912 

□  Check  for  $89.50  enclosed*    □  Charge  my  credit  card 

□  Amex    □  MasterCard    □  Visa    □  Diners  Club 

Name: 


STATE 


ZIP 


Number: 


Exp.  Date: 


FORBES  INC.,  60  Fifth  Avenue,  New  York,  NY  10011 

*Buyers  in  NY,  CA,  GA,  MO,  1L,  TX,  DC,  add  applicable  sales  tax  as  required  by  law. 
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Emerging  oasis 

The  collapse  in  stock  prices  all  over  the  Third  World  has  created  some  pockets 
of  opportunity.  Perhaps  you  didn't  think  to  look  at  the-  Middle  East. 


By  Thomas  Easton 


A  worker  at  Al  Ahram 
Beverages,  Cairo.  The 
formerly  state-owned  beer 
monopoly  is  emerging  from 
a  30-year  hangover  that 
followed  nationalization. 
Below:  company  Chairman 
Ahmed  Zayat. 


-    . 


The  daily  747 
from  London's 
Heathrow  to 

Cairo    is    packed 
but      not      with 
tourists  en  route 
to  see  the  Pyra- 
mids.     Business- 
men fill  the  seats.  They  are  looking 
for  ways  to  deploy  capital  in  what 
was,  until  very  recently,  a  socialist 
basket  case:  Egypt. 

The  collapse  of  stock  markets  in 
Latin  America,  Southeast  Asia  and 
Russia  has  made  a  joke  out  of  Third 
World  investing.  Yet  almost  without 
notice,  Egypt  is  proving  that  a  poor, 
belligerently  anticapitalist  nation  can 
adopt  capitalism.  The  process  hasn't 


been  fast  or 
seamless,  but 
then  if  it  were, 
you  wouldn't  be 
finding  bargains 
on  the  Cairo 
Stock  Exchange. 
The  combined 
market  capitalization  for  what  is 
known  as  the  mena  (Middle  East, 
Northern  Africa)  region  is  all  of 
SI 06  billion,  just  about  the  same  as 
that  of  America  Online  and  Yahoo 
combined.  MENA  is  a  collection  of 
emerging  nations  commonly 
defined  to  exclude  Israel  (because  it 
is  too  well  developed  to  qualify), 
Turkey  because  it's  also  part  of 
Europe)    and    Saudi    Arabia    and 


Kuwait  (because  of  their  restrictiol 
on  foreign  investors).  What's  left i\ 
Egypt,  the  United  Arab  Emirati 
Morocco,  Bahrain,  Jordan  and  son 
smaller  Arab  nations.  These  are  n 
places  that  ordinarily  pop  into  yo 
mind  when  you  think  of  intern | 
tional  diversification. 

You  should  think  again,  says  Joyj 
Cornell,  manager  of  Scudde 
Emerging  Markets  Growth  Funl 
mena  offers  a  tempting  combinati' 
of  economic  growth,  reform  in  tl 
financial  markets,  a  tendency  for  t 
economies  to  move  in  a  differe 
cycle  from  the  rest  of  the  world  ar 
particularly  in  the  case  of  Egyj  | 
compelling  valuations. 

Earnings  for  companies  trading  <  I 
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ee  Carnegie 


jgnized  by  the  American  Council  on  Education  and  accredited  in  the  U.S. 
:anada  by  the  Accrediting  Council  for  Continuing  Education  &  Training. 
jright?1998  Dale  Carnegie  &  Associates.  Inc.  All  rights  reserved. 


Louis  F.  Storz, 
senior  vice  president, 
Nuclear  Operations 
PSE&G, 
talks  about 

arnegie  Training1 


Culture  change:  "Dale  Carnegie 
Training  had  a  lot  to  do  with  the 
transformation  of  this  organizatior 
from  a  negative,  low-productivity 
workforce  to  one  that  finds  ways 
to  get  the  job  done." 

Empowerment:  "People  achieved 
goals  previously  viewed  as 
impossible." 


Teamwork:  "Dale  Carnegie 

Training   created  an  atmosphere 
in  which  people  could  talk  openly  to 
each  other.  This  enhanced  teamwork 
and  gave  people  more  confidence 
in  their  role  as  leaders." 

Self-confidence:  "I  saw  Dale 
Carnegie  Training   reinforcing 
people's  belief  in  themselves. 
It  allowed  for  a  renewal  of  self." 

To  read  more  of  PSE&G's  story— 
and  to  see  how  you  can  give  your 
employees  this  kind  of  edge- 
visit  our  web  site  at: 
www.dalecarnegie.com 

You'll  learn  about  allot  our  training 
options,  including  team-building, 
leadership,  and  relationship  selling. 
Or,  to  find  the  licensed  representative 
nearest  you,  contact  us: 
1-800-231-5800  Ext.  202 
www.dalecarnegie.com 
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the  Cairo  Exchange 
were     up     15%     in 
1998,  even  as  share 
prices    declined    by 
30%.  So  far  in  1999 
Egyptian  stocks  have 
advanced  12%.  And  they're  still  cheap 
by  the  standards  of  today's  developed 
markets.  EIPICO,  the  largest  drug 
company  in  Egypt,  goes  for  nine 
times  earnings  and  yields  7%.  Torah 
Cement  has  steady  growth  in  earn- 
ings and  yields  10%. 

Which  is  not  to  say  there  aren't 
risks.  War,  a  handful  of  crackpot 
nations,  terrorism  and  a  tough  histo- 
ry sour  the  climate.  In  the  1950s  and 
1960s  Egypt  wrote  the  book  on  how 
to  destroy  international  investment. 
Holdings  built  up  over  decades  were 
expropriated  and  then  asphyxiated  in 
a  misguided  attempt  to  create  a  pan- 
Arab  socialist  republic. 

Emerging  Middle  Eastern  stocks 


■ 


Parts  of  Cairo  that 
were  once  favorably 
compared  with  Paris 
are     covered     with 
thick     grime      and 
flecked  paint.  Hostil- 
ity   toward    foreigners    continues. 
Zealots    murdered    a    busload    of 
tourists  as  recently  as  late  1997.  The 
legacy  of  a  Soviet-structured  bureau- 
cracy has  taken  years  to  wind  down. 
"Anyone  who  came  here  more 
than  two  years  ago  was  just  wasting 
his  time,"  says  Samih  Sawiris,  chief 
executive  of  Orascom   (see  box),  a 
local  conglomerate.  Tweak  the  date 
and  the  same  could  be  said  for  much 

of  MEN  A. 

Since  1994  the  Egyptian  govern- 
ment has  sold  off  109  industrial 
companies  to  investors,  representing 
a  combined  $3  billion  in  annual  rev- 
enues, or  4%  of  the  country's  gross 


Company 

Country 

Sector 

Market  cap  ($US  mil)  P/E  1999* 

Dividend  yield 

Arabian  Intl  Contractors 

Egypt 

construction 

$166.5 

10.1 

17.0% 

EAB 

Egypt 

banking 

190.6 

5.3 

11.4 

EFIC 

Egypt 

fertilizers 

118.5 

6.9 

8.4 

Heliopolis  Housing 

Egypt 

property 

301.4 

9.2 

9.9 

North  Cairo  Flour  Mills 

Egypt 

milling 

97.1 

8.1 

11.6 

Suez  Cementt 

Egypt 

cement 

907.9 

10.6 

7.9 

Arab  Bankt 

Jordan 

banking 

2,694.4 

9.9 

1.5 

Arab  Potash  Co 

Jordan 

chemicals 

454.4 

10.9 

4.9 

Dar  el  Dawa 

Jordan 

pharmaceuticals 

34.8 

4.9 

7.8 

BLC  Byblost 

Lebanon 

banking 

701.0 

5.7 

4.0 

SFBT 

Tunisia 

beverages 

136.5 

13.8 

2.5 

STB 

Tunisia 

banking 

202.2 

7.1 

6.8 

•Estimated.  tGDRs  available 

Source:  Nomura  Securities. 

domestic  product.  The  privatiza| 
has  miraculously  taken  place  wit 
the  cronyism  and  kleptocrat  capl 
ism  seen  in  Russia  and  Latin  Am] 
ca.  Another  100  companies,  inc| 
ing  utilities,  banks  and  insura 
companies,  will  be  sold  soon. 

"A  decision  has  been  made  to 
out  [of  the  economy]  complete 
says  Atef  Ebeid,  Egypt's  ministe 
charge  of  privatizations.  (Or,  alnl 
completely.       Oil       productioj 
866,000  barrels  a  day — will  probtf 
not  be  ceded  to  foreigners,  nor  a] 
the  pharmaceutical  industry.] 

In  the  early  1990s  there  wasnj 
single  private  Egyptian  company  \j 
more  than  1,000  employees, 
Ebeid.  Now  there  are  more  than] 
a  handful  of  which  are  real  groTl 
stories.  Egypt's  once-stagnant  eel 
omy  has  averaged  a  5%  real  annl 
growth  for  the  past  three  years.  Inl 
tion  is  low,  as  is  external  debt  (thai| 
in  part  to  forgiveness  following 
Gulf  war).  The  government  defioj 
negligible  and,  in  a  key  distinction 
many  other  emerging  markets,  bar! 
are  well  capitalized  and  companl 
carry  little  debt. 

Behind  the  good  numbers  is  a  i| 
change  in  attitudes.  Mohamed  Fa 
Khamis  was  booted  out  of  Egypt 
1967  for  opposing  the  governme 
He  returned  in  1979,  after  buile 
successful  carpet  business  in  Kuw.j 
when  Egypt's  then-president,  An\| 
Sadat,  promised  support  for  privl 
business.  Two  years  later,  Khamis  11 
nothing  but  regrets.  Hiring,  buyin 
selling — all  required  unaffordalj 
bribes  to  indifferent  bureaucrats, 
had  lost  hope,"  he  says. 

A  day  before  he  planned  to  eld 
up,  Sadat's  successor,  Ho:f 
Mubarak,  made  a  surprise  inspectkj 
"I  said  everything  was  fine,"  s; 
Khamis.  "I  thought  if  we  complain  | 
we'd  be  put  in  jail." 

An  employee  blabbed.  Mubai| 
listened.  Obstacles  eased.  It  w 
Khamis  believes,  a  beginning  for  t 
country.  His  publicly  traded  Orien 
Weavers  Group  is  now  a  huge  foi 
not  only  in  Egypt  but  also  in  Euroj 
The  main  plant,  once  a  lone  outp( 
in  a  desert  outside  of  Cairo,  has  be 
gaining  neighbors.  A  U.S.  affilia 
dominates  the  niche  for  machin 
made    Oriental    throw    rugs.    T 
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TIAA-CREF. 
Proven 
Solutions 
To  Last 

a  Lifetime. 

We  take  a  lot  of  pride  in  gaining 
high  marks  from  the  major  rating 
services.  But  the  fact  is,  we're 
equally  proud  of  the  ratings  we 
get  in  the  mail  every  day  from 
our  participants.  Because  at 
TIAA-CREF,  ensuring  the  finan- 
cial futures  of  the  education  and 
research  community  is  something 
that  goes  beyond  stars  and 
numbers.  So  from  mutual  funds, 
traditional,  variable  and  personal 
annuities  to  life  insurance  and 
IRAs,  you'll  find  we  provide 
the  right  choices — and  the 
dedication — to  help  you  achieve 
a  lifetime  of  financial  goals. 
The  rating  services  back  us  up. 
So  does  Bill. 

To  receive  a  free  Personal 
Investing  Kit,  including  charges 
and  expenses,  call  us  at 
800  226-0147.  It  contains 
prospectuses  for  our  variable 
annuities  and  mutual  funds. 
Please  read  them  carefully  before 
you  invest  or  send  money. 
www.tiaa-cref.org 


riod 


Ensuring  the  future 
for  those  who  shape  it; 


Momingstai  Inc.,  January  31.  1999  Momingstai  is  an  independent  service  that  rates  mutual  funds  and  \ 


variable  annuities  The  top  10%  of  funds  in  an  investment  category  receive  five  stars  a.- e  next 

:  tour  stars  Morrungstar  proprretary  ratings  reflect  historical  risk-ad|usted  performance,  and  are  subject  to  change  every  month  They  are  calculated  from  the  account's  three-  five-  and  ten-year  aver- 
ual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adiustments,  and  a  risk  factor  that  reflects  performance  below  90-day  T-bdl  returns  The  overall  star  ratings  referred  to  above  are 
■stars  published  ratings  -which  are  weighted  averages  of  its  three-,  five-,  and  ten-year  ratings  for  periods  ending  January  31.  1999  The  separate  (unpublished)  ratings  for  each  of  the  penods  are 


Year 
Year 
Year 


CREF  Stock 
Account 

Star  Rating/Number 

of  Domestic  Equity 

Accounts  Rated 

4/2,553 

4/1,819 

4/990 


CREF  Bond 
Market  Account 

Star  Rating/Number 

of  Fixed  Income 

Accounts  Rated 

5/727 

5/547 

N/A 


CREF  Social 
Choice  Account 

Star  Rating/Number 

of  Domestic  Equity 

Accounts  Rated 

4/2,553 

4/1,819 

N/A 


CREF  Global 
Equities  Account 

Star  Rating/Number  of 

International  Equity 

Accounts  Rated 

4/512 

4/303 

N/A 


. 


CREF  Equity 
Index  Account 

Star  Rating/Number  of 

Domestic  Equity 

Accounts  Rated 

5/2.553 

N/A 

N/A 


CREF  Growth 
Account 

Star  Rating/Number  of 

Domestic  Equity 

Accounts  Rated 

5/2,553 

N/A 

N/A 


^  top  ratings  are  based  on  "nAAs  exceptional  financial  strength,  claims-paying  ability  and  overall  operating  performance.  CREF  certificates  are  distributed  by  TIAA-CREF  Individual  and  Institutional 
For  more  complete  information,  including  charges  and  expenses,  please  read  the  CREF  Prospectuses  offered  above  before  you  invest  or  send  money. 
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parent  group,  Oriental  Weavers, 
took  in  $700  million  in  revenue  last 
year.  The  Egyptian  subsidiary,  with 
revenues  of  $180  million,  trades  in 
Cairo  at  $24,  or  11  times  1999 
earnings. 

Egyptian-born  Ahmed  Zayat,  36, 
was  educated  in  the  United  States 
and  would  have  stayed  but  for  the 
1996  privatization  of  Al  Ahram  Bev- 
erages. Al  Ahram  owns  Stella,  the 
former  national  beer  monopoly.  Al 
Ahram  may  have  qualified  as  the 
most  nonconsumer-driven  consumer 
products  company  in  the  world. 

"At  one  point,  even  if  it  had  been 
piss  water  it  would  have  sold,"  says 
Zayat  in  a  midnight  interview  at  the 
old  Al  Ahram  plant  where  he  often 
works  until  dawn.  "Flying  objects" 
were  bottled  with  the  beer  (leading  to 
a  local  joke:  Why  buy  Stella?  One 
thousand  roaches  can't  be  wrong), 
there  was  no  standard  recipe;  bad 
batches  were  blended  into  good  ones. 
The  shipping  room  got  a  $2  kickback 
on  the  sale  of  every  $15  case. 

The  roaches,  and  the  kickbacks,  are 
history.  In  the  past  two  years  Al 
Ahram  has  introduced  17  new  prod- 
ucts, most  of  them  nonalcoholic;  not 
a  bad  strategy  in  a  country  that  has 
numerous  Islamic  teetotalers.  Sales 
last  year  were  up  33%  to  $61.2  mil- 
lion. The  stock  trades  at  $34,  or  12 


times  expected  1999  earnings. 

The  visible  edge  of  the  evolution  in 
Egyptian  business  emerges  on  El 
Sherifein  Street.  Donkey  carts  carry- 
ing milk  trundle  past  the  lovely  old 
Cairo  Exchange  as  they  have  since 
1928,  when  it  was  built  roughly  in 
the  style  of  the  far  larger  exchange  in 
New  York.  The  dark  decades  have 
taken  their  toll.  An  elevator  running 
up  the  spine  of  the  building  has  long 
been  broken.  Pulleys  once  used  to  lift 
buckets  of  trading  tickets  from  the 
floor  dangle  from  a  vaulted  ceiling  in 
need  of  paint.  Chalk  boards  with  the 
old  listings  hang  unused  above  an 
unstable  wrought-iron  balcony. 

It  is  a  scene  that  will  be  gone  in 
a  year.  Already,  the  two  rooms  abut- 
ting the  main  floor  have  been  gutted 
to  accommodate  cables  and  transmis- 
sion equipment.  Sherif  Raafat,  an 
ex-Kidder  Peabody  employee  at  the 
end  of  an  18 -month  tenure  heading 
the  stock  exchange  while  on  sabbati- 
cal from  a  local  investment  firm,  sits 
in  a  newly  renovated  office  on  the 
third  floor. 

Raafat  keeps  a  battered  1,042- 
page  book  on  his  desk  detailing  all 
the  companies  listed  on  the 
exchange  in  the  early  1950s.  Back 
then,  he  says,  Cairo  was  the  fourth- 
busiest  exchange  in  the  world.  By 
1961,  nationalizations  effectively 


wiped  out  trading. 

Activity  returned  in  the  1990s  wit 
the  privatizations  and  some  ne> 
issues.  Currently  140  brokerage  firrr 
provide  an  active  market  for  10 
companies;  hundreds  more  are  trade 
less  frequently.  The  exchange' 
market  cap  is  now  $25  billion.  Tha 
figure  could  triple  overnight  with 
string  of  new  privatizations  of  tele 
com,  electricity,  bank  and  insuranc 
companies. 

Some  4  million  Egyptians  wor 
outside  of  Egypt  and  send  their  earn 
ings  home.  Raafat  estimates  there 
$80  billion  of  locally  controlled  cap 
ital  in  Switzerland  that,  if  conditio 
were  right,  could  come  home.  Cair 
was  once  a  rich,  dynamic  market.  ] 
could  be  one  again. 

Do  you  want  to  bet  on  that?  Foreig 
&  Colonial's  Middle  East  Fund  trad 
on  the  New  York  Stock  Exchange  at 
23%  discount  to  net  asset  value.  Merri 
Lynch  offers  an  open-end  equivalen 
Although  the  Middle  East  composes 
negligible  percentage  of  any  glob 
index,  Scudder's  Emerging  Market 
Growth  holds  an  outsized  23%  posi 
tion,  more  than  half  in  Egypt.  Si 
Egyptian  blue  chip  companies  trade  oj 
the  London  Exchange,  including  A 
Ahram  and  Lazard  Freres  Egypt  Trus 
(at  a  15%  discount  to  NAV).  See  th 
table  on  page  156  for  other  ideas. 


Princes  of  Egypt 


AS  FORTUNES  DISAPPEAR  throughout 

the  emerging  markets,  new  ones  are 
being  built.  In  Egypt,  one  name 
stands  out:  Sawiris. 

Onsi  Sawiris  fled  Egypt  for  Libya  in 
1961  and  then  vice  versa  in  1972, 
each  time  hounded  by  a  hostile  gov- 
ernment. He  lost  his  assets  but 
remembered  how  to  build:  tiny  stores, 
then  small  factories,  then  steel  mills, 
chemical  and  cement  plants  and  enter- 
tainment spots.  Common  theme: 
Egypt  doesn't  have  it  or  foreign  firms  can't  provide  it  or 
enfeebled  government-appointed  managers  run  it. 

"You  want  to  go  out  at  night?  The  nicest  places  are  mine. 
You  want  to  buy  a  PC?  It's  mine.  You  use  a  mobile  phone, 
you  look  at  a  building,  and  it's  mine,"  sums  up  Onsi's 
eldest  son,  Naguib.  Naguib,  44,  along  with  his  two  broth- 
ers, Nassef,  38,  and  Samih,  42,  rims  an  empire  widi  annual 


Sawiris  clan:  Patriarch  Onsi  (seated) 
and  sons  Samih,  Nassef  and  Naguib. 


revenues  of  $1  billion  trading  in  piece:  j 
on  the  Cairo  Stock  Exchange. 

Naguib  runs  MobiNil,  a  mobile 
phone  operator  half-owned  by  France] 
Telecom  and  Motorola.  Subscribers 
doubled,  to  180,000,  in  the  past  six 
months  and,  given  lousy  traditional 
land  lines,  could  soon  double  again. 
Market  cap:  $1  billion. 

Samih  rims  the  $300  million 
market  cap  Orascom  Projects  & 
Touristic  Development,  a  real  estate 
developer  creating  El  Gouna,  a  Red 
Sea  village  of  1 1 ,000  that  draws  Euro  | 
pean  vacationers.  Orascom  built  and  operates  six  luxury 
hotels,  owns  the  plants  diat  desalinate  the  water,  generate 
the  electricity,  make  the  mozzarella  (there  are  many  Italian  I 
tourists)  and  is  building  a  brew  cry  to  make  Lowenbrau.  In  j 
1998  earnings  were  probably  up  30%,  estimates  Scudder's 
Joyce  Cornell,  giving  the  company  a  trailing  p/e  of  12. 
Next  year  should  be  even  better.  -Juliette  Rossant  I 
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IRIDIUM     IS     HERE. 


Nothing  keeps 


Is  like  Iridium, 


lone  and  paging  network. 


worldwide    telephone    number.   And   ta    communicate   where    others 

cannot.  Iridium  is  here.  Call  now  and  send  a  message  to  the  world.  |R 

CALL    1-BBS-IRIDIUM    □RVISITWWW.IRIDIUM.COM        calling 


"Electronic  Commerce...  Just  Tell  Me 
How  I  Can  Make  Money  With  It" 


■■■i 


Internet  &  Electronic  Commerce- 


Conference  &  Exposition 

Jacob  K.  Javits 

Convention  Center 

New  York  City 

April  26-29, 1999 

(conferences) 

April  27-29, 1999 

(exhibits) 


Find  out  at  iEC  '99 

The  world's  largest  e-vent  focused  exclusively  Of 
electronic  commerce 


E-business.  It's  more  than  just  selling 
a  product  online.  It's  interacting  with 
customers  in  a  more  meaningful  way. 
It's  streamlining  your  inventory  to  cut 
costs.  It's  improved  communications 
within  your  organization  to  increase 
productivity.  It's  a  collaborative 
environment  with  your  vendors. 


It's  never  been  more  imperative 
not  only  embrace  it,  but  execute 
well.  Because  the  least  expensi 
way  to  transform  your  business 
an  e-business  is  to  do  it  right  th' 
first  time.  And  there's  no  better 
place  to  start  than  iEC  ~99. 


At  iEC  '99  will  you  find... 


FOR  MORE  INFORMATION  C 
TO  REGISTER: 

www.iec-expo.cor 

OR  CALL  1-800-331-5706 

mention  code  117 


•  The  most  comprehensive  EC  educational  platform  featuring  over  100  sessions. 

•  The  largest  exhibition  of  EC  solutions  including  partner  pavilions  from  Microsoft,  Netscape,  Oracle  and  XMLU. 

•  Dynamic  Keynote  Presentations  by  the  industry's  leading  visionaries 


Corporate  Sponsors: 

^^=  AT&T    i  *<  ui  n 


Flagship  Sp 


e CHAREE 


Co-Produced  By: 

(£>  Gartner  Group 

w 
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GE  Information  Services 

Microsoft 
UNISYS 


EM 
PC 
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Tech  Wave 
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V  spotlight 

For  Graham  diehards 


growth  stocks  have  been  beating  the  tar  out  of  value  stocks. 
I  his  value  screen  is  for  contrarians  only. 


y  Eric  S.  Hardy 

Krouth  is  IN,  value  is  out. 
)ver  the  past  year  the  S&P 
arra  Growth  Index,  pou- 
red bv  stocks  like  Cisco 
hd  Intel,  delivered  a  46% 
|)tal  return,  while  the  Barra 
'alue  Index,  dominated  by 
oring  stocks  like  Alcoa  and 
liarns,  delivered  only  18%. 
Contrarians  are  betting 
in  a  reversal  of  the  trend. 
i)ne  of  them  is  Marvin 
Gine,  president  of  Berwind 
Investment  Management  LP 
h  Philadelphia.  Kline's  $27 
lillion  portfolio  consists  of 
CO  large  value  plays  like 
*hilip  Morris  and  Ford 
lotor.  He  likes  Philip 
lorris"  4.3%  yield  and  its 
nv  earnings  multiple:  It  trades  at  12 
Imes  the  consensus  forecast  for  1999 
frofits,  while  the  market  as  a  whole 
oes  for  24  times  the  1999  forecast. 
Kline,  47,   and   his   comanager, 

"  achard  Buchwald,  41,  screen  for 
irge  capitalization  U.S.  and  foreign 
isues  with  strong  cash  flow  (in  the 

:*  ense  of  earnings  plus  depreciation  >, 
)vv  debt  and  high  dividend  yield.  As 
result,  their  portfolio  trades  at  low 
lultiples  of  their  trailing  earnings, 
orecast  earnings  and  book  value. 
The  criteria  sound  as  if  they  were 
lucked  right  from  the  pages  of 
raham  &  Dodd's  1934  classic, 
•ecurity  Analysis.  That's  no  coinci- 
lence.  Kline  says  he  has  been  a  fan  of 
jraham  since  his  college  days,  just 
efore  he  began  a  Wall  Street  career 
hat  included  a  stint  at  CoreStates 
nvestment  Banking. 

Kline's  portfolio  includes  Bank 
)ne,  First  Union  and  three  foreign 

, »  >il  companies:  Shell  Transport  & 
'rading,  Royal  Dutch  Petroleum  and 
<P  Amoco.  Lopsided?  Kline  doesn't 
are:  "Our  portfolio  could  conceiv- 
blv  have  ten  telecommunications 


:::. 
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companies  or  ten  energy  stocks."  He 
claims  that  his  portfolios  have  kept  up 
with  the  overall  market  averages  over 
the  past  three  years,  despite  the  rela- 
tive weakness  of  value  stocks. 

Berwind  Investment,  a  subsidiary 
of  a  $1  billion  privately  held  con- 
glomerate'with  stakes  in  real  estate 
and  mining,  charges  a  hefty  1% 
annual     fee     for    services    on    its 


If  he  were  alive  today  we 
doubt  Benjamin  Graham 
(right)  would  favor  stocks 
like  Amazon.com  at  29 
times  sales.  Like  Graham, 
Marvin  Kline  (center)  and 
Richard  Buchwald  of 
Berwind  Investment  are 
value  investors. 


$100,000  minimum-size  account. 
You  can  probably  get  similar  results 
buying  Fidelity  Equity-Income  II 
fund,  with  a  heavy  value  flavor  and  an 
annual  expense  ratio  of  only  $0.68 
per  $100  in  assets. 

Here's  a  third  alternative:  Create 
your  own  value  fund  like  the  one 
shown  in  the  table.  Here  we  list 
10  companies  with  market  values 
above  $25  billion  and  prices  less  than 
40  times  dividends  and  less  than  18 
times  expected  2000  EPS.  You  can  con- 
struct a  similar  screen  using  Market 
Guide's  free  software,  StockQuest,  at 
www.  m  arke  tguide .  com . 

Investing  directly  saves  you  a 
management  fee  and  gives  you  the 
ability  to  selectively  realize  losses  as  a 
way  of  generating  tax  deductions. 
Capital  losses  can  be  used  to  shelter 
any  amount  of  capital  gains,  plus  up 
to  $3,000  of  other  income.  ■■ 


Someday  growth  stocks  will  fall  out  of  favor... 

Ticker/company 

D  . 

Yield 

Estimated  P/E 

Market 

rriC6 — 

recent 

—12-month 

1999 

2000 

value 

high 

low 

(Ibil) 

ONE    Bank  One 

$53.25 

$65.63 

$36.00 

3.2% 

13.5 

11.7 

$57.7 

BEL    Bell  Atlantic 

57.25 

61.19 

i    40.44 

2.7    ! 

19.0 

17.1 

89.7 

DD     DuPont 

53.50 

84.44 

50.75 

2.6 

19.0 

16.9 

60.8 

FTU    First  Union 

54.00 

65.88 

;    40.94 

3.5 

13.4 

11.9 

50.3 

F       Ford  Motor 

59.25 

66.50 

:    35.88 

3.1 

11.2 

11.0 

65.9 

GTE    GTE 

65.50 

71.81 

I    46.56 

i  2.9 

18.8 

16.4 

62.9 

MMM  Minnesota  Mining  &  Mfg 

77.75 

97.88 

65.63 

2.9 

19.3 

17.2 

32.0 

MO     Philip  Morris 

41.00 

i  59.50 

.    34.75 

4.3 

12.3 

10.8 

98.5 

SC     Shell  Transport  &  Trading 

32.75 

;  46.50 

30.13 

;  4.0 

22.3 

16.8 

54.1 

TX      Texaco 

48.56 

65.00 

:    45.50 

3.7 

22.5 

16.6 

:   26.8 

Sources:  Market  Guide  via  OneSource  Information  Services;  IBES  Express. 

.  as  investors  return  to  value  stocks  such  as  these. 
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Workplace  Futureproofing™,  a  term  coined  by  the  American  Socieij 
Interior  Designers  (ASID),  is  the  process  of  designing  an  interior  space  in  a 
that  prolongs  the  life  span  of  both  the  design  and  the  products  used.  Bee? 
Workplace  Futureproofing  is  highly  effective  at  helping  companies  nj 
both  short-  and  long-term  objectives,  it  is  a  vital  step  in  a  business's  stratj 
planning  process. 


n  his  1 992  book  Liberation  Management,  Tom 
Peters  wrote,  "Space  management  may  well  be 
the  most  ignored  —  and  most  powerful  —  tool 
for  inducing  cultural  change,  speeding  up  inno- 
vation projects  and  enhancing  the  learning 
process  in  far-flung  organizations." 

Since  that  time,  the  concept  of  office  re- 
design as  a  business  tool  has  been  gaining  mo- 
mentum. More  and  more  corporations  are 
approaching  design  strategically  as  they  discover 
its  effectiveness  in  several  critical  areas: 

increasing  productivity.  In  a  recent  study 

conducted  by  ASID,  nearly  90%  of  management 
consultants,  interior  consultants  and  academics 
interviewed  said  they  have  seen  interior  design 
improvements  lead  to  increases  in  office  perfor- 


mance. In  an  earlier  survey,  90%  of  CEOs, 
idents,  COOs  and  facility  managers  at  s  I 
midsize  and  large  companies  also  reporte 
positive  effects  of  design  on  performance. 
The  most  recent  study  also  confirme 
four  critical  design  factors  that  affect  offia 
formance:  access  to  people  and  resources, 
fort,  privacy  and  flexibility.  ASID  is  curr  I 
conducting  a  major  field  experiment  to  qt 
fy  exactly  how  these  factors  impact  the  bo  j 
line  for  business. 

Supporting  cultural  changes.  Sine  | 
mid-  to  late  1980s,  companies  have  been  m 
away  from  hierarchical  organizational  stru< 
—  reducing  management  layers,  empow 
employees  and  promoting  teaming  work  s 


10  PPM 

PAGES  PER  MINUTE 


Suddenly 
the  words 
"eat  our  dust" 
come  to 
mind. 


It's  a  laser  printer  that's  faster  than  the 
competition  and  it's  only  about  $299. 

This  no-compromise,  high  quality  printer  delivers  up  to  10  pages 
per  minute.  That's  67%  faster  than  6  ppm  engines.  Other  features 
include  600x600  dpi  resolution,  2MB  standard  memory,  straight 
paper  path  design  to  reduce  jams  and  a  200  sheet  adjustable 
paper  tray. 

HL-1040  -  about  $299' 


It's  the  only  laser  printer  at  the  price, 
with  a  built-in  copier  and  scanner. 

The  MFC-P2000  delivers  speed,  sharpness  and  affordabilrty.  It  prints 
up  to  10  pages  per  minute,  plus  it  features  600x600  dpi  quality  and 
2MB  standard  memory.  The  copier  is  equipped  with  two  reduction 
and  two  enlargement  modes,  photo  mode  and  the  scanner  offers 
600x600  dpi  interpolated  resolution  with  two  award-winning 
software  packages. 

MFC-P2000  -  about  $399* 


Available  at '.  Office  Depot,  OfficeMax,  CompUSA,  Staples,  Fry's  Electronics,  J&R  Music  World  and  other  fine  retailers. 


We're  at  your  side. 


Brother  International  Corporation,  Bridgewater,  NJ  ■  Brother  International  Corporation,  Nagoya,  Japan 

FOR  MORE  INFORMATION  PLEASE  CALL  THE  BROTHER  FAX-BACK  SYSTEM  1-800-521-2846  OR  VISIT  OUR  WEB  SITE  at  http://www.brother.com 
©  Brother  International  Corporation  1999  *  Approximate  retail  prices 
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Redesigning  corporate  facilities  —  elimi- 
nating barriers  between  management  and 
workers,  creating  more  spaces  for  inter- 
mingling, etc.  —  is  a  powerful  and  neces- 
sary way  to  effect  these  changes. 

Recruiting  and  retaining  talented 

loyees.  With  entrepreneurism  on 
the  rise  and  corporate  loyalty  on  the  de- 
cline, the  issue  of  employee  satisfaction  is 
on  every  senior  executive's  mind.  Today's 
knowledge-based  workforce  is  of  a  higher 
quality  than  ever  before.  Jean  Wineman, 
associate  professor  and  director  of  the  doc- 
toral program  at  Georgia  Tech's  College  of 
Architecture,  says,  "When  you  make  a  sig- 
nificant investment  in  your  workers,  you 
want  to  keep  them  around.  How  well  the 
space  meets  their  needs  plays  a  huge  role." 
Companies  should  strive  for  an  at- 
tractive, comfortable  environment  that 
allows  employees  easy  access  to  information 
and  colleagues,  meets  their  ergonomic 
needs  with  comfortable  furniture  and 
equipment,  minimizes  noise  disruptions, 
has  good  lighting  and  air  quality  and  offers 
the  right  services  that  enable  them  to  get 
their  jobs  done  with  the  least  amount  of 
difficulty. 

Planning  for  the  Future 

As  CEOs  become  convinced  of  the  essen- 
tial link  between  the  work  environment 
and  their  bottom  line,  they  are  integrating 
design  into  the  strategic  planning  process 
early  on.  They  are  challenging  their  man- 
agement teams  to  create  a  better  fit  be- 
tween what  their  employees  do  and  how 
and  where  they  do  it,  and  they  are  com- 
mitting the  necessary  resources  to  create 
the  most  effective  working  environments 
possible. 

But  in  the  coming  decades,  companies 
will  confront  enormous  productivity  chal- 
lenges. Peter  Leyden,  former  Wired  editor 
and  author  of  The  Long  Boom,  says  we  are 
at  the  beginning  of  "a  global  economic 
boom  on  a  scale  never  exp<  ri<  ced  before," 
driven  by  technology,  globalization  and  the 
opening  of  national  economics. 

As  new  technologies  and  new  ways  of 
working  and  conducting  business  emerge, 
companies  need  to  adapt  their  physical  en- 
vironments to  accommodate  them  —  and 


they  need  to  futureproof  to  ensure 
the  longevity  of  their  efforts  to  im- 
prove workplace  performance. 

Growth  in  "Team"  Work 

Enlightened  companies  have  long  known 
—  and  research  studies  are  beginning  to 
prove  —  that  group-based  activity  sparks 
creativity  and  leads  to  the  real  innovation 
within  companies.  Small  wonder  corporate 
America  is  fast  following  suit. 

Jim  Hackett,  CEO  of  Steelcase,  the 
world's  leading  designer  and  manufacturer 
of  high-performance  work  environments, 
believes  teaming  will  be  the  predominant 
work  style  of  the  future.  As  such,  he  advis- 
es executives  to  "plan  your  office  around  we 
versus  /."  In  a  recent  interview,  he  explains: 

"We  are  seeing  a  major  paradigm  shift 
in  space  allocation.  We've  videotaped  hours 
and  hours  of  people  working  in  tradition- 
al settings  —  where  80%  of  the  space  was 
allocated  to  individual,  walled  offices  — 
and  discovered  that  they  weren't  in  their 
workstations.  They  were  working  in  team 
meetings,  adapting  non-group  spaces  to  do 
this.  They  were  borrowing  chairs,  cram- 
ming into  spaces,  meeting  in  hallways  — 
trying  to  make  it  work. 

"We're  advising  companies  to  allocate 
up  to  80%  of  their  square  footage  to  teams 
(we)  first,  and  as  little  as  20%  to  individu- 
als (/).  Create  wonderful,  glorious  spaces 
so  that  when  employees  do  need  to  isolate 
themselves,  they  have  more  than  adequate 
capability  for  that.  But  create  team  spaces 
that  .uc  functional  and  elegant.  People  love 
going  to  meetings  and  participating  when 
the  tools  and  settings  actually  enable  them 
to  work  more  effectively." 

It's  a  drastic  redistribution  of  space, 
but  Hackett  obviously  trusts  his  vision  of 


"Create  team  spaces  that 
are  functional  and  elegant. 
People  love  going  to  meet- 
ings and  participating  when 
the  tools  and  settings  actu- 
ally enable  them  to  work 
more  effectively." 

— Jim  Hackett,  CEO, 
Steelcase  Inc. 


the  future  office.  When  he  was  na 
CEO  of  Steelcase  four  years  ago,  he  in 
diately  embarked  on  a  strategic  redesij 
its  executive  suites,  one  that  would  f; 
tate  the  teaming,  community-based 
ership  approach  he  and  his  senior  man 
were  cultivating.  In  a  radical  redesig: 
ecutives  at  this  $3.3  billion  company 
up  their  traditional  private  offices  in  i 
of  an  open  work  system. 

Today,  they  have  first-come,  1 
served  temporary  access  to  three  fulrj 
closed  private  work  settings,  nine  end 
collaborating  or  conference  areas  and 
own  personal  workstation  for  pho; 
computer  work.  Everyone  has  access 
Information  Theater-in-the-Round,  v. 
features  five  100-inch  diagonal  set 
projecting  real-time,  computer-gene) 
information  on  ongoing  corporate  0| 
tions.  The  area  has  32  electronic  hitc 
posts  for  the  executives  to  plug  in 
laptops,  interactively  process  the  info 
tion  and  create  "what-if "  scenarios  to  t 
adapt  to  and  project  changing  bus 
conditions. 

Enhanced  Networks 

If  the  workplace  of  the  future  wi 
defined  by  group-based  activities, 
people  will  need  to  be  better  nerwoi 
Georgia  Tech's  Wineman  says,  "Comn 
cation  is  critical  for  work  teams, 
among  team  members  and  between  t 
and  the  rest  of  the  organization.  It's  e 
rial  so  that  teams  don't  stagnate,  but  r 
import  ideas  constantly." 


For  more  information  about  Steelcase  call  800.333.9939 
or  visit  our  Web  site:  www.steelcase.com 
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Technology,  obviously,  will  continue 
to  be  a  major  force  in  networking  employ- 
ees. "People  will  be  more  mobile,"  says 
Hackett,  "not  just  in  their  homes  or  cars, 
but  also  inside  corporations.  So  the  spaces 
will  require  that  they  can  locate  and  estab- 
lish connections  to  do  their  work  from 
many  places. 

"There  will  be  multiple  devices,  all 
needing  connections  to  the  computer  net- 
work. Consequently  it's  going  to  require  a 
multiplicity  of  ways  to  get  connectivity  to 
users.  We  believe  Steelcase  will  play  a  key  role 
in  facilitating  this,  and  we  have  recently 
signed  an  alliance  with  Lucent  Technologies 
to  tap  that  company's  expertise  in  navigating 
communications  cabling  and  systems  into 
buildings,  floors  and  furniture." 

Dean  F.  Shulman,  senior  vice  presi- 
dent of  Brother  International  Corporation, 
a  $1  billion  manufacturer  of  business  in- 
formation products,  agrees  that  communi- 
cation tools  will  be  an  important  driver  of 
office  productivity  in  the  next  10  to  15 
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years.  These  tools  will  be 
critical  to  sharing  timely  in- 
formation with  team  mem- 
bers, colleagues,  customers 
and  suppliers. 

But  he  believes  that 
people  today  spend  too 
much  time  on  the  actual 
technology  —  accumulating 
data,  but  not  interpreting, 
evaluating  or  utilizing  it. 
"Good  communication  tools 
must  have  easy  interfaces,"  he 
says.  "They  must  be  intuitive, 
straightforward  and  not  take 
up  too  much  time."  To  this 
end,  Brother  has  aggressively 
focused  on  user-friendly, 
multifunction  units  for  both 
large  corporations  and  small 
offices  that  act  as  a  scanner, 
copier,  printer,  fax  machine, 
message  center  and,  in  some 
models,  videocapture  device. 
"These  tools  are  designed  to 
increase  efficiencies  and  are 
highly  flexible  to  meet  a  mul- 
titude of  future  demands," 
says  Shulman. 

A  company's  physical  layout  should 
promote  networking  as  well.  Wineman 
says  the  space  itself  should  "encourage 
circulation  and  interaction,  not  just  at  the 
copiers  and  the  coffee  bar."  She  adds  that 
the  workplace  of  the  future  will  be  defined 
by  fluid  patterns  of  movement  —  employ- 
ees moving  through  different  groups,  to 
different  sites,  etc.  "The  office  must  be  a 
matrix  of  flexible  spaces." 

Leveraging  Flexible  Design 

How  do  you  design  new  offices  for  a  client 
in  a  highly  competitive  business  whose 
needs  change  almost  daily  according  to 
market  conditions?  This  futureproofing 
challenge  was  recently  undertaken  by  Leo 
A  Daly,  the  third-largest  architectural/en- 
gineering and  commercial  interior  design 
firm  in  the  U.S. 

When  global  advisory  firm  KPMG,  a 
long-standing  client,  hired  the  firm  18 
months  ago  to  design  its  new  offices  on  six 
floors  of  a  building  outside  Washington, 
D.C.,  its  executives  had  no  idea  how  many 


personnel  would  be  moving  to  thej 
site.  They  also  had  no  idea  what 
workers'  needs  might  be. 

Leo  A  Daly  Vice  Presiden 
O'Konski  describes  the  conundrum: 
those  of  most  knowledge  workers  in  a 
petitive,  dynamic  business,  KPMG's 
space  needs  are  dictated  by  the  marke 
can't  possibly  be  predicted  18  mc 
ahead  of  time.  Our  challenge  was  to  d 
space  that  could  quickly  respond  to 
needs  as  they  arise.  We  needed  to  give 
a  framework  in  which  many  options  v 
be  realizable." 

Modularity  was  the  key  to  prov 
KPMG  with  true  flexibility.  Schedule 
spring  '99  completion,  the  new  office 
ture  four  floors  that  have  an  identica 
of  work-space  types.  All  of  the  spa 
modular  and  can  be  easily  reconfigi 
e.g.,  one  large  office  can  become  two  s 
er  offices,  four  administrative  station; 
conference  room.  The  other  two  f 
house  some  permanent  work  space 
support  and  administrative  staff  as  w 
several  types  of  project  rooms  for  co 
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Futureproofing  Works  at  ASID 


■ling  some  of  its  own 

a'ice,   ASID   applied 

I  concept  of  work- 
Ice  futureproofing  to 

■rational  headquarters 

Washington.  D.C. 

I  Prior  to  its  recent 
:e  redesign.  ASID 
ployees  worked  in  a 
layout:  private  cubi- 
with  walls  that  didn't 
've.  no  fluidity  to  the 
ice  and  no  room  to 
down  the  road. 

The  new  open-office  setting  offers  private,  temporary  enclaves  where  em- 
yees  can  go  when  they  need  to.  It  has  lots  of  group  space,  with  moveable 
iture  and  equipment:  white  boards  and  tables  are  on  wheels  to  be  pulled  to- 
herfor  impromptu  meetings.  Filing  cabinets,  often  visited  by  association 
rkers.  are  located  at  the  center  of  the  floor  to  serve  as  a  natural  meeting  place 
xchange  banter  and  ideas.  Other  features  include  a  computer  training  room, 
ember  Office  that  enables  the  association's  visiting  members  to  work  while 
ng  for  meetings  or  flights,  and  a  beautiful,  state-of-the-art  dining  facility. 
As  with  many  organizations  moving  to  open  settings,  ASID  faced  noise  and 
acy  challenges.  Fortunately  there  are  a  variety  of  cutting-edge  products  on 
market  that  address  these  issues:  sound-absorbing  walls,  ceiling  tiles,  office 
iders  and  furniture  that  are  attractive  as  well  as  effective. 
Today  ASID's  office  truly  reflects  what  the  organization  is  and  how  its 
ployees  work. 

ASID,  which  has  more  than  30,500  members,  is  the  oldest  and  largest 
Sessional  organization  of  interior  consultants.  For  help  with  futureproofing, 
'I  ASID's  referral  service  at  1 -800-61 0-ASID,  or  visit  ASID's  Web  site  at 
/w.interiors.org. 


ii  and  group  interaction.  Meeting  rooms 
■  tables  with  data  jacks  and  high-end 
Biology  capabilities.  There  is  a  Client 
■ions  Center  with  meeting  spaces,  train- 
Brooms,  distance-learning  facilities, 
■that  opens  up  to  a  plaza  with  kiosks 
■eeds  from  CNN  and  Bloomberg. 


simply  don't  serve  the  changing  work 
environment." 


Strategizing  for  the  Future 

As  business  and  technology  continue  to  ac- 
celerate at  warp  speed,  how  can  senior 
managers  best  allocate  the  capital  they're 
IjBecause  so  many  of  its  employees  work  committing  to  workplace  redesign?  How 
jbnt  sites,  KPMG  planned  for  the  new  can  they  ensure  that  the  work  environ- 
■ry  to  house  only  two-thirds  of  the  staff  ments  they  build  today  will  not  become 
My  given  time.  To  accommodate  this,      obsolete  in  the  coming  decades? 

■  of  the  space  is  devoted  to  unassigned,  A  good  first  step  in  futureproofing  is 
■.•ling-style"  work  settings.  When  people      involving  professionals  early  in  the  strate- 

■  to  be  in  the  office,  they'll  reserve  space  gic  process.  Interior  design  consultants  can 
I  jvance  with  a  concierge,  who  will  make  help  you  examine  where  your  company's 
■they  have  everything  they  need  to  get  work  styles  are  headed,  anticipate  the  tech- 
n  work  done:  a  computer,  a  telephone  nologies  that  will  support  them  and  choose 
programmed  with  their  phone  number  products  that  offer  the  most  flexibility, 
ftiiny  files  or  personal  items.  Leveraging  their  expertise  can  help  ensure 

"It's  a  brave  new  world  out  there,"      that  your  space  will  accommodate  your 
)  pnski  concludes,  "and  traditional  plans      future  needs  —  whatever  they  may  be. 

Christina  Lambert  Clarke  is  a  freelance  writer  based  in  Northport,  TV.  Y. 


Same  Thixigf  In 
The  Workplace. 

Learn  now  by  contacting  a  professional 

designer  through  A^II)  s  Worldwide 

Interior  Design  Relcrral  Service. 

ASID  workplace  designers  will  listen 

to  your  needs,  understand  your 

strategic  goals,  and  design  a  space 

Mint  will  help  yon  increase 

workplace  performance. 

Worldwide 
Interior  Design 
Rererral  Service 


1-800-610-ASID 


a  service 


of 


ASID 

American  Society 
of  Interior  Designers 


www.  interiors .  org 
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"It's  an  unsettling  thought,  but  if  every  other  technology 

company  in  the  world  mysteriously  disappeared,  we  could 

probably  get  by  on  NEC  alone." 


That's  because  NEC's  expertise  spans  the  computer,  communications,  imaging  and  semiconductor  technologies  that 
together  make  up  the  world  of  multimedia.  Our  ATM  systems  integrate  voice,  video  and  data  so  you  can  collaborate 
on  just  about  any  kind  of  project  with  colleagues  just  about  anywhere.  Our  graphics  accelerators  give  countless 
interactive  games  their  turbocharged  thrills.  Our  full-color,  hand-held  computers 
let  you  slip  your  office  into  your  briefcase.  Our  new,  flat  panel  monitors 
are  delivering  superior  image  quality  from  almost  any  angle.  And  our  virtual 
microscopes  are  creating     whole  new  way  to  study  the  motions  of  molecules. 
Discover  the  world  of  multii  Because  it's  your  world.  And  NEC  can  help 

you  run  it.  WWW.nec.com    1.800.338.9549 


just  imagine 

NEC  MULTIMEDIA 





pere's  a  quiet  revolution  going  on  in  the  fabric  market.  You  can  buy 
bfter,  lighter  suits  than  ever  before.  But  come  with  deep  pockets. 


II  I  I  \\l  FlORAVANTI,  New 
York  tailor  to  the  world's 
best- upholstered     gentle - 

len,  is  explaining  what  he  can  do  for 
ustomer  using  some  of  the  newest, 
ishest  worsteds  on  the  market.  "I 
uld  run  you  up  a  nice  suit  of  super- 
Os  for  around  $7,500,"  he  men- 
us casually.  "Understand,  $3,000 
the  price  is  solely  tor  the  cloth." 
u  expect  the  customer  to  faint 
ad  away  right  there,  but  he 
es'n't.  One  Fioravanti  client  just 
ught  seven  of  them. 
What  is  this  wondrous  fiber  that 

>unds   like    a   comic    book   hero? 

leaking  of  which,  haven't  you  been 
aring  about  other,  similar-sounding 

brics,  all  starting  with  "super"  and 

>me  numerical  designation?  What  is 

oing  on? 
Here's  what  is  going  on:  We  are 

*ing  in  the  middle  of  a  quiet  revolu- 

on  in  wool  fabrics.  Nothing  tecfino- 

)gical  about  this  revolution,  either. 

:'s  all  about  money  and  breeding. 

reeding  sheep,  that  is. 
Cashmere  and  alpaca  are  back  in  a 

orbes  ■  March  22,  1999 


big  way.  You  can  expect  the  rc- 
introduction  of  the  precious  vicuna 
before  long.  But  at  the  forefront  of 
this  trend  is  the  development  and 
marketing  of  the  "super"  woolens. 

It  all  starts  on  the  merino  sheep 
farms  of  Australia  and  New  Zealand. 
"Wool  fibers  with  ultrafine  qualities 
have  always  been  available  from  good 
merino  sheep,"  says  Charles  $tewart, 
who  runs  the  $avile  Row  cloth  mer- 
chant firm  of  Holland  &  Sherry.  "But 
as  tastes  have  been  steadily  increasing 
for  softer  and  finer-feeling  cloths, 
sheep  farmers  have  been  encour- 
aged— mainly  by  price — to  concen- 
trate further  on  selected  merinos." 

Before  we  get  into  the  merinos,  a 
quick  lesson  in  wool-grading  systems. 
In  the  mid- 19th  century  a  new  clas- 
sification called  the  "wool  grade 
count  system"  came  about  to  replace 
the  previous  system  based  on  the 
bloodlines  of  the  sheep  themselves. 
The'  new  system  graded  the  quality  of 
the  fleece  using  complex  formulas 
based  on  how  many  yards  of  yarn 
could  be  spun  from  a  pound  of  wool. 


This  byzantine  system  lasted  until 
1993,  when  the  British  National  Wool 
Textile  Export  Corp.,  which  oversees 
such  matters  in  Great  Britain, 
approved  a  new  method  called  the 
"micron  system."  It  has  since  become 
the  international  standard.  The 
micron  system  uses  an  electron  micro- 
scope to  measure  the  diameter  of  the 
individual  fibers  of  wool,  a  micron 
being  a  millionth  of  a  meter.  The  best 
fibers — those  narrower  than  20 
microns — somewhat  finer  than  an 
average  human  hair,  that  is — are  des- 
ignated superfine,  or  supers. 

Confusingly  enough  for  the  cus- 
tomer, the  number  used  after  the 
word  super  on  a  grading  label  repre- 
sents not  the  micron  number  itself, 
but  the  micron  number  filtered 
through  the  older  wool  grade  count 
system.  What's  important  to  remem- 
ber is  that  there  is  an  inverse  rela- 
tionship between  the  micron  count 
and  the  super  number:  The  lower  the 
micron  count  (meaning  the  finer  the 
fiber),  the  higher  the  super  number 
will  be.  Super-80s,  the  least  fine  of 
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the  super  fibers,  are  19.5 
microns  wide,  while  super- 
150s,  at  the  higher  end  of  the 
spectrum,  have  a  width  of 
15.5.  The  rare  super-180s, 
which  mills  are  just  beginning 
to  produce,  measure  14 
microns. 

What  does  this  numbers 
game  mean  for  the  consumer? 
It  means  that  clothiers  have  a 
new  legitimacy  to  their  premi- 
um prices.  If  you  were  to  buy 
your  own  worsted  fabric  made 
of  super- 120s  yarn  and  take  it 
to  a  tailor,  you  would  spend 
$150  to  $300  a  yard.  Note 
that  a  suit  uses  4  yards  or  so  of 
fabric.  A  super- 150s  fabric 
would  run  $400  a  yard  and  up 
at  retail.  You  can  expect  to  pay 
$1,500  or  more  for  an  off-the- 
rack  suit  of  super- 120s  wool, 
and  $3,500  or  more  for  a 
super- 150s  suit. 

What  you  get  for  your 
money  as  you  go  up  the  scale 
(or  down  the  micron  count)  is 
fabric  that,  in  the  higher  reach- 
es of  superdom,  is  like  wearing 
woven  air.  In  the  business,  they 
call  the  feeling  of  the  fabric  the 
"hand."  Traditionally,  vicuna, 
with  a  micron  count  of  1 1  or 
12,  gives  you  the  softest  hand. 
Cashmere  and  alpaca  come 
next,  with  micron  counts  of  12 
or  13.  But  the  supers  follow 
pretty  close  behind.  They're 
working  now  on  producing  a 
super-200  wool,  which  could 
come  in  with  a  micron  count 
as  low  as  13.  The  price?  If  you 
have  to  ask,  you  can't  afford  it. 

This  is  not  altogether  a  good 
thing.  Ultralightweight,  silky 
fabrics  call  for  customers  willing 
to  sacrifice  practicality  for  ele- 
gance. These  fabrics  may  be 
more  delicate.  They  also  need  a 
lot  more  care  and  attention. 
Your  dry  cleaner  will  love  you 
for  buying  a  super- 150s  suit — 
wear  it  two  days  running  and  it 
might  start  to  rumple.  Here's  a 
good  rule  of  thumb:  Buy  that 
suit  if  it  feels  like  nothing  you've 
ever  worn  before — but  only  if 
you  already  have  all  the  suits  you 
need.  ■■ 
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A  Cincinnati  exhibition  ponders  the  significance 
of  plastic  pink  flamingos,  fresh  sod 
and  how  baseball  diamonds  are  mowed. 

Lawn  order 


By  Robert  Goff 


Leaves  of  grass:  exploring  the  varied  shades  of  America's  obsession  with  lawns. 


Americans  spend  $34  billion  a  year  on 
their  lawns.  The  holy  mission  soaks  up 
ten  times  the  amount  per  acre  of  pesti- 
cide employed  by  America's  farmers. 

Has  anybody  ever  asked  why?  Yes. 
"The  American  Lawn:  Surface  of  Every- 
day Life"  is  a  fascinating  exhibition  that 
will  run  at  the  Contemporary  Arts  Center 
in  Cincinnati  from  Apr.  4  through  June 
6.  More  than  just  a  display  of  lawn-relat- 
ed objets  d'art,  the  exhibit  attempts  to 
make  sense  of  the  national  obsession  with 
those  modest  and  not-so-modest  plots  of 
fescue  in  front  of  our  homes. 

Although  Frederick  Law  Olmsted, 
who  designed  Manhattan's  Central  Park, 
is  credited  with  "inventing"  the  Ameri- 
can lawn  in  the  late  19th  century,  land- 
scape scholars  believe  lawns  in  America 
developed  as  a  hybrid  of  two  traditions: 
the  cultivated  look  of  grand  European 
estates  and  more  modest  and  intimate 
colonial  gardens. 

"What  really  touches  the  psyche  of  an 
American  is  the  idea  of  becoming  a  shep- 
herd," says  Georges  Teyssot,  professor  of 
architecture  at  Princeton  University  and 
head  curator  of  the  exhibition.  "The 
lawn  becomes  the  equivalent  of  his 
meadow,"  he  explains.  Lawn  ornaments 
arc — you  guessed  it — symbolic  sheep. 

It's  obviously  gone  way  beyond  sheep. 


A  series  of  photographs  in  one  of  1 
exhibition's  galleries  displays  the  increj 
ingly  intricate  graphic  patterns  mo 
into  the  greensward  of  stadiums  and  gl 
courses.  In  the  television  age  even  a  la' 
must  be  more  than  just  a  lawn. 

Then  there's  the  dark  side  of  law 
Another  gallery  shows  clips  from  t 
movies  Blue  Velvet  and  Halloween.  Bo 
films  show  how  the  metaphorical  inr 
cence  of  the  American  lawn  mask: 
frightening  netherworld. 

The  show  is  wonderfully  intriguing 
its  own  right,  but  it  also  presages  sevc 
new  trends  in  the  worlds  of  art  histc 
and  curating.  For  one  tiling,  it  signals  i 
fairly  recent  arrival  of  landscape  archit< 
ture  as  a  self-respecting  art  medium 
recent  because  most  landscape  archit< 
ture  of  the  last  50  years  has  been,  qu 
frankly,  abominable. 

"Nobody  can  deny  that  all  the 
dreary  spaces  people  built  in  the  197 
just  don't  work,"  says  Louise  Mozinj 
a  professor  of  landscape  architecture  a 
environmental  planning  at  UC  Berkel 
"There's  an  incredible  amount  of  anxi< 
and  interest  in  how  public  and  outdc 
spaces  are  created  and  what  they  meai 

What  more  natural  a  place  to  bej 
thinking  about  landscape  history  a 
design  than  in  our  own  backyards?  ■ 
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Help  them  plan  a  trip  to  Arizona. 


rever  Frank  and  Shirley  went,  OnStar  was  sure  to. 


Call  them  when  their  air  bags  went  off. 
(Their  car  sent  a  signal  to  OnStar®) 

Make  sure  they  were  all  right. 
(They  slid  into  a  nest  of  rattlesnakes.) 

Offer  to  send  an  ambulance. 

Check  their  engine  by  remote 
(From  1,000  miles  away.) 

Pinpoint  their  exact  location. 

Order  a  tow  truck. 

Get  them  a  cab  to  the  hotel. 

Notify  their  insurance  carrier. 
I  At  Shirley's  request.) 

Suggest  a  great  Mexican  restaurant. 

6et  them  to  1-40. 
(After  Frank  got  lost) 

Get  them  tickets  to  a  baseball  game. 

Find  the  nearest  gas  station. 

Warn  them  about  road  detours. 

Call  when  their  car  was  stolen. 
(And  help  the  police  track  it.) 

Contact  them  after  the  car  was  recovered. 

Unlock  their  car  doors  by  remote. 
(Frank  locked  the  keys  in  the  car.) 

Tell  them  Tucson  will  be  sunny  and  86" 
How  will  you  use  it? 

CKfiStar 

Wherever  you  go,  here  we  are"" 


The  one-touch  connection  to  people  who  can  help"  Call  1-8000NSTAR-7  or  visit  www.  onstar.com . 


You  are  what  you  drive.  And  if  you  want  to  assert 

your  uniqueness,  you  have  to  pay  an 

outfit  like  Mercedes  to  customize  your  vehicle. 

The  chop  shop 
in  Stuttgart 


By  Morgan  Murphy 

Elvis  liked  to  gold-plate  his  dash- 
boards. Liberace  preferred  rhine- 
stone-encrusted  paint  jobs  and  can- 
delabra parking  lights.  Karl  Lager feld 
ordered  a  BMW  to  match  a  hotel 
lobby  he  designed  (we  assume  he  left 
the  concierge  desk  off  the  car). 

For  certain  kinds  of  people,  the 
customized  car  is  a  natural  extension 
of  the  flamboyant  persona.  That 
wouldn't  be  you.  Or  would  it?  The 
custom  craze  has  gone  far  beyond 
Hollywood  and  Las  Vegas  in  recent 
years.  In  1997  customizations  were  a 
$19  billion  market.  That  figure 
includes  everything  from  Aunt 
Agnes'  curb  feelers  to  ultrasophisti- 
cated  aftermarket  additions.  At  Bev- 
erly Hills  Motoring,  a  custom  shop, 
the  average  bill  for  custom  gewgaws 
is  $30,000  above  the  price  of  the  car. 

Now  the  car  manufacturers  are 
starting  to  get  in  on  the  act,  figuring 
that  you  don't  have  to  wear  a  feather 
boa  to  want  some  distinctive  detailing 
on  your  wheels.  Over  half  of  all 
Porsche  buyers  opt  for  one  of  the 
manufacturer's  custom  programs. 
Likewise  BMW  and  Audi  are  offering 
custom  options.  But  Mercedes-Benz 


is  way  out  front 

and      it      seems 

inevitable  that  other  manufacturers 

will  soon  follow  its  lead. 

Think  of  Mercedes'  new  Designo 
program  (you're  supposed  to  pro- 
nounce it  "dee-ZEN-yo")  as  the  auto- 
motive equivalent  of  made-to-measure 
clothing.  It's  somewhere  between  off- 
the-rack  and  custom  tailoring. 

DaimlerChrysler's  Mercedes  oper- 
ation in  Stuttgart,  Germany  has  man- 
aged to  keep  costs  at  roughly  10%  of 
the  car's  purchase  price  by  coming  up 
with  custom  "packages"  rather  than 
letting  the  customer  run  hog-wild 
with  rhinestones  and  candelabra.  The 
copper  SLK  special  edition  with 
matching  interior,  which  includes 
custom  paint  and  trim,  adds  $3,900 
to  the  car's  $39,000  sticker.  The 
same  scheme  on  an  S-class  might  set 
you  back  $7,000.  Mercedes  antici- 
pates that  the  Designo  market  will  be 
only  2%  to  3%  of  the  total  product 
line,  so  chances  are  you'll  be  the  only 
one  in  the  neighborhood  with  an 
orange  roadster. 

It's  right  out  of  the  pages  of 
Thorstein  Veblen.  Lacking  other  ways 


Elvis'  bill  includes  pai 
to  match  grapes  mas 
on  his  Caddy's  hood. 

to  assert  their  identij 
people  do  it  with  th| 
consumer         goods 
clothes,  watches,  cal 
Mercedes      discover 
that    while    consum<i| 
want  more  choices 
express    their   persor 
|  style,  they  don't  want  fl 
spend  a  lot  of  time  flilT 
ping  through  paint  chi 
and  talking  about  carpet  fiber.  Thlj 
the  Designo  packages — with  their ; 
palette  of  radical  colors  and  triil 
combinations — answer  the  need,  ai| 
they  are  designed  to  be  incorporatij 
into  the  manufacturing  process.  LaJ 
minute  delivery  and  assembly-liif 
integration  of  green  steering  whet 
and  slate -blue  fenders  keep  the  coij 
down  and  allow  the  buyer  to 
behind  the  wheel  sooner. 

"And,"  says  Designo  product  mal 
ager,  Peter  Patrone,  "the  great  thing  J 
that  we  ran  all  the  palettes  by  the  Md 
cedes-  Benz  credit  corporation  to  ma.j 
sure  that  all  these  weird  combinatio  J 
wouldn't  destroy  a  car's  resale  value] 
The  Designo  colors  planned  fl 
year  2000  models  are  copper,  electi] 
green,  slate  blue,  espresso  (a.k.a.  dal 
brown)  and  metallic  black.  And  whn 
everything  from  wood  choice  (chaj 
coal  maple,  natural  maple,  naturf 
elm)  to  floor  mats  will  be  custom,  [ 
may  be  a  few  more  years  before  y(  I 
can  factory-order  your  car  to  hop  i 
and  down  on  hydraulics  or  hoi 
"Danny  Boy."  §■ 


financial  services 


Receive  Value  Line 
for  only  $m$55 

introductory  subscription  to  The  Value  Line  Investment  Survey  brings  you  the 
page  Investors  Reference  Library  —  Value  Line's  most  recent  Ratings  and  Reports 
700  stocks  and  the  practical  guide  How  to  Invest  in  Common  Slocks.  You  will  also 
analyses  of  about  130  stocks  each  week  for  10  weeks  for$?CS55.  Available  only 
every  three  years  to  any  household    SPECIAL  BONUS  -J.K.  LASSER  'S  YOUR 
*33     ME  TAX  1999    This  indispensable  guide  covers  all  new  tax  law  changes  as  well  as 
Doing  and  money-sav  ing  strategies    Hundreds  of  examples  and  icons  highlight  key 
ts.  The  tree  update  supplement  contains  forms  for  filing  and  you  can  get  practical 
:  on  the  Internet  or  by  telephone  hotline.  A  $14  95  value  -  yours  free  with  your 
Line  subscription  while  supplies  last    Your  subscnption  may  be  tax -deductible; 
onsuli  your  tax  advisor  Send  check  or  money  order  along  with  name,  address 
and  zip  code  together  w  ith  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

Eil  2903  Dept.  616WL22  American  Express.  MasterCard.  Visa  or  Discover 

j>4  hours  a  day.  7  days  a  week  II  you  are  not  completely  satisfied  return  all  materials 

in  good  condition  within  30  days  from  the  start  of  your  trial  subscription  for  a  fi " 

refund  of  your  fee  Allow  4  weeks  for  delivery  Foreign  rales  upon  request 

www  valueline.com 


The 


Value  Line  Investment 
PO  Box  3988.  New  York 


Survey* 


earning  Real-Time  Quotes 


(YHOO)  UP  23  IN  ACTIVE  TRADING 


SSET  PROTECTION 

& 
-FSHORE  BANKING 


■me  show  you  "How  To" 
lie  a  financial  fortress  that 

*  protect  \our  wealth  with 
Irnplete.  tested  and  secure 

■m  j   privacy,  including: 
■  Confidential  Banking. 
I  shore  Centers,  Debit  and 
H  Iredit  Cards,  access  to 

^B  :mational  and  US  Funds, 
I    )verseas  and  Domestic 

•  Brokerage  Services 


I  us  today:  800-266-821 1 
frrill,  Scott  &  Associates 
://www.merrillscott.com 


capital  available 


#1  on  the  Internet 
Available  Worldwide 


Download  Free 
_        software  today  at 
www.dbc.com/sm 
888.200.1011  xisoi 


franchising 


ARE  YOU  SITTING  ON  A  00LD  MINE? 


[Franchise  it.  1 

ILL   I    «00- 3  7  7-6144 

Talk  to  us  first  Because  nobody  has  franchised 


more  businesses  than  Francorp 

The  leader  in  franchise  development 

and  consulting  Worldwide 

FTOnCOfP'  fb 


gemstones 


WEYS  ACCOUNTANTS 

*VKERS  Public  or  private 
iilable  for  expansion  of 
>  with  excellent  manage- 
'md  growth  potential. 
B:iNC.  561-845-7869 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  1967! 

Member:  Jewelers  Board  of 

Trade  &  Chamber  of  Commerce 

HOUSE  OF  ONYX,  Inc. 

120  N.  Main  St.,  Greenville,  KY  42345 

1-800-844-3100  or  FAX  502-338-9605 


Fbrbes 

CAPITALIST    TOOL' 


collectables 


Imagine  President  Lincoln  in  Your  Bedroom! 


Auctions  allow  you  to  b 
autographs  and  manu: 
comfort  of  your  home  c 


si* to    Call  today  for  current  auction  catalog: 

i  1-800-GALLERY 

Mail, 

.one ,  Fa.  or  Internet   Join  us.  find  out  Int'l:  1-702-364-1000  GALLERY  OF 

Irov,  easy  it  is  to  get  the  documents  jou  3601  W   Sahara  Av  .  Promenade  Suite  UTC"T^VDV 

want  at  the  prices  you  want  to  pay!  Las  Vegas.  Nevada  89102-5822  JnLI^slvJfvI 

Bid  Online  at:  www.galleryofhistory.com  ~19  direct 

I—   Prim  catalog  prxe  ol  S10  (US)  relunded  with  your  lirsl  purchase   Telephone  Hours:  Monday-Fiiday  8  am.  lo  5  p.m.  PS.T.   _ 


business  opportunities 


To  Success 

•  Shredding  for  over  40,000 
companies  in  8  countries. 

•  World  leader  in  mobile  document 
shredding  and  recycling. 

•  Offering  a  unique,  proven 
franchise  system  successful  in 
over  60  markets. 

•  Business  to  business  service; 
national  account  program; 
training;  exclusive  territories. 

•  Excellent  opportunities  nation 
wide. 

•  Featured  in  Forbes,  March  1997. 

Call:  Doug  Warren 
(905)  855-2856  e^i.  237 

E-mail:  doug@shredit.com 


MAKE  MONEY  AS  A 

BUSINESS  FINANCE 

CONSULTANT 


Arrange  Business  Loans  and  Equipment 
Leases  Irom  $1,000  to  ilO  million.  No  co- 
brokermg  Work  directly  with  National 
Lenders  Unlimited  earnings  potential  and 
residual  income 
FREE  45  minute 
video  seminar  and 
information  packet 

VCALL  1-800-336-3933  J 
^T^Ujan  Consultants.  Inc.    ^r 
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CORPORATIONS 


•  Asset  Protection,  Privacy,  Tax  Free 
1  Licensed  Offices:  Las  Vegas  -  Nassau 
'  Flat  Rate  Fees,  Nevada  Corps.  $95 


ORDER  BY  PHONE   FREE  INFO 

1-800-997-2550 

www-leg  a\.  onevegas  .com 


OFFSHORE 


♦  Companies  Faxon  Demand 

♦  Ban&ng  (800)551-9105 

♦  Credit  Cards       tot  "jig*  * 

♦  Privacy  cS"p'ete 

(800)  55i-2i4iy^rversaig 

Visa/MC/Amex        www.ucservices.com 


For  information  on 
Forbes  Classifieds  con- 
tact Linda  Loren  at 
(212)  260-0620 
Fax:  (212)  260-8183 
email:  Uoren@forbes.com 


mail  order 


Making  Life  Easier 


"Elevette"'  residence  elevator  adds 
convenience  to  your  home  and  is  the 
solution  for  a  person  who  requires  a 
wheelchair  or  shouldn't  climb  stairs. 
Or,  ride  up  and  down  stairs  quickly 
and  easily  with  StairLIFT*  Model  sc. 
Both  are  tax-deductible  when  doctor 
recommended. 
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e-Commerce 


LOW-COST 

TERM    LIFE 
INSURANCE 


COMPARISON  SHOPPING 
FREE  REAL  TIME  QUOTES 
SITE  DOWNLOADS  QUICK1Y 
REQUEST  COVERAGE  ON-LINE 
NO  TELEMARKETING 

All  data  encrypted 
No  data  sold 


SUPER  LOW 

LONG  DISTANCE  RATES 


DIRECT  DIAL  SERVICE 

1  ♦  AREA  +  NUMBER       6?5 

ON-LINE  SIGN  UP      ^ 
24HR  CUSTOMER  SERVICE 

No  sales  person  will  call 


ratebroker.com  /  forbes 


books/authors/publishers 


NEW  AUTHORS 

PUBLISH  YOUR  WORK 

ALL  SUBJECTS  CONSIDERED 

Fiction,  Biography, 

Religious,  Poetry,  Children's. 

AUTHORS  WORLDWIDE  INVITED. 

WRITE  OR  SENO  VOUH  MANUSCRIPT  TO 
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Revolutionary 


Remarkable 
Results 


Best  Practices 
for  Overcoming  Growing  Pains 

April     14-16,     1999 
The    Ritz-Carlton 
Chicago,     Illinois 


Featuring 


Dr.  Eric  G.  Flamholz 

Author,  Growing  Pains: 

How  to  Make  the 

Transition  from  an 

Entrepreneurship  to  a 

Professionally  Managed 

Firm  and  Changing 

the  Game 


Gary  Hamel 

Chairman,  Strategos 

Co-author, 

Competing  for  the  Future 
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www.forbes.com/conf/Presidents99 

E-mail    presidentsforum@forbes.com 

Phone    212-499-3521 

Fax    212-499-3324 


/  Y 

p  r  e/s  e  n  t  eV 

Fbrbe 


and 


ow  a  college  backpacking  trek  led  to  the  wiring 
the  last  Buddhist  kingdom  on  earth. 

ublished  in  Bhutan 


Jessica  Maxwell 

ur  Buddhist  monks  sat  facing  a 
nk  of  new  computer  equipment, 
eir  robes  a  crimson  splash  against  the 
of  gray  machines.  Soon  the  room 
ed  with  the  ancient  rhythms  of  their 
avers,  and  then  one  of  them  sprin- 
ed  holy  water  on  the 
r  in  front  of  the  equip- 
ent.  Finally,  the  elderly 
ad  lama  rose  and  tossed 
[cooked  ceremonial  nee 
reedy  at  the  equipment, 
uch  to  the  shock  of  the 
merican  couple  who 
d  spent  a  year  design  - 
g,  ordering,  packing, 
ipping  and  assembling 
all.  So  went  the  bless- 
g  of  Druk  She  rig 
ress,  the  first  desktop 
iblishing  house  in  the 
ny  Himalayan  king- 
3m  of  Bhutan. 
Most  Americans 
ive  never  heard  of 
hutan.  Almost 

lyonc  who  visits  this 
k'al  blip  on  the  border 
FTibet  and  northeast- 
n  India  does  so  on  a 
avernment-sanctioned 
Smalayan  trek  like  the 
ne    Russ   and    Blyth 
arpenter  took  in  October  1996. 
The  Carpenters  had  been  due  to 
I    v  home  when  a  snowstorm  ground- 
i  their  plane — a  clear  sign  that  the 
uddhist  deities  had  bigger  plans  for 
lem.  Thirty  years  before,  romance 
etween  Russ  and  Blyth  had  blos- 
>med  during  a  backpacking  trip 
irough  Asia  when  the  two  were 
tanford  undergrads. 
Both  had  retained  a  love  for  Asian 
ilture,  particularly  the  Buddhist 
)iritual  principles  that  Russ  had  writ- 
:n  about  in  his  college  thesis.  He 
as  about  to  get  the  chance  to  do 
>mething  about  them. 
During  the  layover,  an  acquain- 
nce  named  Ugyen  Rinzin  intro- 
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duced  them  to  his  cousin,  Sonam 
Jatso,  and  Sonam's  wife,  Tshering. 
All  three  are  part  of  the  young,  well- 
educated,  English-speaking  genera- 
tion that  calls  itself  "the  dealing 
people"  and  is  committed  to  bringing 
the     Dragon     Kingdom,     as     the 


Two  college 
sweethearts 
wire  the  last 
Buddhist  king- 
dom on  earth. 


Bhutanese  call  their  country, 
gracefully  into  the  21st  century. 

"Like  many  people  in  their  50s,  we 
hungered  for  public  service  [and] 
wanted  to  be  part  of  Bhutan's  devel- 
opment," says  Russ.  "We  run  a  family 
publishing  company  called  Natural 
World  Press  back  home  in  Oregon, 
and  we  offered  our  services." 

As  it  happened,  Sonam  wanted 
badly  to  upgrade  the  Gutenberg  tech- 


nology of  his  father-in-law's  old  reli- 
gious publishing  company,  Druk 
Sherig  ("Dragon  Wisdom")  Press.  The 
Carpenters  were  home  only  a  short 
while  when  a  sizable  transfer  from 
Sonam  showed  up  unexpectedly  in 
Natural  World's  bank  account.  They 
spent  every  dollar  on  23  boxes  of 
equipment  and  shipped  it  to  Thimphu, 
Bhutan's  capital  city.  The  Carpenters 
awaited  the  shipment  nervously  in 
Thimphu  for  two  weeks,  praying  it 
would  survive  India's  postal  system.  It 
showed  up  on  Oct.  1,  1997. 

That's  when  the  Carpenters  came  to 
witness  the  oddly  beautiful  blessing 
that  came  to  symbolize  the  joining  of 
8th-century     Buddhist 
traditions  with  21st-cen- 
tury technology.  It's  an 
incongruous      joining, 
what  with  die  publishing 
firm's  offering,  as  a  free- 
bie  to  good  customers,  a 
version  of  Star  Wars  Rebel 
Assault  II.  The  Carpenters 
had     to     reassure     the 
Bhutanese  that  no  sentient 
-  *-jU^        beings  were  being  hurt  by 
the  violent  videogame. 

Druk  Sherig's  walls  had 
been  repainted  with  a  bril- 
liant frieze  of  die  eight  Bud- 
H  I    dhist  good  luck  symbols, 
each  carrying  a  special  mes- 
'   i*-r         sage  for  the  new  business.  A 
hat,  representing  Buddha's 
head  and  his  wisdom,  pro- 
vided good  direction;  a  lotus  flower, 
representing  his  mouth,  assured  that 
their  designs  would  be  "beautiful  and 
liked  by  all";  a  wheel,  representing 
Buddha's  legs,  insured  that  the  new 
business  would  "grow  and  travel  all 
over  the  world."  Fortunately,  the 
Epson  printer  worked  perfectly  after 
they  shook  the  rice  out  of  it. 

By  the  time  the  Carpenters 
returned  to  Bhutan  late  last  year, 
business  was  pouring  into  Druk  Sherig 
Press.  "We've  never  found  a  country 
where  generosity,  honesty  and  grace 
are  so  powerfully  part  of  the  culture," 
says  Russ.  "They  have  what  we  want: 
better  intuition,  spontaneous  compas- 
sion and  a  genrie  vision  of  life." 

"Sonam  is  worried  to  death  that 
we're  not  getting  anything  out  of 
this,"  adds  Blyth.  "But  the  gift  really 
is  ours."  ■■ 
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or  billions  of  Asians,  the  end  of 
—  the  century  has  been  turbulent. 

Country  after  country  in  the 
world's  fastest-growing  economic 
bloc  has  stumbled,  including  the 
powerhouse  Japan,  which  experienced 
a  contraction  for  the  first  time  in  four 
decades.  Against  such  a  depressing 
regional  backdrop,  India  too  has 
experienced  a  slowdown,  but  it  has 
emerged  relatively  unscathed. 

The  tremors  that  rocked  the  Far  East 
have  had  aftershocks  in  the  world's 
largest  democracy,  and  the  situation 
was  compounded  last  year  by  economic 
sanctions  imposed  on  India  by  the 
U.S.,  Japan  and  many  European 
nations  because  of  its  growing  nuclear 
presence.  The  rupee  has  weakened  by 
about  8%,  and  the  growth  rate  of  the 
economy  has  come  down  from  9%  in 
1997-98  to  just  over  5%  in  the  current 
year  ending  March  31.  The  economic 
slowdown  has  affected  different  sectors 
of  the  economy  with  varying  intensity. 
The  market  for  color  televisions  has 
exploded,  with  a  growth  rate  of  over 
40%,  as  has  the  appliance  market, 
thanks  to  enhanced  competition  and 
reduced  prices.  But  many  other 
businesses  are  struggling  due  to  over- 
optimistic  projections.  Two  years  ago, 
industry  analysts  predicted  a  market  of 
a  million  domestic  cars  in  2000.  After 
a  slew  of  international  companies, 
including  General  Motors  and  Ford, 
launched  models  in  India,  executives 
are  realizing  their  market  projections 
may  be  half  what  they  expected.  But 
that  has  not  served  as  a  deterrent;  both 
U.S.  auto  giants  have  bought  out  their 
Indian  partners  and  now  own  almost 
100%  of  the  equity  in  their  local 
ventures.  And,  with  an  eye  on 
low  production  costs,  many  U.S. 
automotive  systems  companies,  such  as 
Delphi  Automotive  Systems  and 
Johnson  Controls,  have  establis  I 
plants  in  India. 


The  situation  is,  however,  markedly 
different  in  the  two-wheeler  business. 
Sales  of  scooters  increased  by  4%  and 
motorcycles  by  a  hefty  25%  in  1998 
over  the  previous  year.  Bajaj  Auto 
(www.bajajauto.com),  the  world's 
second-largest  scooter  manufacturer, 
has  seen  volumes  rise  from  794,855  to 
844,234  between  April  and  December 
1997    and    the    same    time    period 
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in  1998.  In  keeping  with  its  principle 
of  pioneering  technology,  Bajaj 
has  developed  the  world's  first 
four-stroke  geared  scooter,  the 
"Legend,"  which  is  more  fuel  efficient 
and  eco-friendly  than  the  conventional 
two-stroke  version. 

At  a  time  when  much  of  Asia  was 
in  turmoil,  the  coalition  government 
in  Delhi,  which  is  led  by 
the  traditionally  pro-market,  right- 
wing  Bharatiya  Janta  Party,  was 
unfortunately  constrained  by  divisive 
economic  manifestos.  The  days  of 
patchwork  policies  aimed  at  garnering 
the  populist  vote  seem  to  be  over,  and 
Premier  Atal  Bihari  Vajpayee  has 
developed  several  pragmatic  economic 
policies.  As  India  continues  to  move 
away  from  its  familiar  socialist 
tendencies,  Vajpayee  has  enacted  hard- 
hitting measures  aimed  at  limiting  the 
role  of  the  state.  In  February,  he 
announced  a  first-time-ever  slash  in 
subsidies  of  rice,  wheat,  sugar,  fertilizer 
and  cooking  gas,  which  brought  about 
a  corresponding  price  hike.  This  move 
was  aimed  at  reducing  the  fiscal 
deficit,  yet  it  met  with  so  much 
resistance  across  the  political  spectrum 
that  Vajpayee  relented  and  announced 
a    slight    rollback.    However,    he    had 


scored  an  important  psychologic^ 
political  point  by  standing  behiij 
capitalistic  ideas. 

Vajpayee  has  also  heavily  prod 
infrastructure  development.  He  rej 
announced  a  national  superhi^| 
project  to  link  both  the  northern 
with  India's  southern  tip  and  the! 
with  the  east.  To  woo  foreign  inve] 
some      infrastructure     projects 
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permitting     100%     foreign     e< 
participation.    A   global   govern 
bond   issue   to  overseas   Indians 
fund  to  invest  in  infrastructure  pre 
drew  over  $4  billion. 

One  of  the  industries  that 
earn  higher  revenues  with  b 
infrastructural  support  is  toui 
Although  the  target  was  to  have 
million  visitors  a  year  by  2000 
number  has  settled  at  around 
million  for  the  last  two  years. 
Asian  meltdown  has  also  stalled 
chain  expansion  into  India, 
destinations  in  the  Far  East 
greatly  reduced  their  prices 
encourage  tourism.  However, 
largest  national  hotel  chain,  Ir 
Hotels  —  better  known  as  the 
Group  —  has  taken  advantage  oi 
international  chains'  stagnancy 
initiating  a  total  consolidation 
restructuring   process  and  drawing 


The  Taj  Mahal 


She's  not  a  tycoon. 

$ut  she  has  50  hotels  and  M 

resorts  throughout  Iridi 


She's  neither  a 

airman  nor  president. 

But  she  understands 
your  business  tieeCLS. 


The  Taj  Group  of  Hotels 

caters  to  the  discerning 

business  traveller. 

Through  its  chain  of 

50  Luxury,  Business 

and  Leisure  hotels  across 

South  Asia. 

Taj  Luxury  Hotels 

Seven  splendid  hotels. 

Members  of  the  Leading 

Hotels  of  the  World. 

Variety  of  cuisine. 

International  business 

amenities.  Warm  and 

caring  service. 

Taj  Business  Hotels 

Eleven  efficient  hotels. 
Vantage  locations. 
Elegant  rooms. 
Modern  business 
facilities.  Choice  of 
speciality  outlets. 
Friendly  service. 
Value  for  money. 

Taj  Leisure  Hotels 

26  exciting  properties. 

Magnificent  palaces. 

Idyllic  beach  resorts. 

Quaint  garden  retreats. 

Cultural  centre  hotels. 

Each  a  unique 


Hotels  Resorts 
and  Palaces 

Nobody  cares  as  much. 

For  reservations: 

Call  USA  1-800-458-8825, 

or  India  Taj  Reservation  Network 

Fax:  (91-22)  283  7272 

E-mail:  tm@tajhoteb.com 

or  your  travel  planner, 

or  UTELL  International 
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new  and  innovative  marketing  and 
operational  plans.  The  Taj  has 
restructured  its  54  properties  into 
three  tiers,  luxury  hotels,  business 
hotels  and  resorts,  and  it  has 
just  unleashed  a  major  multimedia 
ad  splash. 
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India  —  the  home  of  world-class  technology 

The  government,  concerned  at  the 
potential  loss  in  tourist  earnings, 
has  declared  this  year  to  be  a 
"Visit  India"  year.  "Through  high- 
visibility  advertising  and  promotional 
campaigns,  industry  and  government 
can  work  together  to  market  Indian 
destinations  to  upscale  audiences  in 
the  U.S.  and  Europe,"  says  R.K. 
Krishna  Kumar,  managing  director  of 
the  Taj  Group. 

Another    major    foreign    exchange 
revenue  earner,  the  software  industry, 
has  had  boom  times,  thanks  largely  to 
the    Y2K    problem.    Export    earnings 
have    shot    up    709?    in    1998,    from 
$1.34  billion  to  $2.26  billion.  Indian 
software     companies     are     currently 
processing  orders  for  over  $2  billion  of 
Y2K  projects  and  many  are  offering 
packages     to     handle    programming 
problems  caused  by  the  euro  currency 
conversion.    Mainly    because   of  these 
two   unique   situations,    the   software 
industry   is   expecting   to  earn    $4.16 
billion    in    export   earnings    in     1000. 
Microsoft   has   recently   estabh 
subsidiary  in  Bangalore  and  a  tr. 
center     in     Hyderabad,     confin 
India's  reputation  as  home  to  somt 
>rld's  top  software  specialists. 

'PC    '  C    P    Q  T  P  n  ' 


There  are  many  indications  that, 
despite  Asia's  financial  instability, 
foreign  corporations  have  not  lost  faith 
in  the  Indian  government's  ability  to 
deliver.  Foreign  direct  investments  in 
India  have  remained  at  the  $3.3  billion 
mark  for  the  last  two  years.  Among 
those  who  have  major  plans  for  India 
are  conglomerates  such  as  GE  and 
information  technology  giants  such  as 
IBM  and  Compaq.  IBM,  which  has  a 
joint  venture  with  India's  largest 
business  house,  Tata,  has  set  up  another 
venture,  IBM  Global  Services,  to  offer 
specialized  software  support.  It  has  also 
expressed  an  interest  in  buying  into  the 
equity  of  Computer  Maintenance 
Corporation,  a  company  set  up  by  ex- 
IBM  executives  when  IBM  left  India  in 
the  early  seventies. 

The  East  Asian  crises  led  some 
to  believe  that  foreign  institutional 
investors  would  take  their  capital  out 
of  Indian  stock  markets,  leading  to 
a  crash;  however,  the  markets  re- 
main relatively  stable.  As  a  result, 
India  continues  to  push  its  global 
investment  potential.  At  the  February 
annual  meeting  of  the  influential 
World  Economic  Forum,  which  was 
attended  by  over  1,000  CEOs  and  40 
heads  of  state,  Indian  industrialists 
underscored  the  fact  that  globalization 
was  no  longer  an  option,  but  a  fact. 
Additionally,  the  Confederation  of 
Indian  Industry  (CII),  the  top  agency 
for  Indian  business,  plans  to  heighten 
global  investment  participation  in 
India  by  hosting  several  events  in 
2000.  "I  think  that  such  concerted 
interaction  has  many  spin-offs.  One 
of  them  will  be  in  enhancing 
the  knowledge  about  investment 
opportunites  in  India,  which  may  lead 
to  greater  levels  of  foreign  investment 
in  industry,"  says  Rahul  Bajaj, 
chairman  and  managing  director  of 
Bajaj  Auto,  who  is  also  the  chairman 
of  the  Council  of  the  World  Economic 
Forum. 


There  is  a  strong  sense  of  optin| 
that    U.S.    economic    sanctions 
end     in    a    few    months,     remol 
impediments  in  the  flow  of  Ame: 
investments    and    technology.     I 
optimism  stems  from  continuing 
between  the  U.S.  Deputy  Secretal 
State,  Strobe  Talbott,  and  the  Inj 
Minister       for       External       Afil 
Jaswant  Singh,  aimed  at  normali| 
commercial    ties    between    the 
democracies.  Already  the  Internatil 
Financial  Corporation,  the  World  ll 
affiliate  that  invests  in  the  corpn 
sector,    has    cleared    a    $35    mil 
investment    in    a    mining    projec] 
eastern     India.     This     is     the 
investment  done  by  the  IFC  in  II 
since  last  April's  nuclear  tests. 


Sophisticated  telecommunications  facilitat 

The  coming  months  will  hole 
more  allure  to  potential  investc 
India  continues  to  emerge  as  a 
Asian     presence.     With     its    sti| 
technology     workforce,      impro1 
infrastructure    and    tourism    indu| 
and     a     forward-thinking     busi 
community,  India  is  moving  into 
next    millennium    -   poised    to   t 
powerful  economic  force  in  the  Eas 
Hemisphere. 


Written  by  Sailesh  Kottary 
Marketed  by  Mcdiascope,  FORBES 
representative  for  India 
Produced  by  Adil  Jilla,  MEIA( 
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CELEBRITY 


I  ain't 

foolin'around- 
I'm  building  assets 


Most  celebrities  get 
rich  off  their  names, 
but  a  few  get  rich  off 
a  business  franchise 
built  around  a  name. 
Rap  star  Puffy  Combs 
aims  to  fit  in  the 
latter  category. 


By  Robert  La  Franco 
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It's  nearly  dusk  outside  Silent  Sound  stu- 
dios in  Atianta,  and  Sean  (Puffy)  Combs, 
the  29-year-old  boss  of  Bad  Boy  Enter- 
tainment, is  obsessing  about  his  busi- 
ness— specifically,  its  image.  Time  to 
"polish  up  the  ride,"  the  $300,000 
custom-made  Bendey  Azure  silver  coupe 
that  will  carry  the  superstar  mogul  of  rap 
to  his  newly  opened  Justin's  restaurant. 
The  car  isn't  the  key  thing — it's  the  shine. 
An  adoring  crowd  will  expect  Puffy  glam- 
our, and  he  doesn't  want  to  disappoint. 
Every  performer  and  artist  fixates  on  his  or  her 
image — it's  what  sells  books,  albums,  movie  tickets, 
T  shirts,  sneakers.  But  Combs  is  preoccupied  with 
more  than  his  own.  He's  trying  to  build  an  image 
for  a  business  enterprise,  of  which  his  own  rap  music 
act  is  just  a  part.  Other  music  acts  he  has  signed  up 
are  another  part;  so  are  the  restaurants;  so  are  a  bud- 
ding talent  agency  and  a  fashion  licensing  business. 
Combs  doesn't  want  to  be  just  another  performer 
collecting  royalties.  He  wants  to  own  a  business  that 
has  its  own  valuable  brand  name. 

In  the  celebrity-driven,  hip-hop  world  of  1990s 
music,  no  one  manages  an  image,  exploits  it  and 
protects  it  better  than  the  young  man  known  alter- 
nately as  Puff  Daddy  and  as  Puffy'.  "Floss,"  as  a  sheen 
of  success  is  known  to  hip-hoppers,  has  helped 
propel  Bad  Boy  to  $130  million  in  annual  sales — and 
make  it  rap's  most  valuable  label. 

Call  it  what  you  want — floss,  star  power,  the  Puffy 
persona.  It's  what  brought  several  hundred  diamond- 
speckled  members  of  Adanta's  social  and  show  busi- 
ness elite  to  the  mid- January  opening  of  Justin's  in 
Atlanta.  It's  what  lured  Ronald  Perelman  and  New 
York  summer  sophisticates  to  Puffy's  white-wear-only 
affair  at  his  $2.2  million  East  Hampton  estate.  It's 
what  turned  his  29th  birthday  party  at  New  York's 
Cipriani  Wall  Street  restaurant  into  an  evening  with 
a  thousand  martini-toters. 
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Sean  (Puffy)  Combs  turned 
celebrity  into  an  asset.  His  secret: 
pump  the  music,  flaunt  the  wealth. 


CELEBRITY 


Floss  doesn't  come  cheap.  The 
birthday  party  cost  $600,000.  Combs' 
presidential  suite  at  the  Swissotel  in 
Atlanta  ran  $2,000  per  night  for  ten 
days.  Tossed  on  a  chair  in  the  suite  was 
a  tiny  black  mink  coat  with  gold  but- 
tons belonging  to  his  5-year-old  son, 
Justin.  The  Bendey  (Combs  has  two, 
the  coupe  and  a  convertible)  has  TV 
screens  in  the  headrests,  a  dvd  player 
and,  of  course,  a  sound  system. 

"It  ain't  about  spendin'  money,  I 
ain't  foolin'  around,"  brisdes  Puffy  at 
the  mere  hint  of  waste  in  Atlanta. 
"I'm  recording  albums.  I'm  opening 
a  multimillion-dollar  restaurant.  I'm 
building  assets." 

And  he's  building  fast.  Puffy's 
album,  No  Way  Out,  powered  Bad 
Boy  to  a  fiscal  year  ending  last  June  in 
which  it  outsold  Madonna's  musical 
empire,  Maverick  Records,  and  Russell 
Simmons'  bastion  of  rap,  Def  Jam.  It 
was  one  of  the  first  rap  albums  to 
make  the  top  ten  overseas  and  hit 
number  one  in  markets  like  Italy  and 
Scandinavia. 

Rap  music  has  reached  far  beyond 
its  ghetto  origins  into  suburbia  and 
the  mainstream.  It  is  now  outselling 
country  music.  The  Puff  Daddy  and 
the  Family  Tour  was  the  most  success- 
ful in  rap  history,  generating  $15  mil- 
lion at  the  box  office. 

Now  Puffy,  a  unique  blend  of  busi- 
nessman, producer  and  performer, 
wants  to  venture  beyond  sound — and 
put  his  star  brand  on  everything  from 
food  to  fashion.  "He  loves  business," 
says  Benny  Medina,  Puffy's  manager 
of  three  years.  "But  he  understands 
the  cachet  of  stardom  and  the  power 
given  to  him  by  superstardom." 

He  understands  brand  extensions. 
Combs  is  forming  a  partnership  with 
celebrity  lawyer  Johnnie  Cochran  to 
expand  his  management  business 
beyond  recording  artists  to  profes- 
sional basketball  players.  He  also  pub- 
lishes Notorious,  a  150,000-circula- 
tion  magazine  for  upscale  urbanites. 

To  crack  the  food  business,  Puffy 
hired  Denise  Bonds,  a  well-known 
New  York  soul  food  chef  and  consul- 
tant.    The     third    of    his    upscale 
Caribbean-cuisine  restaurants  (dn. 
is  in  New  York)  will  open  sooi 
Chicago.  Combs  also  plans  a  line 
frozen  food,  condiments  and  juices. 

He  recendy  launched  a  clodiing  line 


Jerry  Seinfeld's  got  the  purest  comedy  brand 
in  showbiz.  So  where  does  he  sell  it  next? 

Please,  I'm  surfing 


The  bar  at  the  Four  Seasons 
Hotel  in  Beverly  Hills  is  packed 
with  the  predictable  designer 
suits  and  perfectly  tanned  bod- 
ies. To  their  owners,  a  celebrity 
sighting  is  meaningless.  Yet,  one  by  one 
they  lock  onto  Jerry  Seinfeld  strutting 
his  way  to  a  corner  table.  Seinfeld  has  a 
tan,  too,  but  he's  fresh  from  Hawaii  and 
stuffed  into  a  crumpled  sweatsuit  and  T 
shirt.  Seated,  he  hoists  a  size  10-and-a- 
half  Nike  onto  the  edge  of  the  table. 

Same  old  Jerry,  the  most  powerful 
person  in  television.  He's  got  more  clout 
than  Bill  Cosby,  more  currency  than 
Norman  Lear  and  more  appeal  than 
Roseanne.  Some  might  say  he's  got 
more  recognition  than  Disney.  Jerry  Sein- 
feld, in  fact,  may  just  be  the  purest 
brand  in  entertainment. 

"Every  human  being  is  a  brand," 
Seinfeld  says,  pulling  a  cucumber  out 
of  his  Virgin  Mary.  "The  way  you  social- 
ize, who  you  know,  what  you  say.  I  just 
had  the  good  fortune  of  being  in  this 
culture  when  there  was  a  market  for 
nice,  funny  guys." 

Nice,  funny  guy  is  a  brand  Seinfeld  has 
perfected.  When  developing  his  epony- 
mous sitcom  for  NBC  in  1989,  there  was 
thought  given  to  making  his  lead  charac- 
ter a  teacher.  Nah.  As  himself,  he  was  a 
successful  comic,  and  if  you  have  a 
brand  that  works,  the  best  way  to 
manage  it  is  to  leave  it  be. 

And  when  it  came  to  selling,  no 
celebrity  was  better  at  it  last  year  than 
Jerry  Seinfeld.  Forbes  estimates  that  he 
and  Larry  David,  co-creator  of  Seinfeld, 
will  split  some  $600  million  from  the 
show's  $2  billion  in  syndication  revenue. 
For  the  record,  they  haven't  seen  all  that 
money  yet,  but  they  did  earn  it  in  the 
1998  sale  to  TV  stations. 

"I'm  still  amazed  by  what  happened 
with  the  show,"  says  Seinfeld.  "When  we 
put  it  in  front  of  them,  it  was  like  dogs  at 
a  food  bowl." 

Seinfeld  retired  the  show  in  May  when 
he  was  still  number  one  on  TV.  Then  in 


August  he  buried  his  comedy  act  in  an 
HBO  mock  funeral.  Is  this  like  Michael 
Jordan  retiring  at  the  peak  of  his  game'3 
Sort  of,  except  that  there  is  no  physical 
reason  why  Seinfeld,  44,  can't  keep  pej 
forming  for  30  years. 

Since  the  "funeral,"  he  has  been 
courted  by  every  producer  in  the  busi- 
ness. NBC  would  love  to  have  him  on 
late-night  or  on  an  afternoon  talk  show.j 
Castle  Rock,  the  producer  of  Seinfeld, 
has  an  open  invitation  for  his  return.  It 
will  have  to  wait. 

"I  don't  know  what  I'm  going  to  do 
next,  but  I  do  know  how  I'm  going  to 
figure  it  out,"  he  says.  "I  stress  the  fun! 
damentals:  stand-up.  You  have  to  shut  | 
down  to  build  it  up." 

For  now  that  means  long  nights  at  bill 
Hard  tables  in  Manhattan.  He  surfed  fori 
the  first  time  in  Hawaii.  One  thing  he's 
not  doing,  he  says,  is  looking  at  sitcom  | 
scripts.  Instead,  he  ponders  creating  a 
boutique  advertising  agency;  he  pro- 
duces and  stars  in  American  Express 
commercials,  and  he  observes  himself 
and  his  surroundings  for  new  material. 

He  may  even  collaborate  with  Sean 
(Puffy)  Combs.  After  they  posed  for  this! 
issue's  cover,  Seinfeld  asked  Puffy  to  ;| 
some  of  his  famous  beats  beneath  the 
jokes  on  his  existing  comedy  album,  wit  | 
an  eye  toward  rereleasing  it.  Seinfeld's 
label,  Universal  Records,  is  cautious.  It 
fears  the  existing  albums — many  sitting  | 
unsold  in  stores — could  be  returned  in 
favor  of  the  new  one. 

Whatever  his  new  act,  he  assures  us| 
it  will  be  the  nice,  funny  Seinfeld  brand 
that  sold  so  well  before,  albeit  a  little 
older,  wiser,  and  certainly,  richer.  Will  ht| 
still  have  it?  The  final  show  of  his  series 
was  mildly  disappointing,  and  his  Super 
Bowl  commercial  was  confusing  and  no'  | 
funny.  But  huge  success  affords  a  long 
and  happy  wind-down.  Ask  Bob  Hope. 

"Everything's  a  potshot,"  muses  Seii  | 
feld.  "But  change  is  okay,  people  can 
handle  it.  They  see  puppies  grow  into 
dogs.  They  don't  flip  out."  — R.L.F  | 
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called  Sean  John,  and  hired  a  former 
Ralph  Lauren  marketing  executive  to 
run  it.  Jeans,  jackets,  collared  shirts  and 
T  shirts  will  be  sold  in  Maq''s,  Bloom- 
in  gdale's  and  specialty  stores  like  Fred 
Segal.  Puffy  will  promote  the  line  in  his 
videos,  concerts  and  personal  appear- 
ances. He's  also  courting  film  roles, 
establishing  a  TV  and  film  production 
arm,  and  exploring  new  media  deliver)' 
systems,  such  as  the  Internet. 

Star  power,  star  branding.  All  per- 
formers grope  for  it,  beginning  when 
they're  captive  vendor  to  a  producer  or 


CELEBRITY- 

ing  in  her  footsteps,  but  tracing  them 
backwards.  He  started  out  as  a  busi- 
ness owner,  then  became  a  star. 

Sean  Combs  was  born  in  Harlem 
and  raised  in  Mount  Vernon,  N.Y.,  ' 
where  his  mother  moved  the  3 -year- 
old  and  his  sister  after  their  father  was 
murdered.  As  a  kid,  Puffy  danced' at 
impromptu  hip-hop  parties  in  school- 
yards and  parking  lots. 

He  attended  Mount  St.  Michael 
Academy,  a  prestigious  high  school  in 
New  York  City,  and  studied  business  at 
Howard  University  for  two  years.  But 


Nothing  sells  like  sheen.  Puffy  in  his  element. 


business  owner  who  keeps  most  of  the 
spoils.  Screen  stars  were  so  situated  in 
the  days  of  Louis  B.  Mayer;  so  were 
Motown  singers  in  the  1950s;  profes- 
sional wrestlers  are  today  (see  p.  216). 

In  Act  II  the  performer  gets  an 
agent  and  extracts  a  heft)'  share  of  the 
economic  value  contained  in  celebrity- 
dom.  Professional  basketball  players 
get  to  keep  half  of  their  league's  rev- 
enues. Tom  Cruise  got  $70  million  for 
appearing  in  Mission  Impossible,  which 
is  almost  equal  to  what  the  company 
that  financed  the  movie  netted. 
Famous  chefs  seem  to  do  better  than 
the  silent  partners  who  finance  their 
kitchens. 

In  Act  III  the  performer  leverages 
celebrity  into  ownership  of  the  busi- 
ness. That's  what  Martha  Stewart  ill 
about.  Scan  (Puffy)  Combs  is  fallow- 


:S4 


Puffy'  favored  scamming  to  cramming, 
using  grant  money  to  rent  New  York 
nightclubs  and  hire  DJs  for  parties. 

In  1992  he  met  Andre  Harrell,  who 
ran  Uptown  Records,  a  label  then 
owned  by  mca  Records.  The  19-year- 
old  Combs  moved  into  HarreU's  New 
Jersey  home  and  helped  him  throw 
extravagant  parties.  It  was  Puffy's  first 
taste  of  "ghetto  fabulous."  Within  two 
years  Harrell  made  him  a  vice  president 
of  A&R  in  charge  of  finding  and  shep- 
herding talent  plucked  from  the  ghetto 
and  elsewhere. 

Combs'  first  success  was  Jodeci,  a 
four- member  group  from  North  Car- 
olina that  he  turned  into  a  gritty'  alter- 
native to  the  saccharine  Boyz  II  Men. 
He  had  them  wear  pants  below  their 
navels  and  chains  hanging  on  bare 
chests.  Then  he  transformed  Mary  J. 
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Blige,  a  singer  from  the  projects 
Yonkers,  NY.,  into  an  r&b/ 
crossover.  Both  became  top  sellers 

The     restless     Combs     want 
Uptown   to    branch   out   into 
tougher  sounds  of  rap.  Harrell,  fean 
Puffy's  ambitions,  fired  his  prott 
without  warning  in  1994. 

Combs  found  a  new  benefactoL 
Clive  Davis,  who  still  runs  bmg's  An 
Records.  Davis  and  Puffy  refuse  to  ( 
cuss  the  details,  but  industry  sour 
say  Davis  paid  Combs  $1.5  million  £ 
gave  him  creative  control  of  his  o~ 
label,  an  unheard-of  liberty  for  soni 
one  so  young.  Combs  has  since  hii 
Andre  Harrell  to  work  for  him. 

Combs  went  straight  for  the  l 
market  and  the  Notorious  B.I.< 
whose  real  name  was  Christopf 
Wallace.  He  was  Combs'  best  friei 
soulmate  and  prime  musical  ass 
Wallace,  a  former  drug  dealer  a 
thief,  was  the  "real  thing."  Wh 
Puffy'  produced  and  released  B.I.G 
first  album,  Ready  to  Die,  it  was  fill 
with  the  raw  and  tragic  reality  of  W 
lace's  life.  Ready  to  Die  became  a  i 
classic,  selling  2  million  copies. 

In  1997  Wallace  was  murdered, 
Los  Angeles  in  a  hail  of  drive-by  b: 
lets.  Puffy,  riding  in  a  car  in  front,  i 
to  his  side,  and  stayed  there  until 
died  in  the  hospital.  An  album  the  f 
had  just  completed,  Life  After  Dea 
sold  4  million  copies  in  the  U.S. 

Even  when  he  was  gone,  it  w 
Puffy's  tribute  song  to  his  pal,  "I'll 
Missing  You,"  that  drove  Puff 
1997  No  Way  Out,  his  debut  as  a  pi ' 
former,  to  5  million  in  U.S.  sal 
Puffy'  packaged  and  produced  it. 

Puffy'  now  talks  of  being  the  bla 
Frank  Sinatra.  He  certainly  has  t 
bad-boy  retinue.  Sinatra  was  idoliz 
by  millions  of  aspiring  ghetto  kids.  1 
during  his  40-year  career,  his  popul; 
ity  swung  from  swooning  highs 
gutter  lows.  All  along,  fans  gulp 
details  of  Sinatra's  swank)'  lifestyle  a 
scandalous  love  affairs. 

Puffy'  has  already  surpassed  Sinai 
with  his  attention-getting  lifesty 
Parties  he  threw  in  New  York  on  1 
rise  to  riches  were  frequented 
prominent  New  York  drug  dealers. 
January  a  melee  broke  out  at  his  Sup 
Bowl  party  in  Miami,  injuring  seve: 
fans.  When  rapper  Tupac  Shakur  v> 
murdered  in  Las  Vegas  in  1996,  it  w 
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Mildred,  cancel  the  Forbes  invitations" 


live  Davis,  the  65- 
year-old  chief 
executive  of  Arista 
Records,  is  turn- 
ing a  subtle  shade 
'   »f  crimson.  In  his  left  hand 
1   te  clutches  a  copy  of  Icon 
nagazine  with  a  supersized 
jicture  of  himself  on  its 
:over.  In  his  right  he  holds 
he  phone  he's  using  to 
simultaneously  berate  his 
wblicist  and  a  Forbes  editor, 
)Oth  2.500  miles  away. 

A  sidebar?  I'm  a  sidebar 
o  Puffy?"  Davis  screams 
rom  his  Beverly  Hills  hotel 
oom.  "Do  you  know  that 
'uffy  works  for  me?  Puffy 
:omes  to  my  Grammy  party! 
'uffy  comes  to  my  parties  in 
»i  >t.  Barts!  I  have  not  risen  to 
his  status  in  the  industry  to 
>  lea  sidebar  to  Puffy!" 
Immodest?  Perhaps.  Ego- 
istical? Sure.  But  he  has  a 
wint.  Clive  Davis  is  every- 
hing  Sean  Combs  aspires  to 
"-   )e.  Never  mind  David 
3effen,  the  showbiz  billion- 
ire  that  Combs  holds  out 
as  the  endgame.  Geffen  is  a 
Dit  out  of  Combs'  reach  right 
low.  Davis  is  not. 

Arista,  a  unit  of  Bertels- 
nann  Music  Group  (itself 
)art  of  a  German  publishing 
iant),  owns  half  of  Combs' 


Bad  Boy  Entertainment. 
Arista  also  owns  half  of 
LaFace  Records,  the  label 
run  by  R  &  B  hitmakers  Ken- 
neth (Babyface)  Edmonds 
and  Antonio  L.A.  Reid.  It  has 
record  deals  with  Whitney 
Houston,  Sarah  McLachlan 
and,  through  Arista 
Nashville,  Brooks  &  Dunn. 
Last  year  Davis'  extended 
family  racked  up  $450  mil- 
lion in  album  sales. 

How?  Davis  (who,  one 
aide  jokes,  thought  the  CD 


was  named  after  him)  has 
two  of  the  best  ears  in  the 
business — and  a  pit  bull 
approach  to  business.  A 
lawyer,  he  joined  CBS 
Records  (now  part  of  Sony 
Corp.)  as  assistant  counsel 
in  1960.  His  first  job  was 
keeping  Bob  Dylan,  the  rebel 
folksinger,  under  contract. 
Then  he  defended  the 
Columbia  House  Record 
club  from  antitrust  lawyers. 
By  1967  Davis  had 
leapfrogged  over  colleagues 


and  was  named  president. 

His  timing  was  nice. 

America  was  in  the  throes 
of  cultural  revolution.  At  the 
1967  Monterey  Pop  Festival, 
Davis  heard  Janis  Joplin's 
band,  Big  Brother  and  the 
Holding  Company.  He  imme- 
diately signed  Joplin  to  a 
record  deal.  He  leveraged 
that  connection  into  deals 
with  Carlos  Santana;  The 
Grateful  Dead;  Blood,  Sweat 
&  Tears;  Chicago;  and,  later, 
Bruce  Springsteen,  Billy  Joel 
and  Aerosmith.  Columbia 
prospered. 

Despite  the  success, 
Davis'  tenure  lasted  less  than 
a  decade.  He  was  fired  in 
1976  after  being  investigated 
for  expense  account  viola- 
tions (he  was  exonerated).  A 
year  later  he  took  the  helm  of 
an  irrelevant  Columbia  Pic- 
tures record  label,  renamed  it 
Arista  and  got  20%  of  the 
label's  equity.  BMG  bought 
Arista  in  1979. 

Once  again  Davis  used 
his  ears.  Hits  came  from 
Barry  Manilow,  Neil  Diamond 
and  Aretha  Franklin.  Then,  in 
1983,  with  soul  singer  Whit- 
ney Houston,  Davis  began 
his  run  at  R  &  B  and  rap, 
which  led  to  his,  er,  employ- 
ing Puffy.  -R.L.F. 


ought  to  be  the  result  of  an  East 
>ast/West  Coast  feud  in  which  Puffy 

:  is  a  central  character.  But  Puffy'  has 
ver  been  implicated  in  any  of  the 
ilence  around  him. 

Rap  music  is  a  contact  sport,"  says 
:ginald  Dennis,  former  music  editor 
the  Source  and  now  launching  his 
\n  magazine,  Manifest.  "You  learn  to 
cept  that  when  you  get  into  it." 
But  Puffy  is  much  more  shrewd 
an  Sinatra,  who  signed  a  document 

.  ving  up  43%  of  his  income  for  years 
bandleader  Tommy  Dorsey  and  his 
anager. 
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When  Combs'  platinum  sales  start- 
ed piling  up  (Bad  Boy  scored  more 
consecutive  gold  and  platinum  albums 
than  even  Berry  Gordy's  Motown  had 
in  its  early  days),  he  renegotiated  with 
Arista.  Puffy  and  his  advisers  were  too 
tight-lipped  to  even  discuss  previous 
reports,  but  in  1996,  sources  tell  us, 
Davis  gave  him  $10  million,  a  50% 
ownership  stake  and  the  right  to  buy 
back  his  master  recordings  and  Arista's 
50%  stake  in  2003.  Last  year,  with 
close  to  20  million  CDs  sold  from 
Mase,  B.I.G.  and  Puffy's  own  album, 
he  hit  Arista  for  another  $55  million 


as  an  advance  against  future  earnings. 
This  time  he  consulted  numerous 
industry  entrepreneurs,  including  bil- 
lionaire David  Geffen.  "I  told  them 
they  had  to  make  things  right.  I 
wanted  to  be  very,  very  rich,  right 
away,"  says  Puffy.  Davis  paid. 

"Puffy  is  making  history,"  says 
Davis.  "He  has  patterned  something 
very  unique  in  its  influence  on  lifestyle 
here  and  all  over  the  world." 

That  is  no  accident.  When  he  hit  the 
road  with  his  "Family"  tour  in  1997, 
Puffy  produced  a  video  promoting  the 
show,  airing  it  in  markets  he  visited. 
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,he  Rap  to  riches 


While   on   tour, 

made  daily  calls  to  his 

agent  at  icm  to  get     David  Geffen  sold  Geffen  Records  for  $545  million  in  1990,  with  $225  million 


Puff  Daddy 

Age:  29 


Russell  Simmons 

Age:  41 


Master  P 

Age:  28 


Chris  Schwartz 

Age:  37 


ticket  counts  and 
sales  rates.  If  a  city 
was  lagging,  he  or 
one  of  the  acts  went 
on  a  radio  show. 

As  an  artist  and  a 
label  owner,  Puffy 
makes  his  money  two 
ways.  When  Bad  Boy 
sells  a  CD  at  wholesale 
for  around  $10, 
Arista,  the  distributor, 
takes  about  15%  off 
the  top.  Then  it 
charges  back  costs  for 
manufacturing  and 
Bad  Boy's  50-person 
staff.  After  that  Bad 
Boy  deducts  expenses 
for  producing,  mar- 
keting and  promot- 
ing, and  pays  produc- 
er fees  and  artist 
royalties,  say  $1.20 
per  unit.  

In  the  end,  Arista 
and  Bad  Boy  will  split  $4  a  unit  in 
profit  on  a  platinum  CD.  When  it  is 
Puffy's  own  album,  he  makes  his  own 
artist  royalty  of  a  bit  more  than  $2  per 
unit.  He  also  earns  between  $2  million 
and  $3  million  a  year  producing  songs 
for  other  acts  and  labels.  Publishing 
rights  for  his  compositions  bring  in 
$2  million. 

Nice,  huh?  So  long  as  units  move. 
Any  sales  slowdown  reduces  publishing 
royalties — and  the  commercial  sheen 
that  enables  him  to  charge  $150,000 
to  produce  a  single  for  another  label. 
Puffy  remains  indebted  to  Arista  until 
he  sells  enough  albums  to  pay  die  $55 
million. 

That's  why  he  spends  so  much  time 
in  the  studio  these  days.  The  four 
albums  he's  recording,  including  his 
own,  are  probably  the  most  expensive 
in  the  business,  says  David  Lorenz, 
Puffy's  production  manager. 

Production  began  last  winter  in  the 
Bahamas.  After  a  month,  he  flew  his 
team  to  Atlanta,  then  to  Miami  for  a 
weeklong  Super  Bowl  bash.  He  is  fin- 
ishing the  albums  at  his  New  York 
studio  (built  with  Arista  money). 

In  all,  Vernon  Brown,  Puffy's  bus. 
ness  manager,  figures  the  albums  will 


in  sales.  Berry  Gordy  sold  Motown  Records  in  1993  for  $325  million,  with  $132 
million  in  sales,  nearly  all  from  catalog  albums.  Rap  labels  depend  on  the 
frequency  of  current  hits,  not  past  hits.  Estimates  are  based  on  peak  value. 


Record  label 


Value 


Bad  Boy  Records,  with  $130  million  in  fiscal 
1998  sales  is  the  most  reliable  and  diversified 
hitmaker.  If  history  continues  to  repeat,  Puffy's 
platinum  cachet  will  keep  him  on  top. 

Def  Jam  Records,  at  $180  million  in  sales, 
launched  with  Public  Enemy.  Now  it  is  hot  with  DMX, 
Jay-Z  and  Foxy  Brown.  Universal  Music  Group  recently 
purchased  the  40%  it  didn't  own  from  Simmons 
and  partner  Lyor  Cohen. 

No  Limit  Records,  with  $120  million  in  revenue, 
is  the  only  major  rap  label  owned  free  and  clear 
by  its  founder,  Percy  Miller.  Miller,  like  Puffy,  is  a 
major  producer,  but  he  records  only  rap.  There  is 
no  proof  it  can  sustain  its  recent  run  at  the  charts. 

Ruffhouse  Records,  with  sales  of  $126  million, 
was  an  instant  force  in  hip-hop  in  the  early  1980s  with 
Kris  Kross  and  Cypress  Hill.  Formed  a  partnership 
with  Columbia  Records  in  1986.  The  label  is  hot, 
but  dependent  on  the  Fugees  and  its  spinoffs. 


$250  million 


$240  million 


$230  million 


$175  million 


cost  some  $5  million,  not  counting 
video,  marketing  and  promotion.  The 
daily  cost:  as  much  as  $55,000. 

Puffy's  entourage — all  part  of  the 
floss — includes  his  mother,  2  sons,  a 
current  and  an  ex-girlfriend,  friends, 
assistants  and  artists.  There  is  a  person- 
al photographer,  a  videographer,  2 
assistants,  20  producers,  engineers  and 
writers,  a  bodyguard  and  a  writer  to 
pen  his  life  story. 

There  are  ways  to  offset  the  costs. 
Puffy  records  songs,  or  "joints."  What 
he  doesn't  use  for  himself  he  markets 
to  outsiders.  He  might  record  them 
with  his  in-house  producers,  the  Hit 
Men,  or  hire  an  outside  supplier.  Either 
way  he  will  touch  them  up  in  die  Puffy' 
style.  A  song  from  an  outside  producer 
might  cost  $25,000,  which  Puffy  can 
repurpose  for,  at  minimum,  $100,000. 
Of  the  100  joints  he  recorded  in 
Nassau  last  year,  Bad  Boy  will  need  30. 
The  rest  can  be  leveraged  elsewhere. 

Much  hangs  on  Puffy's  success  as  a 
musician.  The  hip-hop  girl  of  the 
moment.  Lain  yn  Hill,  sold  4  million 
copies  of  her  solo  album  for  Ruffhouse 
Records.  Her  uplifting  message  con- 
trasts sharply  with  Puffy's  tales  of  urban 
drama.  Meanwhile,  grim-  Def  Jam  has 


nine  of  Billboarl 
top  100  hits.  Cod 
put  out  only  thl 
R&B  albums,  two 
still  scrambling  to  J 
500,000  copies. 

The  other  risk 
that  his  empire  | 
brands  could 
overextended.  II 
restaurant  businesi 
littered  with  celebl 
failures.  Steven  Spl 
berg  and  partners  jl 
closed  Dive,  their  }| 
Angeles  eatery. 

Back  at  Sil«| 
Sound,  at  about! 
a.m.,  Combs  is  hij 
kered  down  amid 
aromatic  flicker  ofl 
gardenia  candll 
Around  him,  a  doq 
staffers  and  producl 
bob  to  the  mus[ 
Puffy  is  still,  his  o<| 
head  sunk  into  his  i 

hand,  his  right  spl 

ning  a  turntable.  11 
track,  a  hopeful  sale  by  a  visiting  pj 
ducer,  is  soft  and  silky,  but  Puffy's  i| 
thrilled. 

"It's  good,  it's  good,  but  my  joil 
be  draggin',"  he  tells  the  disappoinil 
producers.  "I  need  some  crazy,  ridi^ 
lous  joints,  joints  that'll  make 
dance." 

To  make  a  point,  he  whips  out  a  tl 
of  a  new  find,  G-Style,  a  rap  trio  fr<i| 
Nashville.  The  sound  booms  and 
eyes  pop  open  like  saucers.  He  wig§| 
his  head  in  a  wacky  kind  of  Egypt  I 
dance  move,  then  lays  down  the  mj 
keting  plan:  bring  die  group,  a  few  I 
Boy  soldiers  and  die  Bendeys  into  T 
nessee,  Georgia,  Virginia  a  I 
Louisiana.  Pump  the  music.  Toss  fly<| 
Flaunt  the  wealth. 

Let  others  make  judgments  abcl 
taste  and  style  and  Puffy's  place  amc 
the  African-American  music  gre; 
Forget  the  Sinatra  parallels.  Pu 
prefers  to  talk  about  his  brand,  his ! 
power — and  outdoing  the  bigg I 
white  rhythm  guy  of  them  all,  this  ( 
a  billionaire. 

"I'm  gonna  be  bigger  than  Dal 
Geffen,"  he  says.  "The  torch  has  to  | 
passed  to  somebody.  That's  the  o 
reason  I'm  in  the  game."  ■■ 
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Try  Iberia's  new  Intercontinental  Business  Class  and  enjoy  a  world  class  experience  on  a  world  class  airline. 
Iberia  gives  you  52  inches  of  room  between  your  economically  designed  seat  and  the  one  in  front. 
Relax  in  style  and  made-to-measure  comfort  wiling  away  the  time  watching  films,  sports  or  news  on 
your  individual  video  screen,  make  a  call  from  your  seat  on  your  personal  telephone  or  treat  your 
palate  to  a  Mediterranean  Cuisine  inspired  choice  of  three  menus,  among  many  other  possibilities. 
With  daily  nonstop  flights  to  Madrid  from  New  York,  Chicago  and  Miami,  and  connecting  services 
to  over  95  destinations  worldwide,  as  well  as  AAdvantage*  miles  wherever  you  fly  Iberia,  you'll 
have  no  doubt  as  to  why  Iberia  is  today  one  of  the  leading  business  airlines  of  the  world.  For 
reservations  contact  your  travel  agent,  call  Iberia  mm^^^m^m  ^m    £3 

Airlines  .it  1-800-772-4642,  or  visit  www.iberia.com/ingles  MM&bLbM V  wJ^ B 

The  Best  Kept  Secret  of  European  Travel. 
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Martha  Stewai 

"  Martha  Stewar 
Living  magazine 
circulation: 
2.1  million 

Web  traffic 
per  week: 
925,000  visitors 
•  Estimated  1991 
revenues  for 
Martha  Stewart    I 
Everyday:  $1  bilh 


It  takes  a  fair  amount  of  effort  to  convert  mere 
celebrity  into  brand  equity.  Entertainers,  athletes, 
authors  and  politicians  work  pretty  hard  at  it. 

Star  power, 

star  brands 


By  Ben  Pappas 

Let's    party!"     bellowed 
Minnesota        Governor 
Jesse  (The  Body)  Ventu- 
ra    from     the     Target 
Center  stage  two  months 
ago.  A  capacity  crowd  of 
14,000    roared    as    the 
onetime    pro    wrestler, 
clad  in  a  Jimi  Hendrix  T  shirt  and  skull- 
g   and -hoop  earrings,  struck  up  the  band. 
|   Rock  music  blared  as  the  inaugural  fes- 
1   tivities  drew  to  a  close. 

Politics?  No,  the  inaugural  antics  could 
I  better  be  understood  as  an  exercise  in 
Z  brand  management.  Someday  the  honor- 
£  able  public  servant  will  reenter  private 
<s  life,  where  his  earning  power  will  be  a 
i  function  of  how  much  attention  he  has 
z  attracted  in  the  meantime. 
I  Indeed,  Ventura  isn't  waiting  until  the 
|  end  of  his  term  to  start  capitalizing  on  his 
1  name.  Since  the  election  he  has  signed  a 
g  S500,000  contract  for  an  autobiography. 
5  Meanwhile,  the  governor  has  set  up  Ven- 
g  tura  For  Minnesota,  Inc.  to  license  Ven- 
3  tura  products  and  get  injunctions  against 
|  bootleggers  who  have  made  as  little  as 
i  $200  selling  cards  with  the  governor's 
J  image.  Now  there  is  an  official  line  of 
|  Ventura  action  figures  due  this  spring 

1  from  Toy  Boy  Man:  the  governor,  the 

2  Navy  seal  and  the  coach. 

2  Across  the  globe  and  far  from  any 
|  stage,  Ginger  Spice,  nee  Geri  Halliwell, 
§  embarked  on  her  new  job  as  a  United 
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Nations'  goodwill  ambassador  to  advo- 
cate women's  rights  around  the  world. 
Her  volunteer  work  for  the  UN  will  not, 
however,  get  in  the  way  of  her  career  as  a 
singer.  Indeed,  it  may  help  her,  since  the 
UN  may  attract  some  press  attention — 
and  press  attention  is  valuable  to  an 
entertainer.  Last  year  Halliwell  signed  a 
$3.2  million  recording  contract  with 
U.K.  music  giant  EMI. 


'It's  not  income  that  makes  me 
valuable,  and  it  has  nothing  to  do 
with  the  fact  that  I  am  an  entertainer. 

I  am  the  head  of 
a  company." 


-Martha  Stewart 


It  is  a  function  of  our  media-rich  age 
that  people  are  expected  to  turn  fame, 
even  notoriety,  into  cash.  Celebrities  cash 
in  by  building  brand  equity — name 
recognition — and  then  attaching  that 
equity  to  some  salable  product  or  service. 
It  could  be  a  book,  a  speech,  a  doll  or  a 
line  of  latex  house  paint.  It  could  be  four 
entirely  different  things  at  once.  Celebri- 
ty is  sometimes  fleeting,  so  if  you  are 
lucky  enough  to  achieve  it  you  should 
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exploit  it  in  as  many  ways  as  you  can, 
as  quickly  as  you  can. 

Most  celebrities  get  that  status  with 
their  looks,  their  musical  abilities, 
their  acting  talent  or  their  athletic 
prowess.  But  some  achieve  it  solely 
from  their  capacity  as  public  servants, 
and  some  with  scandal.  It  is  entirely 
within  our  expectations  that  a  Jesse 


Ventura,  a  Marcia  Clark,  a  George 
Stephanopoulos,  even  a  Monica 
Lewinsky,  would  capitalize  on  their 
name  recognition  by  selling  some- 
thing. In  our  master  ranking  of  the  - 
nation's  most  commercially  powerful 
celebrity  names,  which  begins  on 
page  203,  we  have  a  fair  sprinkling-of 
ex-politicians  and  other  public  figures, 


along  with  performers,  athletes  a| 
creative  types. 

Today's  big  stars  no  longer  rely 
just  one  revenue  stream.  The 
entertainers  are  platinum-level  sing 
who  become  bestselling  poets 
movie  stars.  Or  athletes  with  recc 
companies  and  fashion  lines.  Or 
moguls  who  establish  sports  age 


V  ^ 


/esse  (The  Body) 
Ventura 

Advance  for 
autobiography: 
$500,000 

Won  the  Minnesota 
governorship  with 
38%  of  the  vote 

Price  of  "Our  gov- 
ernor can  beat  up 
your  governor" 
bumper  sticker:  $2 
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Jennifer 
Love  Hewitt 

•  Worldwide  gross 
of  debut  film  /  Know 
What  You  Did  Last 
Summer: 

$100  million 

Option  price  for 
Hewitt's  first  film 
pitch:  $500,000 

•  Fall  1999  TV  salary: 
$100,000  per 
episode 


PS 

si 


'£* 


id  toy  companies.  All  have  their 
;hts  on  building  brand  equity,  much 
e  way  Coca-Cola  or  Buick  builds 
and  equity. 

Earlier  eras  had  crossover  acts. 
'ank  Sinatra  leveraged  his  voice  into 
jsuccessful  acting  career,  as  did  Elvis 
resley  a  few  years  later.  But  they 
Jere  the  exception.  Usually  when 
urs  branched  out,  they  did  so  solely 
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to  stoke  sales  of  the  core  business. 
The  Beatles  didn't  make  the  low- 
budget  flick  A  Hard  Day's  Night  to 
become  movie  stars.  It  was  made  to 
juice  record  sales. 

It's  different  now.  Expansion 
projects  now  are  hatched  strategically 
to  bring  in  more  bucks  and  build 
brand  recognition.  The  fans  who 
chaotically  chased  the  Beades  in  1963 


have  been  replaced  by  carefully  chore- 
ographed extras  in  the  Spice  Girls' 
$25  million  film  Spice  World.  The 
branding  works:  Of  the  estimated  $65 
million  the  Spicers  grossed  in  1998, 
only  $30  million  came  from  music 
sales.  The  rest  came  from  the  movie, 
books  and  merchandise. 

After  Jewel  Kilcher's  1995  debut 
album  Pieces  of  You  sold  ten  million 
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Savvy.  Sophisticated. 

The  perfect  silent  partner. 


PARK  AVENUE "BUICK 


copies,  she  followed  up  with  a  book 
of  poetry.  Critics  scoffed  when  Jewel 
released  her  slender  1998  volume,  A 
Night  Without  Armor,  but  it  was 
Jewel  who  had  the  last  laugh.  The 
book  earned  her  a  $2  million  advance 
and  sold  500,000  copies  Next:  a 
series  of  autobiographical  stories  due 
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in  June.  This  summer,  she'll  launch 
her  second  major  tour  and  in  Sep- 
tember will  star  in  director  Ang  Lee's 
Civil  War  drama  Ride  With  The  Devil. 
Jewel's  foray  into  film  is  an  invest- 
ment in  brand  recognition.  She's 
acting  for  scale:  $576  a  daw 

"Right  now  the  hip  thing  to  do  is 


get  a  musician  or  rapper  into  J 
acting  role,"  says  casting  direct 
Billy  Hopkins,  who  started  Made  ] 
na  on  her  acting  career  in  198!  i 
Desperately  Seeking  Susan.  Casti  I 
Madonna  back  then  was  a  questi  ] 
mark.  Nowadays,  he  says, 
would   be   considered   a   fool   i  I 
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issing  up  the  chance. 
Rap  music  is  burning  up  the  charts, 
id  it  follows  that  rap  is  giving  rise  to 
,o  of  the  entertainment  industry's 
ggest  cross-marketers:  Sean  (Puffy) 
ombs  (see  story,  p.  180)  and  his  lesser 
io\vn  alter  ego.  Master  P.  Among 
Laster  P's  ventures:  records,  film, 
Wishing,  clothing  and  toys. 
Rut  Master  P's  skills  aren't  con- 
ed to  entertainment.  Last  Novem- 
r  the  rapper  was  calling  plays  on 
ie  court  as  a  guard  for  the  Conti- 
mtal  Basketball  Association's  Fort 
avne  Fury.  He  didn't  need  the 
ctra  SI, 500  a  week,  but  his  brief 
ro  career  gave  his  fledgling  sports 
anagement  division  instant  credi- 
liry  "Films,  videos,  record  labels — 
's  everything  [Master  P]  has  his 
inds  on,"  says  Boston  Celtics  guard 
on  Mercer,  explaining  why  he 
gned  with  the  Master  P-founded 
[o  Limit  Sports  Management 
gency.  "The  way  I  look  at  it,  that's 
lore  exposure." 

Do  you  have  to  succeed  in  your 
'ossover  actr  Yes  and  no.  Shaquillc 
>'Neal,  the  7'1"  Los  Aigeles  Lakers 
:nter,  has  five  rap  albums,  but  only 
ie  first  one  sold  more  than  a  million 
:>pies.  His  film  Steel  grossed  a  paltry 
1.7  million — just  10%  of  its  pro- 


A  tale 

of  two  brand 

names 

Do  Jerry  Seinfeld  and  Oprah 
Winfrey  wake  up  in  the  morn- 
ing thinking  about  how  to  get 
more  visibility?  It's  probably 
more  subtle  than  that.  They 
are  probably  thinking  about 
brand  management. 

In  1993  ad  agency  Young 
&  Rubicam  established  its 
BrandAsset  Valuator  to  ana- 
lyze how  brands  are  built  and 
maintained.  The  group  gauged 
13,000  brands  in  differentia- 
tion (what  makes  brands 
unique),  relevance  (whether 
brands  have  meaning), 
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duction  budget.  "I  made  a  'D'  in 
drama  class,"  concedes  O'Neal.  "It's 
just  a  fun  game." 

Expensive  for  the  movie  producer, 
not  necessarily  bad  for  brand  equity. 
The  side  projects  may  have  helped 
broaden  the  field  of  advertisers  who 
paid  the  athlete  nearly  $10  million  last 
year  to  endorse  their  products. 

Jennifer  Love  Hewitt  worked  her 
way  up  from  teenybopper  TV-land  to 
the  big  time.  The  star  of  Fox  televi- 
sion's Party  of  Five,  Hewitt  recently 
inked  a  deal  for  her  own  spinoff  series 
to  premiere  this  fall.  The  deal  carries 
a  $1.3  million  guarantee  and  gives 
Hewitt  a  producer  credit,  a  theatrical 
component  and  per-episode  paycheck 
above  $100,000.  Good  money,  but 
Hewitt  is  already  a  seven-figure 
player.  The  surprise  hit  I  Know  What 
Ton  Did  Last  Summer  took  in  more 
than  $100  million  at  the  box  office 
and  propelled  Hewitt's  salary  to  $2 
million  a  film.  In  addition  to  one  new 
film  she'll  star  in  this  year,  Hewitt 
sold  her  own  screenplay  idea  to  New 
Line  Cinema,  which  scooped  it  up 
for  $500,000. 

"I  would  love  to  get  into  directing 
one  day,"  enthuses  Hewitt.  "I  like 
doing  everything."  Just  20  years  old, 
Hewitt  is  also  breaking  onto  the 


Seinfeld,  total  U.S.  adults 

'dlil"3ii!Hll5^^^^~*i-'* 

96.8% 
98.6% 

Bb6'2°72.5% 

L-AU                       62.4% 

Wl!P41-5%   722% 

1  Source  Young  &  Rubicam. 

In  1993  Oprah  looked 
like  a  niche  for  women. 
Her  esteem  grew  tremendously; 
now  she  looks  like  a  true 
leadership  brand. 

esteem  (how  highly  a  brand  is 
regarded)  and  knowledge  (how 
intimately  a  brand  is  known). 

We  asked  Belle  Frank, 
senior  vice  president  and 
director  of  corporate  research 


In  1993  Seinfeld's  high  level  of 
differentiation  indicates  a  building 
mode.  In  1997  knowledge  built  up, 
making  it  difficult  for  him  to  turn 
into  a  serious  actor. 

for  the  agency,  to  apply  her 
analysis  to  Jerry  and  Oprah. 
"We  think  it  is  okay  to  look  at 
celebrities  as  brands  because 
we  believe  they  operate  as 
brands,"  she  says. 


music  charts.  Her  single,  "How  Do  I 
Deal,"  debuted  at  No.  65  on  Bill- 
board's Hot  100. 

There's  a  lot  more  cross-media 
branding  than  there  used  to  be. 
"Rock  'n'  roll  set  itself  up  as  an  alter- 
native culture,"  explains  music  busi- 
ness veteran  Danny  Goldberg.  "No 
one  wanted  to  see  Jimi  Hendrix  in  a 
sitcom  or  a  Hollywood  movie." 
Today's  audiences  expect  it  from  the 
Oprahs,  the  Puffys,  the  Seinfelds. 
Their  high  visibility  has  been  bol- 
stered by  a  barrage  of  distribution 
channels  that  didn't  exist  for  the  likes 
of  Jimi  Hendrix:  cable  television, 
videocassettes,  CD-ROMs,  the  Inter- 
net. Of  course,  more  distribution 
means  more  competition  to  get  name 
recognition. 

Not  only  are  there  more  stars,  but 
their  half-life  is  considerably  shorter, 
especially  in  the  music  industry. 
Once  you  do  break  through  the  clut- 
ter you  run  the  risk  of  overexposure. 
Today  hit  singles  in  a  radio  station's 
rotation  play  70  times  a  week,  com- 
pared with  20  times  ten  years  ago. 
Throw  in  MTV,  movie  trailers,  ads, 
talk  shows  and  the  Internet,  and  a 
performer  can  receive  a  career's 
worth  of  exposure  with  one  record. 
One-album  wonders  such  as  1994's 


Should  Jerry  open  a  chain 
of  diners?  Should  Oprah  com- 
pete with  Weight  Watchers? 
One  thing  that  comes  out 
clearly  in  the  research  is  that 
even  the  most  recognizable  of 
brands  must  be  very  careful 
in  making  brand  extensions. 
Says  Frank:  "Microsoft  is 
strong  against  other  brands  in 
its  category  but  wouldn't  have 
an  edge  in  a  new  arena,  like 
theme  parks,  unless  it  cre- 
ates a  link  to  its  category,  or 
redefines  itself.  If  I  am  really 
highly  differentiated  as  a 
celebrity,  and  I  am  known  for 
one  thing,  then  I  might  be  in  a 
little  bit  of  trouble  taking  that 
next  leap." 

In  the  tables,  Young  & 
Rubicam  compares  Jerry 
and  Oprah  on  various  brand 
measurements.  -B.P. 
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Hootie  &  the  Blovvfish  and  1991's 
Spin  Doctors,  who  sold  15  and  4  mil- 
lion debut  records,  respectively,  van- 
ished from  the  music  scene  as  quickly 
as  they  came. 

Warner  Bros.  Records  President  Phil 
Quartararo  says  the  real  stars  will  be 
the  ones  who  can  create  an  image 
above  and  beyond  their  medium,  like 
Michael  Jordan.  "Michael  is  not  pro- 
moting a  song  or  a  movie,  he's  pro- 
moting an  image.  That's  what  stardom 
is  all  about." 

It  is  also  about  leveraging 
celebrity  into  business  equity. 
After  years  of  reinventing  herself 
as  pop  star  and  actress,  Madonna  is 
now  a  music  executive  as  well.  Her 
chunk  of  Maverick  Recording  Com- 
pany is  worth  $50  million.  Oprah 
Winfrey's  Harpo  Entertainment 
Group  produces  her  daily  talk  show — 
and  churns  out  feature  films,  TV 
movies  and,  lately,  Internet  content. 
She  is  approaching  billionairedom.  As 
a  talk  show  hostess  and  nothing  more, 
she  wouldn't  be. 

The  ultimate  hostess,  Martha  Stew- 
art, formed  her  own  multimedia  com- 
pany two  years  ago  after  splitting  off 
from  Time  Warner.  Martha  Stewart 
Living  Omnimedia  produces  a  TV  pro- 
gram that  airs  on  185  stations  and  a 
radio  show  that's  carried  on  260  sta- 
tions. Her  syndicated  column  appears 
in  220  newspapers.  Martha  Stewart 
Living  magazine  has  a  circulation  of 
2.1  million.  Her  Web  site  gets  3.7  mil- 
lion visitors  a  month.  In  her  spare  time 
she  writes  books:  more  than  25  of 
them  so  far.  Sales  of  household  prod- 
ucts bearing  her  Martha  Stewart 
Everyday  brand,  everything  from  patio 
chairs  to  house  paint,  should  top  $1 
billion  this  year. 

How  many  channels  of  distribution 
can  you  master?  "The  music,  movies, 
the  clothing,  it  is  all  a  part  of  the  pie 
we're  making,"  says  Raekwon  of  the 
rap  group  Wu-Tang  Clan,  during  a 
break  on  the  set  of  Black  and  White, 
a  film  expected  to  debut  this  vear  at 
Cannes.  Some  pie.  Their  clothing 
line,  Wu-Wear,  grossed  $15  million 
last  year.  As  Raekwon  pauses  to  con- 
sider the  success  of  his  fashion  line, 
he  laughs  through  his  gold  plated 
teeth:  "In  the  year  2005  u  might 
have  Wu-Tang  furniture  foi  ale  at 
Nordstrom."  ai 
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Singer,  TV  star,  movie  actress 

Singer,  author,  actress 

O  -1  -t 

c  c  o   : 

This  20-year-old  wunderkind  is 

The  winsome  folksinger  from 

Sic  : 

just  beginning  her  multichannel 

Alaska  has  come  a  long 

?l° 

career.  She's  the  star  of  upn's 

way  from  singing  in  coffee  bars 

number  one  sitcom,  Moesha,  has 

and  sleeping  in  her  car.  This 

x  ™  n 

a  multiplatinum  record  and  has 

spring  she  has  a  new  movie,  a 

O  m  i-     ■ 

now  moved  on  to  movies. 

new  book  and  a  new  tour  for  her 

gZJM 

<S>  o  r- 

Next  TV  film:  Double  Platinum, 

just-released  album  Spirit. 

8> 

opposite  Diana  Ross 

Albums  sold:  12  million 

c: 

Albums  sold:  8  million 

Poetry  book  advance: 

o   : 

Per-episode  fee  for  Moesha: 

$2  million 

i 

$75,000 

Film  salary:  $576  per  day 

o  , 

Modeling  contract:  $1.5  million 
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apper,  actor,  ex-CBA  point  guard 

letime  hoopster  Master  P  says  he 
tired  from  rapping,  but  that  won't 
op  this  producer.  His  record 
impany,  No  Limit,  is  proving 
be  one  of  the  most  successful 
artups  in  pop  music. 

evenues  from  sale  of  Master  P 

ill:  $190,000 

o  Limit  albums  sold  in  1998: 

3  million 

;lm  salary  1998:  $3  million 


beth  Hurley 


Actress,  model,  producer 

Hurley  is  Estee  Lauder's  face  du 
jour.  The  British  beauty  who 
helped  Mike  Myers  thaw  in  the 
movie  Austin  Powers  also  has 
her  own  production  company, 
Simian  Films. 

Film  price  tag:  $3  million 
1998  Estee  Lauder  paycheck: 
$2  million 

Budget  of  Hurley-produced 
Extreme  Measures  vs.  b.o.  take: 
$38  million/$17  million 


Dennis  Rodman 


Athlete,  actor,  freelance 
professional  wrestler 

Rodman's  showboating  is  a  perfect 
fit  for  his  new  team,  the  Los  Ange- 
les Lakers.  Teammates  Shaquille 
O'Neal  and  Kobe  Bryant  are  part- 
time  rappers.  Shaq  and  teammate 
Rick  Fox  also  act  on  the  side. 

1999  salary  with  the  Lakers: 

$500,000 

Converse  deal  for  playing 
in  Los  Angeles:  $3  million 
Wrestling  fee:  $1.5  million 


Jennifer  Lopez 


Dancer,  actress,  singer 

The  sassy  siren  from  the  South 
Bronx  landed  her  first  show 
business  role  as  a  Fly  Girl 
dancer  on  the  TV  show  In  Living 
Color.  She's  already  appeared  in 
nine  films,  including  Out  of 
Sight.  On  tap  for  1999:  her  own 
pop  album. 

1998  box  office:  $200  million 
Film  price  tag:  $5  million 
1998  L'Oreal  modeling 
paycheck:  $1  million 
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the  new  Visa  Signature  card  has  no  preset  spending  limit.* 


V 


ecause  life  comes  with  more  than  enough  limitations,  we  created  the  incomparable  Visa  Signi 
card.  Visa  Signature  is  th*  very  first  Visa  card  with  no  preset  spending  limit  and  a  revolving 
of  credit.  It  boasts  your  own  Concierge  Service  to  assist  in  your  travel  and  entertainment  plant 

•Individual  transactions  ore  authorized  by  Card  Issuers  based  on  (actors  such  as  account  history,  credit  record  and  payment  resources.  Card  Issuers  preset  upper  limits  for  revolving  balances  and  cashc 


Era 


your  38  handicap/ 


Visa  Signature 


lesfor  worldivide  travel,  and  unsurpassed  acceptance,  making  all  of  life's 
tions  not  quite  so. ..well,  limiting.  For  more  information,  please  visit  us  at    life 

'  ■••"'--«PH»  -123*  SfeT9  <W1# 

visa.com/signatureusa  or  call  1-888-847-2003.   It's  Everywhere  You  Want  To  Be! 


■  U.S.A.  Inc. 
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Money  and  power 


The  majority  of  the  celebrities  on  our  top 
100  list  are  either  athletes  or  enter- 
tainers—we have  40  of  each.  Lately, 
it's  been  harder  to  distinguish  between 
the  two.  This  year  bestselling  rapper 
MASTER  P  spent  two  months  playing 
point  guard  for  a  professional  basket- 
ball team.  Los  Angeles  Laker  center 
SHAQUILLE  O'NEAL  spends  his  time  away  from  the  free- 
throw  line  nurturing  his  music  and  acting 
careers.  This  discipline-blurring  isn't  lim- 
ited to  sports  and  entertainment:  From  ex- 
politicians  to  chefs,  celebrities  are  find- 
ing new  ways  to  extend  their  brand 
names  and  increase  their  earning  power. 
To  the  80  names  in  the  main  two  cate- 
gories, we  have  added  20  others  with  a 
diversified  assortment  of  tickets  to  fame: 
speechmakers,  pop  clergy,  chefs,  models 
and  purveyors  of  self-improvement 
guides,  among  others.  We  don't  include 
politicians  while  they  are  still  in  office. 
But  BILL  CLINTON  could  show  up  here  in  a  few  years  if  he 
goes  on  the  lecture  circuit. 

The  100  are  awarded  a  power  ranking  that  measures 
both  income  and  media  buzz.  The  income  figure  is  what 
the  name  earned  last  year;  the  buzz— a  blend  of  promi- 
nence on  the  Web,  on  magazine  covers,  on  radio  and 
television  and  in  newspaper  clippings— is,  in  a  way,  a 
measure  of  future  earning  power. 

Low-earning  MONICA  LEWINSKY  is  dead  last  among  the 
100  on  our  money  ranking  but  is  61st  in  the  composite- 
power  ranking.  It  may  not  last,  but  she's  got  visibility  now, 
and  she  can  presumably  turn  that  visibility  into  money. 


Hockey  player  SERGEI  FEDEROV  made  46  times  as  much  as 
Lewinsky  last  year,  but  didn't  command  the  same  degree  of 
attention;  he  ranks  79th. 

Like  their  wealthy  brethren  on  The  Forbes  400,  even  the 
most  publicity-hungry  celebrities  can  be  reluctant  to  talk 
about  money.  That  forces  us  to  make  estimates,  compiled 
from  interviews  with  attorneys,  managers,  agents,  execu- 
tives and  insiders. 
We  count  pretax  gross  income  when  it  is  earned,  not 
when  the  checks  are  cut.  Last  year,  for 
instance,  JERRY  SEINFELD  made  $267 
million  selling  the  syndication  rights  of 
his  television  show.  He  may  not  see  all  of 
that  for  a  few  years,  but  we  credit  him 
with  the  whole  jackpot  for  1998. 

In  the  case  of  celebrities  whose  wealth 
is  derived  from  private  companies,  we 
determine  income  based  on  their  owner- 
ship stake.  MARTHA  STEWART,  for  exam- 
ple, undoubtedly  pays  herself  far  less  than 
the  $18  million  we've  attributed  to  her. 
But  her  estimated  85%  ownership  of 
Martha  Stewart  Living  Omnimedia  would  be  worth  $18  mil- 
lion, had  earnings  been  distributed  as  a  dividend. 

For  athletes  we  include  salaries,  prizes  and  bonuses 
linked  to  their  performance,  endorsement  income,  licens- 
ing royalties  and  appearance  fees  from  activities  such  as 
autograph  signings  and  speeches. 

For  a  more  comprehensive  breakdown  of  the  stars  and 
their  earnings,  see 
www.forbes.com.  _  unViVN 

-Ben  Pappas 
and  Peter  Kafka 


*»ff* 


200 


Forbes  ■  March  22,  19! 


f 


I  I! 

m 
m 
iM 
ik 

fed 
Hi 

■I 

m 
rii 

is  r. 


More 

Reasons 

To  Choose 

The 

NetJets* 

Program 


More  Aircraft.  More  Choices. 


NetJets  Innovation 

Netjets  innovation  has  brought  sweep- 
ing change  to  the  concept  of  business 
jet  ownership.  With  the  introduction 
of  the  Netjets  fractional  aircraft 
ownership  program  in  the  U.S.  in  1986 
and  Europe  in  1996,  we  revolutionized 
the  business  aviation  marketplace. 
Aircraft  ownership  is  now  justifiable 
and  affordable  for  more  companies 
and  individuals  than  ever  before. 

The  Netjets  program  allows  you 
to  purchase  a  fractional  aircraft  interest 
for  as  little  as  l/8th  the  purchase  price 
of  a  full  aircraft.  You  purchase  only 
what  you  need  to  fulfill  your  business 
and  personal  transportation 


requirements  and  enjoy  guaranteed 
availability,  costs,  and  liquidity. 

More  Aircraft 

As  the  world's  largest  purchaser  of 
business  jet  aircraft,  Netjets  offers  the 
broadest  selection  of  the  finest  light, 
midsize  and  large  cabin  aircraft  in 
the  world.  Because  we  are  not  a 
manufacturer,  we  choose  the  best 
aircraft  from  the  world's  leading 
manufacturers  including  Boeing, 
Cessna,  Dassault  Falcon,  Gulfstream 
and  Raytheon.  And  most  importantly, 
your  Netjets  aircraft  is  factory- 
maintained  through  a  worldwide 
network  of  maintenance  facilities. 


More  Choices 

Netjets  operates  far  more  private 
business  jets  than  anyone  in  the 
world.  The  size  of  the  Netjets  fleet 
allows  us  to  provide  the  fastest 
response  and  the  broadest  coverage 
to  meet  your  needs  anywhere  in  the 
world.  Our  large  selection  of  aircraft 
types  allows  you  to  interchange  to 
the  aircraft  type  that  best  suits  your 
travel  mission.  In  addition,  ownership 
in  our  Netjets  program  guarantees 
you  access  to  our  fleet  of  Netjets 
airplanes  in  Europe  on  an  interchange 
basis.  Netjets  provides  the  most 
flexible,  tailored  solutions  to  meet 
your  business  and  personal  needs. 


Gulfstream  V 
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Money  and  power 


The  majority  of  the  celebrities  on  our  top 
100  list  are  either  athletes  or  enter- 
tainers—we have  40  of  each.  Lately, 
it's  been  harder  to  distinguish  between 
the  two.  This  year  bestselling  rapper 
MASTER  P  spent  two  months  playing 
point  guard  for  a  professional  basket- 
ball team.  Los  Angeles  Laker  center 
SHAQUILLE  O'NEAL  spends  his  time  away  from  the  free- 
throw  line  nurturing  his  music  and  acting 
careers.  This  discipline-blurring  isn't  lim- 
ited to  sports  and  entertainment:  From  ex- 
politicians  to  chefs,  celebrities  are  find- 
ing new  ways  to  extend  their  brand 
names  and  increase  their  earning  power. 
To  the  80  names  in  the  main  two  cate- 
gories, we  have  added  20  others  with  a 
diversified  assortment  of  tickets  to  fame: 
speechmakers,  pop  clergy,  chefs,  models 
and  purveyors  of  self-improvement 
guides,  among  others.  We  don't  include 
politicians  while  they  are  still  in  office. 
But  BILL  CLINTON  could  show  up  here  in  a  few  years  if  he 
goes  on  the  lecture  circuit. 

The  100  are  awarded  a  power  ranking  that  measures 
both  income  and  media  buzz.  The  income  figure  is  what 
the  name  earned  last  year;  the  buzz— a  blend  of  promi- 
nence on  the  Web,  on  magazine  covers,  on  radio  and 
television  and  in  newspaper  clippings— is,  in  a  way,  a 
measure  of  future  earning  power. 

Low-earning  MONICA  LEWINSKY  is  dead  last  among  the 
100  on  our  money  ranking  but  is  61st  in  the  composite- 
power  ranking.  It  may  not  last,  but  she's  got  visibility  now, 
and  she  can  presumably  turn  that  visibility  into  money. 


Hockey  player  SERGEI  FEDEROV  made  46  times  as  much  as 
Lewinsky  last  year,  but  didn't  command  the  same  degree  of 
attention;  he  ranks  79th. 

Like  their  wealthy  brethren  on  The  Forbes  400,  even  the 
most  publicity-hungry  celebrities  can  be  reluctant  to  talk 
about  money.  That  forces  us  to  make  estimates,  compiled 
from  interviews  with  attorneys,  managers,  agents,  execu- 
tives and  insiders. 
We  count  pretax  gross  income  when  it  is  earned,  not 
when  the  checks  are  cut.  Last  year,  for 
instance,  JERRY  SEINFELD  made  $267 
million  selling  the  syndication  rights  of 
his  television  show.  He  may  not  see  all  of 
that  for  a  few  years,  but  we  credit  him 
with  the  whole  jackpot  for  1 998. 

In  the  case  of  celebrities  whose  wealth 
is  derived  from  private  companies,  we 
determine  income  based  on  their  owner- 
ship stake.  MARTHA  STEWART,  for  exam- 
ple, undoubtedly  pays  herself  far  less  than 
the  $18  million  we've  attributed  to  her. 
But  her  estimated  85%  ownership  of 
Martha  Stewart  Living  Omnimedia  would  be  worth  $18  mil- 
lion, had  earnings  been  distributed  as  a  dividend. 

For  athletes  we  include  salaries,  prizes  and  bonuses 
linked  to  their  performance,  endorsement  income,  licens- 
ing royalties  and  appearance  fees  from  activities  such  as 
autograph  signings  and  speeches. 

For  a  more  comprehensive  breakdown  of  the  stars  and 
their  earnings,  see 
www.forbes.com 


-Ben  Pappas 
and  Peter  Kafka 
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Yo  quiero 
residuals 


You  wouldn't  recognize 
Carlos  Alazraqui  at  the 
checkout  line,  but  you  prob- 
ably know  his  voice:  It's  the 
bark  behind  Taco  Bell's  talking  Chi- 
huahua, the  pooch  that  delivers  the 
"Yo  quiero  Taco  Bell"  punch  line. 
The  ads  are  so  popular  that  the 
Mexican  fast-food  chain  made 
nearly  two  dozen  of  them  last  year. 
Alazraqui's  five-year  contract  pays 


Driven  by  her  single  from  the 
Titanic  soundtrack,  Celine 
owned  the  airwaves  last  year. 
What  will  all  those  fans  do 
when  she  decides  to  hit  the 
links  for  a  year? 


Talk  about  beating  a  dead 
horse.  Payback  may  be  the 
Aussie's  latest  shoot  'em  up, 
but  it  was  last  year's  Lethal 
Weapon  4  that  brought  home 
the  loot.  Gibson's  payday? 
Hollywood's  biggest  in  '98. 


ENDELSOHN/  CORBIS 


KELLY  JORDAN,'  GLOBE  PHOTOS 
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Garth  Brooks         $54 

# 

"You  have  to  think  Disney  when 
you  think  Garth,"  says  one  of 
this  country  boy's  executive 
fans.  That  may  be  hyperbole, 
but  Brooks  is  the  biggest  coun- 
try star  on  the  planet. 

him  more  than  $100,000  a  year, 
but  the  36-year-old  actor  has  lofti- 
er goals — using  his  newfound 
celebrity  to  land  on-screen  roles: 
"I  don't  mind  being  known  as  the 
Taco  Bell  dog  guy,  but  that's  not 
all  I  want  to  do." 

Alazraqui  had  better  be  content 
with  his  doggie  dinero.  At  best, 
high-profile  voice-over  work 
seems  to  lead  to,  well,  more 
voice-over  work. 

Elwood  Edwards,  the  source  of 
America  Online's  chipper  "You've 
got  mail,"  is  now  a  star  among  his 
neighbors  in  Orrville,  Ohio  (pop. 
7,955).  The  local  fame  has  given 
the  49-year-old  voice-over  veteran 
the  chance  to  do  more  local  radio 
and  TV  ads. 

Lorraine  Nelson  would  settle  for 
that.  Nelson,  44,  has  provided  the 
helpful  voice — "invalid  entry" — on 
Lucent  Technologies'  Audix  voice 
mail  systems  since  1986.  Lucent 
estimates  that  Americans  hear  her 
voice  100  million  times  a  day.  But 
Nelson  isn't  paid  based  on  expo- 
sure. Instead,  she  gets  a  little 
more  than  scale  ($333  for  the 
first  hour  of  taping,  $97.50  for 
each  successive  half-hour)  and 
doesn't  get  residuals.  "I'm  not 
getting  rich  on  this,"  Nelson  says. 
"I'm  getting  by." 

Then  there's  J.  Russell 
Leatherman,  who  generates  the 
bombastic  "Mr.  MovieFone"  voice 
for  the  listing  and  ticketing  ser- 
vice. Leatherman's  over-the-top 
delivery  has  generated  enough 
cultural  currency  to  merit  a  Sein- 
feld subplot  and  occasional 
cameos  reading  Top  10  lists  on 
David  Letterman.  Leatherman's 
hourly  rate?  Zilch.  But  Leather- 
man  is  getting  by.  As  president  of 
MovieFone,  Leatherman  takes 
home  a  six-figure  salary.  And  the 
deal  MovieFone  struck  last  month 
to  sell  out  to  America  Online 
values  his  3.1%  stake  in  the  com- 
pany between  $4.6  million  and 
$6.2  million. 

-Peter  Kafka 
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More  Service  and  Support. 


More  Service  and  Support 

The  extraordinary  Netjets 
Infrastructure  includes  the  most 
advanced  management  software 
system  in  the  aviation  industry. 
As  a  Netjets  owner,  you'll 
experience  the  most  personalized 
transportation  service  in  the  world. 
Last  sear,  we  flew  over  100,000 
trips  tor  our  Netjets  owners  to  over 
90  countries.  You'll  enjoy  superior 
management  of  every  aspect  of  your 
aircraft  with  totally  predictahle  costs 
and  no  surprises  —  all  at  a  fraction 
of  the  cost  of  full  aircraft  ownership. 


The  Netlets  Program 
Worldwide 

Today,  our  Netjets  fractional  aircraft 
ownership  programs  are  available  in 
the  U.S.  and  Europe.  Expansion  plans 
are  under  way  to  the  Pacific  Rim, 
Middle  Fast  and  South  America. 

The  Industry  Leader 

Netjets  offers  the  broadest  selection  of 
the  world's  finest  aircraft  with  more 
choices,  more  service  and  support, 
and  the  best  financial  options.  In  the 
last  three  years,  we  have  purchased 
over  1/3  of  the  worlds  business  jet 
aircraft  worth  over  $8  billion.  In  1998, 
our  leadership  position  and  market 


commitment  were  again  confirmed 
when  Warren  Buffett  made  Netjets 
part  of  the  Berkshire  Hathaway 
Company. 

So  choose  Netjets  and  find  out 
how  easy  and  affordable  the 
ultimate  in  business  and  personal 
transportation  can  be.  In  the  U.S. 
call  1-800-821-2299.  In  Europe  call 
41-41-798-1616. 


Netjets: 
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Show  me  the  zeros 
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'I'm  not  the  best 

rapper  in  the 

business, 

but  I  am  the  best 

entertainer. 


Show  business  is  a  curious  indus- 
try. While  entertainment  behe- 
moths, the  patrons  of  pop  culture's 
commercial  arts,  struggle  to  sus- 
tain profit  margins,  their  product, 
the  celebrity,  runs  off  with  the  spoils. 

Consider:  Operating  profits  (net  before 
depreciation,  interest  and  taxes)  for  movie 
and  TV  studios  have  fallen  from  1 1  %  of  rev- 
enue in  1 990  to  9%  in  1 997,  according  to 
investment  bank  Veronis,  Suhler  &  Associ- 
ates. The  top  actor's  salary  in  that  time  just 
about  doubled,  to  $20  million. 

The  record  business  is  grappling  with  an 
uncertain  future,  but  its  stars  still  get  paid 
top  dollar.  Network  televi- 
sion is  falling  off  a  cliff,  yet 
Jerry  Seinfeld,  Paul  Reiser, 
Helen  Hunt,  Tim  Allen  and 
even  Bryant  Gumbel — pull 
in  seven-figure  salaries  for 
shows,  proven  or  unproven. 
Long-term  growth?  Nah, 
this  is  a  hit-driven  business. 
Luck  is  no  small  part  of  it. 

Through    an    obsession 
with  tabloid  gossip  sheets 


itself  as  entertainment,  writes  Neal  Gable* 
in  his  recently  published  book,  Life  the 
Movie.  And  the  trend  is  toward  an  ever 
expanding  clutter:  glossy  magazines,  float 
ing  resorts,  flickering  distractions  on  TV 
and  computer  monitors,  fanciful  movie 
houses  and  sports  arenas  approaching  the 
size  of  the  Taj  Mahal. 

"Why  would  you  want  to  work  for  a  living 
if  you  could  just  joke  around?"  chuckle; 
last  year's  big  winner,  Jerry  Seinfeld 
"Being  a  celebrity  expands  your  commer 
cial  possibilities." 

Individuals  get  rich,  companies  ge 
strapped.  That's  the  law,  and  the  guys  cut 
ting  the  checks  keep  adding  more  zeros 
Rupert  Murdoch  calls  it  "partnership.' 
NBC's  Donald  Ohlmeyer  labels  it  scorpion: 
in  a  jar.  Sumner  Redstone  calls  it  just  plait 
necessity.  No  matter  how  you  look  at  it,  th 
lunatics  are  running  the  asylum. 

-Robert  La  Franco  and  Ben  Pappa 
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I'll  meet 

I  j  wnn  lamoiu  gossip  sneeis 

3IiyuOQy  Oil    and  television-fed  reality, 

a  stage 
and  I  will 


His  handyman  schti 
was  a  lifesaver  for  £  | 

ABC,  but  now  the  sh  | 
looks  shopworn.  No 
matter;  Tim's  locked  | 
syndication  profits. 
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Yo  quiero 
residuals 
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ou  wouldn't  recognize 
Carlos  Alazraqui  at  the 
checkout  line,  but  you  prob- 
ably know  his  voice:  It's  the 
bark  behind  Taco  Bell's  talking  Chi- 
huahua, the  pooch  that  delivers  the 
"Yo  quiero  Taco  Bell"  punch  line. 
The  ads  are  so  popular  that  the 
Mexican  fast-food  chain  made 
nearly  two  dozen  of  them  last  year. 
Alazraqui's  five-year  contract  pays 


It's  a  good  thing  actors  age 
more  gracefully  than  most 
actresses:  Ford  still  wins  kudos 
for  his  sex  appeal.  Sure  it's 
unfair,  but  box  office  receipts 
don't  lie. 


His  trademark  line  is  "Uhh."  In 
show  biz,  the  executives  say 
"Wow!"  P.  made  more  than  any 
other  rapper  last  year,  thanks  to 
some  platinum  records  and  his 
ms. 


/  GLOBE  PHOTOS 
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i  Adams  ms\u%\  what  the 
doctor  ordered  for  the  career  of 
this  $20-million-per-movie 
comic.  With  a  domestic  gross  of 
$128  million,  the  film  cured 
Universal  Pictures'  blues,  too. 


Mel  Gibson 


about  beating  a  dead 
horse.  Payback  may  be  the 
Aussie's  latest  shoot  'em  up, 
but  it  was  last  year's  Lethal 
Weapon  4  that  brought  home 
the  loot.  Gibson's  payday? 
Hollywood's  biggest  in  '98. 
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Celine  Dion          $55.5 

Driven  by  her  single  from  the 
Titanic  soundtrack,  Celine 
owned  the  airwaves  last  year. 
What  will  all  those  fans  do 
when  she  decides  to  hit  the 
links  for  a  year? 

KELLY  JORDAN/  GLOBE  PHOTOS 


Garth  Brooks         $ 
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S.                      J  "You  have  to  think  Disney  w 
|                      !fl  you  think  Garth,"  says  one  c 
!                    Mm  this  country  boy's  executive 
*.                    I  fans.  That  may  be  hyperbole 
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him  more  than  $100,000  a  year, 
but  the  36-year-old  actor  has  lofti- 
er goals — using  his  newfound 
celebrity  to  land  on-screen  roles: 
"I  don't  mind  being  known  as  the 
Taco  Bell  dog  guy,  but  that's  not 
all  I  want  to  do." 

Alazraqui  had  better  be  content 
with  his  doggie  dinero.  At  best, 
high-profile  voice-over  work 
seems  to  lead  to,  well,  more 
voice-over  work. 

Elwood  Edwards,  the  source  of 
America  Online's  chipper  "You've 
got  mail,"  is  now  a  star  among  his 
neighbors  in  Orrville,  Ohio  (pop. 
7,955).  The  local  fame  has  given 
the  49-year-old  voice-over  veteran 
the  chance  to  do  more  local  radio 
and  TV  ads. 

Lorraine  Nelson  would  settle  for 
that.  Nelson,  44,  has  provided  the 
helpful  voice— -"invalid  entry" — on 
Lucent  Technologies'  Audix  voice 
mail  systems  since  1986.  Lucent 
estimates  that  Americans  hear  her 
voice  100  million  times  a  day.  But 
Nelson  isn't  paid  based  on  expo- 
sure. Instead,  she  gets  a  little 
more  than  scale  ($333  for  the 
first  hour  of  taping,  $97.50  for 
each  successive  half-hour)  and 
doesn't  get  residuals.  "I'm  not 
getting  rich  on  this,"  Nelson  says. 
"I'm  getting  by." 

Then  there's  J.  Russell 
Leatherman,  who  generates  the 
bombastic  "Mr.  MovieFone"  voice 
for  the  listing  and  ticketing  ser- 
vice. Leatherman's  over-the-top 
delivery  has  generated  enough 
cultural  currency  to  merit  a  Sein- 
feld subplot  and  occasional 
cameos  reading  Top  10  lists  on 
David  Letterman.  Leatherman's 
hourly  rate?  Zilch.  But  Leather- 
man  is  getting  by.  As  president  of 
MovieFone,  Leatherman  takes 
home  a  six-figure  salary.  And  the 
deal  MovieFone  struck  last  month 
to  sell  out  to  America  Online 
values  his  3.1%  stake  in  the  com- 
pany between  $4.6  million  and 
$6.2  million. 

-Peter  Kafka 
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Digital  hero? 

We've  got  sci-fi  creative  genius  George  Lucas  in 
with  other  celebrity  filmmakers.  But  he's  a  cross 
case,  almost  more  a  business  owner  than  the  o 
of  a  famous  name.  His  talents  are  as  much  like  t 
of  Bill  Gates  as  those  of  Steven  Spielberg  and  James  Camer 
Three  years  ago  Lucas  asked  Sony  Corp.  to  develop  a  new 
of  digital  cameras  and  projectors  for  the  filming  and  exhibitic 
the  Star  Wars  trilogy's  last  chapter,  to  be  released  after  2i 
Independent  filmmakers  have  used  digital  cameras  for  y 
(they're    easier   to 


P 


operate  and  cut 
down  on  editing 
costs).  But  Hollywood 
never  embraced 
them,  because  the 
picture  quality  was 
poorer  than  that  of 
celluloid  film. 

Sony     hopes    to 

improve  picture  quality  with  its  latest  digital  technology.  Lucas  will  lease  the  new 
cameras,  likely  for  less  than  he  pays  for  traditional  equipment. 

Digital  technology  could  hypothetical^  allow  him  to  beam  movies  via  satellite 
from  his  Skywalker  Ranch  in  Northern  California  directly  to  theaters.  This  would 
give  Lucas  more  control  over  distribution.  Only  theaters  equipped  with  his  THX 
system  or  with  similar  picture  and  sound  quality  will  get  his  movie.  By  reducing  dis- 
tribution costs,  he  would  get  more  of  the  movie's  gross  receipts. 

Leading  the  digital  charge  is  nothing  new  for  Lucas.  His  Industrial  Light  &  Magic 
was  the  first  to  create  a  complete  scene  using  digital  special  effects  in  1982. 
Since  then  ILM  has  been  at  the 
forefront  of  the  special  effects 
business  with  films  like  Jurassic 
Park  and  Forrest  Gump. 

If  Lucas'  latest  gamble  pays 
off,  you  can  bet  Steven  Spielberg 
won't  be  far  behind. 

-Carleen  Hawn 


churning  out  the  popular  car- 
toons for  Fox.  First  Beavis  & 
Butthead  and  then  King  of  the 
Hill.  Who  ever  said  there  was 


no  artistry  to  pop  culture? 


TOM  RODRIGUEZ/ GLOBE  PHOTOS 


David  Copperfield  $49.5 


Copperfield  streamlined  his 
tour  operation  and  now  runs 
one  of  the  tightest  ships  in 
show  business.  The  main  mar- 
kets for  his  schmaltzy  brand  of 
wizardry?  People  who  want  to 
believe  in  magic. 


Eddie's  branched  into  TV — and 
social  commentary — with  his 
new  claymation  show,  The  Pis, 
on  Fox.  But  Murphy  continues 
to  make  it  on  the  big  screen 
with  hits  like  Dr.  Dolittle. 


DEAN  FREEMAN/  OUTLINE 


t  WHITE/  OUTLINE 


Spice  Girls 


Ginger  Spice  left  the  band  for 
a  career  in  politics.  Now  the 
girlie  group's  future  appears 
headed  the  way  of  New  Kids 
on  the  Block  and  The  Mon- 
kees.  But,  hey,  Kiss  came 
back. 


John  Travolta 


Rumors  abound  that  Scientol- 
ogist Travolta  wants  to  pro- 
duce a  $70  million  version  of 
L  Ron  Hubbard's  Battlefield 
Earth.  He  claims  the  film  is 
"like  Star  Wars,  only  better." 


ARMANDO  GALLO/  RETNA  LTD 
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Judging  by  its  slip  in  tl 
ings,  his  Mad  About  Yc 
sitcom  is  no  longer  fun 
the  execs  at  NBC.  Gooc 
he  already  has  a  piece 
show's  syndication  revi 


MITCH  GER8ER/C0RBIS 


Despite  competition  fn 
UPN's  hot  new  cartoon 
of  Dilbert,  Drew  Carey  i 
television  viewers'  fav< 
goofy,  bespectacled  ofl 
drone  in  short  sleeves 
really  bad  haircut. 
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Easy,  compared 
to  fending  off 
a  hostile  takeover 


Defending  yourself  against  an  unsolicited  takeover  attempt  can 
be  a  lonely  business.  That's  why  you  need  J. P.  Morgan. 
We  have  a  dedicated  team  of  M&A  specialists  who  draw  on 
years  of  experience  to  offer  the  agility,  clear  thinking,  and 
thoughtful  advice  critical  to  a  successful  takeover  defense. 
Our  grasp  of  the  state-of-the-art  legal  and  financial 


techniques  needed  to  defend  against  hostile  attacks  has  made 

us  a  leader  in  the  defense  arena. 

To  find  out  how  Morgan  can  help  when  it  matters  most, 

call  Jimmy  Elliott  at  (212)  648-9056  or  Shane  Wallace  at 

(212)648-3707. 


J  P  Morgan 


strategic  advice  •  mergers  &  acquisitions  •  debt  &  equity"  capital  raising  *  straps  &  derivatives  •  credit  arrangement  &  loan  syndication  •  sales  &  trading  •  asset  management 

©  1999  J  P.  Morgan  &  Co.  Incorporated.  J. P.  Morgan  Securities  Inc.,  member  SIPC.  J.P  Morgan  is  Ihe  marketing  name  for  J  P.  Morgan  &  Co.  Incorporated  and  for  its  subsidiaries  worldwide. 
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The  Rugrat  pack 

You  dumb  babies!"  With  that  epithet  Angelica 
Pickles  helped  make  Nickelodeon's  Rugrats  the 
nation's  number  one  TV  show  among  kids. 
Never  mind  that  Angelica  is  just  an  animated 
toddler.  Rugrats  now  attracts  some  18  million  viewers 
every  week,  making  it  the  cable  channel's  most 
popular  show. 

As  Nickelodeon  knows,  entertaining  kids  is  anything 
but  dumb.  The  Viacom  unit  spun  Rugrats  into  a  full- 
length  feature  film  last  year.  A  mere  $20  million  to 
make,  the  movie  grossed  almost  $100  million.  Throw  in 
international  and  domestic  sales  of  home  videos,  adver- 
tising, licensing  deals  and  a  live  U.S.  tour,  and  Rugrats 
generated  over  $1  billion  in  revenue  last  year  alone. 
Nickelodeon  also  scored  big  with  Blue's  Clues,  a 
show  featuring  a  floppy-eared  blue  puppy  and  its 
master.  Last  June  FAO  Schwarz  kicked  off  a  merchan- 
dising blitz  for  Blue  that  was  the  biggest  product  launch 
in  the  store's  136-year-history.  The  event  attracted 


7,000  shoppers. 

Can  Blue  and 
Angelica  maintain  their  hold 
on  fans?  Children  just  grow 
up  too  fast — and  are 
faddish  in  their 
tastes.  With  more 
competition  for  kids' 
attention,  the  reign  of 
kiddie  entertainers  at  the  top 
is  becoming  ever  shorter.  Just  ask  Barney,  whose 
number  one  position  at  PBS  was  usurped  by  a  bespec- 
tacled aardvark  named  Arthur. 

Two  shows  that  will  likely  pick  up  any  slack:  Teletub- 
bies,  which  targets  the  under-3-year-old  crowd  (and  is 
currently  getting  a  free  promotional  push  from  Jerry  Fal- 
well)  and  Little  Bear,  based  on  the  books  illustrated  by 
Maurice  Sendak  of  Where  The  Wild  Things  Are  fame. 

-Colleen  Mastony 
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BEAUTIFULLY    DESIGNED. 
POWERFULLY    BUILT. 
GENETICALLY    ENGINEERED 


•  fMC 


^^     The  GMC  Yukon  Denali  is  the  great-great-grandchild  of  trucks  that  helped  win 

—  I   XI  I       I  L_  I      wars,  put  out  fires,  and  break  the  sound  barrier.  Not  the  typical  stuff  of  a  luxury 

utility  vehicle.  But  add  to  that  four  seats  with  heated,  leather  seating  surfaces,  a  Bose*  Acoustimass® 

i  system,  refined  suspension,  and  a  powerful  255-horsepower  Vortec  V8  engine,    j 

ou  have  a  new  height  of  luxury.  Call  1t888-GMC-DENALI  or  www.denali.gmc.com.    Do  one  thing.  Doit  well:" 
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n  the  Titanic  memorial  graveyard     ber  of  Commerce  when  they  could 


Scotia,  there  is  a  J.  Dawson 
headstone.  Thanks  to  James 
Cameron's  blockbuster  Titanic, 
Dawson  received  a  few  more  visitors 
this  past  year. 

When  a  movie  hits,  so  does  its 
location.  According  to  Roger  Riley, 
an  Ithaca  College  associate  profes- 
sor who  specializes  in  film  tourism, 
The  Bridges  of  Madison  County  did 
just  that  for  Winterset,  Iowa.  Tourist 
*%  visits  to  that  locale  off  the  beaten 
■  track  quintupled  in  1995,  the  year  of 
the  film's  release. 

So  what  if  the  tourists  go  away 
with  an  empty  roll  of  film?  After  For- 
rest Gump's  release,  visitors 
besieged  the  Savannah,  Ga.  Chatn- 


so,  the  movie  appears  to  have  tem- 
porarily given  a  7%  boost  to  tourism. 
But — as  in  real  life — celebrity  is 
not  forever.  In  Madison  County,  there 
are  still  more  visitors  than  before 
the  movie,  ^ut  the  numbers  are  drop- 
ping. Says  Adam  Cermak,  executive 
director  of  the  Chamber  of  Com- 
merce: "A  sequel  might  help  us.'fV  (^ 
-Doug  Donovan 
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TITANIC 
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GREG  LAW/ OUTLINE 


LISA  ROSE/  GLOBE  PHOTOS 


He  did  great  with  E.R.,  but  his 
short-lived  7/w/fyquickly 
went  on  life  support  and  was 
one  of  the  dark  spots  on 
NBC's  dim  schedule  this  year. 
Hey,  you  can't  win  them  all 


Metallica 


|  Having  blown  away  eardrums 
with  their  own  unique  brand 
of  monster  rock  for  more  than 
a  decade,  Metallica  released 
a  compilai  of  cover  songs 
last  year.  Sur  pn  e  It  sold  a 
few  million  cop 


You  won't  ever  see  this  guy  on 
camera  during  the  Drew  Carey 
Show  on  ABC,  but  nobody  cre- 
ates a  hit  sitcom  in  Hollywood 
without  walking  off  with  a 
truckload  of  money. 


With  Enemy  of  the  State,  the 
Fresh  Prince  proved  he  can 
bring  in  bucks  without  evil 
aliens  or  monster  effects.  The 
political  thriller  has  grossed 
$110  million  domestically. 


Nicolas  Cage 


Independent  film  fan: 
never  forgive  him  for 'J 
on  roles  in  movies  like! 
Air.  Now  he  draws  a  si 
bigger  than  most  indi| 
budgets:  $15  million. 


Leonardo  DiCapr 


Environmental  protestl 
stinging  jellyfish  havel 
ensured  that  life  is  aril 
but  a  beach  on  the  Th  [ 
Leo's  latest.  At  least  h  | 
count  his  $20  million 
on  a  private  yacht. 


PIERS  MACOONALD/  CORBIS 


ARMANDO  GALLO/  RETNA  LTD 


Jim  Carrey 


He's  in  a  quiet  period  il 
don't  let  that  worry  yoi 
been  filming  the  upcoi  I 
Andy  Kaufman  bio,  Afel 
The  Moon.  If  it's  half  a 
as  Kaufman  was,  he  v»  | 
quiet  for  long. 


ARMANDO  GALLO/  RETNA  LTD. 


She  won't  betaking  home  an 
Oscar  this  year,  but  last  year's 
award  won  her  a  hefty  $22 
million  payday  for  her  role  on 
Mad  About  You.  Seek  out  Hunt 
in  more  movies. 


Dave  Matthews 
Band 


Out  of  the  college  circi 
the  Southeast,  this  goi 
group  of  musicians  us 
own  merchandising  op 
and  a  hefty  cut  of  its  $ 
lion  U.S.  tour  to  nabth  [ 
number  40  spot. 


MELANIE  WLINtR 


LISA  ROSE'  GLOBE  PHOTOS 


DAVID  BARRY/  OUTLINE 
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When  it  comes  to 
paychecks,  muscle-hound 
pro  wrestlers 
have  no  leverage 


By  Peter  Kafka 


Steve  Williams  is  six-foot-two,  252  pounds, 
has  one  mean-looking,  goateed  bowling  ball  i 
head.  Tiie  34-year-old  professional  wresder  j: 
forms  as  "Stone  Cold  Steve  Austin,"  a  beer-g 
zling  hell-raiser.  As  the  main  draw  for  Ti 
Sports'  World  Wresding  Federation,  Williams  made  m 
than  $5  million  last  year  and  was  one  of  the  hottest  si 
in  entertainment. 

But  for  all  his  might,  he  has  roughly  the  same  com 
over  his  career  as  Homer  Simpson.  Titan  contii 
William's  fate — whom  he  fights,  whether  he  wins — t 
it's  Titan  owner  Vince  McMahon  who  arbitrarily  del 


I 

5 


nes  his  weekly  bonus.  Williams  says  the 
one  Cold  persona  that  sold  12  million 
shirts  last  year  is  an  extension  of  his  own 
rsonality.  Yet  Titan  owns  the  character's 
demarks. 

It's  the  very  antithesis  of  what  you  see  in 
nost  any  other  entertainment  venue,  where 
performer  owns  the  franchise  value  of 
ebritydom.  "This  business  right  now  is  a  lot 
Holh-wood  in  the  1930s  and  1940s,  when 
:  studios  had  all  the  power,"  says  Al  Snow, 
oft-spoken  wrestler  for  Titan  whose  gim- 
ck  involves  toting  around  a  mannequin's 
ered  head.  "But  I  think  you  could  see  it 
lve  the  same  way,  where  the  stars  will  have 
re  influence." 

omeday,  maybe.  A  longtime  denizen  of 
urdav  morning  television,  wrestling  now  dominates 
le-television  ratings  and  rules  the  pay-per-view  TV 
rket.  Titan  and  its  rival,  Turner  Broadcasting's  World 
ampionship  Wrestling,  each  appear  to  have  had  rev- 
ues of  more  than  S200  million  last  year.  The  per- 
mers  don't  get  very  much  of  that 
enue. 

Wrestlers  sign  on  as  independent 
■tractors  to  contracts  of  three  to 
gj  years.  The  promoters  develop 
characters  the  wrestlers  portray, 
ipt  the  storv  lines  and  determine 
posure.  This  allows  Titan  and 
irner  to  cook  up  stars  instanta- 
ously:  both  Williams  and  Turner 
r  Bill  Goldberg  rose  from  bit 
vers  to  top-of-the-card  status  in  a 
tter  of  months.  When  the  pra- 
ters decide  their  acts  are  stale,  the 
rs  find  themselves  wrestling  at  the  beginning 
shows  rather  than  at  the  climax,  or  off  the  shows 
ogether. 

Titan  and  Turner  can  license  the  performer's  likeness- 
at  will.  Want  to  put  Goldberg  on  a  lunchbox?  You  need 
proval  from  Turner. 

A  handful  of  wrestlers,  like  Terry  (Holly- 
od  Hogan)  Bollea,  break  the  million- 
llar-a-year  mark,  but  most  of  the   150 
estlers  under  contract  to  Turner  or  Titan  s 
t  a  base  salary  of  $80,000  to  $200,000.  | 
e  lucky  ones  receive  up  to  one  third  of  the  § 
values  their  characters  generate  from  mer-  | 
andise.  Titan  wrestlers  get  a  fluctuating  8 
ekly  bonus. 

The  performers  confront  what  economists 
11  a  duopsony — Turner  and  Titan  are  the 
lly  buyers.  Both  shell  out  just  $30  million — 
%  of  revenue — for  their  talent  pool.  Com- 
e  that  with  the  48%  of  revenues  that  NBA 
■vners  pay  their  players  or  the  $20  million 
leek  that  Jim  Carrey  earned  for  the  $60  mil- 
:>n  flop  The  Cable  Guy. 
Goldberg,  who  last  year  went  from  anony- 


World  T  shirt  champ 
Steve  Williams 


This  business  is  a  lot 
like  Hollywood  in  the 
30s  and  40s,  when  the 

studios  had 
all  the  power" 


NFL  washout-turned 
hero  Bill  Goldberg 
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mous  ex-NFL  lineman  to  Turner's  brightest 
star,  has  a  base  salary  of  less  than  $1  million. 
He  can  console  himself  that  Turner  is  an 
improvement  over  wrestling's  ramshackle 
minor  leagues,  where  aspiring  stars  get  $25  a 
night  to  fight  in  high  school  gyms  or  Nation- 
al Guard  Armories. 

And  it's  better  than  pro  wrestling's  old 
days,  when  contracts  consisted  of  handshakes 
and  dubious  promises  to  share  in  the  gate  with 
promoters.  "We  worked  out  of  our  shirt  pock- 
ets," says  Ken  Patera,  who  wresded  from  1972 
to  1988,  often  at  the  top  of  the  card.  At  his 
peak,  Patera  would  gross  $140,000  a  year  and 
net  $42,000  after  travel,  medical  and  legal 
expenses. 

The  average  wrestler  can  fight  more  than 
180  times  a  year,  and  the  outings  take  a  physical  toll. 
The  matches  may  be  put-ons,  but  these  are  still  very 
large  men  colliding  into  each  other.  Guys  routinely  per- 
form with  broken  ribs  or  dislocated  thumbs.  A  wrestler 
who's  done  his  job  well  ends  the  night  feeling  as  if  he's 
played  a  full-contact  football  game. 

"You're  not  totally  comfortable  with 
it,"  says  wresder  Snow,  "but  you  accept 
certain  givens  when  you  get  into  this 
business." 

"I'm  a  good  candidate  for  a  knee 
replacement,"  says  Williams,  who  has 
wrestled  for  nine  years.  He  now  saves 
certain  crowd-pleasing,  body-abusing 
moves — absorbing  a  pile  driver,  leaping 
off  the  top  rope — for  showcase  events. 
But  a  certain  amount  of  pain  comes 
with  the  territory:  Snow  is  wrestling 
with  a  fractured  right  arm. 
Thick  skin  isn't  the  only  requirement.  Wrestlers  also 
need  to  be  great  showmen.  "Give  a  good  wrestler  a 
microphone,  push  him  out  the  door,  ask  him  for  ten 
minutes  [of  ranting  and  crowd-stirring]  and  you'll  get 
ten  great  minutes,"  says  Michael  Braverman,  Goldberg's 
Los  Angeles-based  manager.  "Who  else  can  do  that?" 
Resourceful  wresders  manage  to  find  ways  to 
increase  their  value.  Some  cut  low-level,  car 
dealership-type  deals  on  their  own.  Williams 
changes  his  T  shirt  styles  and  catch-phrases 
every  few  months  in  order  to  goose  merchan- 
dise sales.  But  most  wresders  have  a  good  sense 
of  their  place  in  the  economic  food  chain. 

In  the  meantime  some  wrestlers  are 
already  trying  to  parlay  their  fame  into 
acting  roles  that  don't  involve  tights. 
Williams  appeared  last  month  in  cbs'  Nash 
Bridges,  and  Goldberg  plays  a  villain  oppo- 
site Jean-Claude  Van  Damme  in  the  film 
Universal  Soldier  II. 

And  Goldberg  has  a  good  chance  at  a 
second  film.  He's  auditioning  for  a  role  in  a 
made-for-TV  movie:  the  life  story  of  Minneso- 
ta Governor  Jesse  (The  Body)  Ventura,  m 


Al  Snow 


.,'ECTURAL  DIGEST 

GLAMOUR 

Mademoiselle  bri  Dirs 

([If  GO  VANITY  FAIR 

CfemmnAmM 

' .,  Bon  Appetit 
Details  c 

House^Garden 

lure  Stiff tsfitness 

lONDENET /WB  ■   fflrRI 

THE    ™    '    ™  ■"  *5l 

NEW  YORKER 


status,  credibility  and  influence,  look 
for  the  same  qualities  in  a  maga- 
zine. Our  publications  contribute 
fresh  insights.  Set  new  trends.  Define 
cultural  movements.  In  short,  they 
are  the  benchmarks  of  their  fields. 


for  content,  but  for  the  advertising  as 
well.  Thanks  to  an  unmatched  level 
of  reporting,  writing,  photography 
and  design,  our  magazines  have 
earned  this  influence.  Let  us  show 
you  how  your  brand  can  use  it. 


The  accent  is  on  content. 
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The  real  money  players 


Last  year  wasn't  a  pretty  one  for  the 
business  of  sports.  As  athletic  shoe 
sales  slumped,  some  of  the  sporting 
world's  top  names  found  themselves 
losing  big  endorsement  deals.  Box- 
ing's top  pay-per-view  draw  was  sidelined  for 
the  entire  year  after  biting  off  an  opponent's  ear. 
And  the  NBA  lost  more  than  a  third  of  its  season 
to  a  bitterly  fought  lockout. 

The  lockout  cut  heavily  into  basketball  play- 
ers' pay.  Shaquille  O'Neal's  contract  stipulates 
that  he  receive  his  entire  season's  salary  in  one 
lump  sum  at  the  start  of  the  season.  Because  the 
season  didn't  start  until  February,  Shaq  just  got 
his  first  paycheck  since  May  1 997. 

Boxing  also  had  an  off  year,  and  not  just 
because  of  Mike  Tyson's  involuntary  sabbatical 
from  the  ring.  Injuries  to  top  names  like  Oscar 
De  La  Hoya  and  inactivity  for  big-draw  George 
Foreman  and  titleholders  like  Evander  Holyfield 
left  only  three  pugilists  in  the  big  money. 


Michael  Jordan 


Jordan  leaves  basketball  with  six 
championship  rings  and  the  most 
impressive  endorsement  lineup  in 
the  history  of  sport.  Counting 
options  in  companies  like  MCI 
WorldCom,  Jordan's  take  likely 
topped  $100  million  last  year. 


KEVIN  HOPAN/  OUTLINE 


For  the  second  year  in  a  row 
the  German  speedster  just 
missed  winning  his  third  For- 
mula I  title  last  year,  but  Fer- 
rari inked  Schumacher  to  a 
new  four-year  deal,  worth 
about  $140  million,  anyway. 

JOHN  REAPDON/  OBSERVER/  KATZ  PICTURES/  OUTLINE 


Tiger  Woods  $26.8 


Below-par  sales  of  his  Nike 
shoe  and  apparel  line  last 
year  prompted  a  redesign. 
But  new  deals  with  General 
Mills  and  EA  Sports  ook  pre- 
scient: Tiger's  play  is  neating 
up  this  year. 


So  is  this  the  end  of  the  gravy  train?  Not  quite. 
With  the  departure  from  the  court  of  Michael 
Jordan,  who  had  racked  up  a  grand  total  of  $370 
million  since  1990,  and  a  continued  slump  in 
the  sports  marketing  business,  endorsement  fig- 
ures are  likely  to  slide  in  1 999. 

But  on  the  field  salaries  are  going  through  the 
roof.  Last  year  the  40  highest-paid  athletes 


"Every  athlete  is  a  role  model, 
whether  they  want  to  be  or  not. 

You  have  to  recognize 
that  position." 


-Dale  Earnhard 


pulled  in  $360  million  in  salary  and  winnings 
(to  go  along  with  $281  million  in  endorse- 
ments), and  that  number  is  likely  to  get  even 
larger  in  1 999.  There  have  been  big  new  deals 
for  basketball  stars  like  Scottie  Pippen  and 
Kevin  Garnett  and  a  stunning  raft  of  baseball 
mega-contracts  in  the  off-season,  for  pitchers 
Randy  Johnson  and  Kevin  Brown  and  sluggers 
Mike  Piazza  and  Bernie  Williams.  In  short,  pro 
ball  players  and  their  lawyers  and  agents  are 
definitely  not  heading  to  the  poorhouse. 

-Peter  Spiegel  and  Leigh  Gallagher 


Sergei  Fedorov       $29.8 


Fedorov  scored  big  last  year  thanks 
to  hockey's  free  agency  rules.  The 

r-  Carolina  Hurricanes  offered  him  a 
six-year,  $38  million  contract  that 
included  up  to  $26  million  in  bonus- 
,  es.  In  order  to  keep  him,  Detroit  had 

4  to  match  the  contract.  It  did. 
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h  Nascar's  surge  in  popular- 
he  usually  endorsement- 
Earnhardt  stocked  up  with 
e  than  a  half-dozen  new 
Is  this  year,  including  Coke, 
ger  King,  Nabisco.  Hasbro 
Chevrolet. 

MARC  ROYCE/ OUT 
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JON  RAGEL/ OUTLINE 


Grant  Hill 


Hill's  deal  with  Fila  pays  hi 
more  than  $10  million  a  ye 
and  heads  up  a  long  list  of 
endorsements  that  include  | 
Sprite,  Kellogg,  GMC  and 
McDonald's.  The  Duke  grad  | 
closes  all  deals  in  person. 


L 
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Golden 
gloves 


Tying  your  product  to  a  professional 
boxer  hasn't  been  the  smartest  move 
in  recent  years.  Kodak  and  Pepsi 
were  mortified  when  Mike  Tyson  was 
accused  of  beating  his  wife  and  later 
jailed  for  rape.  Fila  was  paying  heavy- 
weight champ  Riddick  Bowe 
$500,000  a  year  before  he  started 
getting  into  fights  at  press  confer- 
ences— wearing  Fila  gear. 

So  why  are  companies  flocking  to 
young  pugilist  Oscar  De  La  Hoya? 
"He's  got  great  charisma,"  says  MCI 
WorldCom's  Patricia  Proferes,  who 
chose  De  La  Hoya  to  pitch  the  com- 
pany's 10-10-321  service.  "He  just 
happens  to  be  a  boxer." 

Boxing's  new  Golden  Boy  is 
blessed  with  movie  star  looks  and  a 
glib  tongue — during  a  half-hour  inter- 
view he  expounded  at  length  on  mar- 
keting strategies  and  the  intricacies 
of  the  pay-per-view  industry.  He  also 
has  crossover  appeal.  Not  only 
\     does  he  speak  perfect  English 
V\       and  Spanish,  he  also  has  a 
*5^        huge  female  following. 

De  La  Hoya's  career 
has  been  meticu- 
lously charted  by 
two  men:  promot- 


atnck  Ewmg 


The  NBA  lockout  left  many  of 
his  colleagues  idle,  but  the 
Knick  center  was  quite  busy  as 
head  of  the  NBA  Players'  Asso- 
ciation. His  new  four-year  con- 
tract included  a  $10  million 
signing  bonus. 


AY70N/  DUOMO 


Gary  Sheffield        $17.2 


Hg^  Sheffield  bagged  a  six-year, 
$61  million  contract  with  the 
Florida  Marlins,  then  got  anoth- 
er $5  million  when  the  Marlins 
traded  him  to  the  Dodgers.  He's 
now  our  list's  highest-paid 
_  baseball  player. 

)  TAYLOR/  ALLSPORT 


Andre  Agassi  $15.8 


In  1998  Agassi  bounced  back 
from  a  wrist  injury  and  put 
together  a  solid  year  of  tennis. 
Off  the  court,  his  Pepsi  deal 
ended,  but  a  huge  deal  with 
Nike  anchors  a  portfolio  that 
includes  Canon  and  Head. 


er  Robert  Arum  and  Time  Warner 
Sports  President  Seth  Abraham. 
Arum  began  putting  De  La  Hoya  on 
undercards  of  his  biggest  fights, 
where  the  young  welterweight  caught 
the  eye  of  Abraham,  who  oversees 
HBO  Sports  and  its  pay-per-view  arm 
TVKO.  "Prizefighters  often  are  a 
rough,  surly  group  of  men,"  says 
Abraham.  "They  use  boxing  to 
release  rage,  to  escape  their  circum- 
stances. Oscar  doesn't  have  that 
rage.  He's  enjoyable  to  be  with." 
Abraham  signed  De  La  Hoya  to  a 
long-term  deal  that  can  pay  him  $10 
million  per  fight. 

Last  year  the  boxer  signed  on  with 
sports  agent  Leonard  Armado,  who 
handles  Shaquille  O'Neal.  Armado 
doesn't  want  De  La  Hoya  spread  too 
thin.  Last  year  he  signed  deals  with 
Levi's,  MCI  WorldCom  and  Colgate- 
Palmolive.  This  year  he  added  Mc- 
Donald's and  Puma  to  his  portfolio. 

But  like  most  modern  day  celebri- 
ties, De  La  Hoya  longs  to  branch 
out:  "I  want  to  take  some  time  off 
and  do  more  endorsements  and 
movies,"  he  says.  "Little  roles  in 
bigger  motion  pictures."  It  could 
happen.  -Peter  Spiegel 


Oscar  De  La  Hova     $18.5 


ALBERT  SCANCHEZ/  OUTLINE 


Injuries  kept  him  out  of  the  ring 
for  several  months,  but 
boxing's  Golden  Boy  lived  up  to 
his  nickname  by  bagging  the 
biggest  purse  of  1998  for  his 
September  rematch  against 
Julio  Cesar  Chavez. 
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Arnold  Palmer        $18.1 

M     m,, 

Palmer's  impressive  portfolio  of 
endorsements  includes  Pennzoil, 
Rayovac,  Rolex,  Cadillac  and 
Office  Depot.  To  commemorate 
his  upcoming  70th  birthday  in 
September,  Arnie  penned  an 
autobiography. 

RIAN  SMITH/ OUTLINE 


GEORGE  LANGE7  OUTLINE 


MICHAEL  O'NEILL/ OUTLINE 


Dennis  Rodman      $15.3 


;  outrageous  behavior  scares 
away  most  employers,  but 
Rodman  finds  new  teams  and 
revenue  streams.  Pro  wrestling 
brought  him  more  than  $1  mil- 
lion. That's  more  than  his  new 
Lakers  contract  will  pay  him. 
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Jock  in  the  box 

There  was  no  escaping  Keith 
Olbermann  at  Superbowl  week- 
end in  Miami.  Fox  Sports  Net's 
hyperactive  marketers  plas- 
tered their  new  anchorman's  mug  on 
billboards,  buses,  ice  cream  trucks — 
even  on  the  bodies  of  fans  in  the  form 
of  temporary  tattoos. 

Fox  executives  believe  Olbermann, 
a  former  star  at  rival  ESPN,  can  gener- 
ate the  kind  of  attention  their  fledgling 
network  needs.  "There  are  people  who 
will  tune  in  just  to  see  Keith,"  says 
Arthur  Smith,  Fox  Sports  Net's  execu- 
tive vice  president  of  programming. 
He's  put  Fox's  money  where  his 
mouth  is:  Smith  paid  MSNBC  $1  mil- 
lion to  get  Olbermann  out  of  the 
remaining  two  years  of  his  contract 
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Wayne  Gretzky       $R6 


The  Great  One  may  no  longer  be 
the  best  player  on  skates,  but  he's 
by  far  the  most  popular,  pitching 
fries  for  McDonald's  in  the  U.S., 
Canada  and  Sweden,  and  a  signa- 
ture line  of  casual  apparel  for 
Canadian  retailer  Hudson's  Bay. 


Jeff  Gordon 


Gordon  is  now  one  of  the  most 
sought-after  endorsers  in 
sports.  Pepsi  featured  him  in  a 
Super  Bowl  ad  last  year.  Expect 
new  deals  with  a  telecommuni- 
cations firm  and  a  financial 
services  outfit. 


Greg  Norman         $13.6 


The  Great  White  Shark  stayed  off 
the  course  for  much  of  last  year 
due  to  a  shoulder  injury.  His 
prize  money  suffered,  but  his 
apparel  line  with  Reebok  was  a 
winner,  once  again  grossing  over 
$100  million. 


last  fall.  Olbermann  now  makes  $2.5 
million  a  year,  a  200%  raise.  And  Fox 
is  spending  another  $5  million  to 
market  its  fast-talking  quipster. 

Celebrity  sportscasters  date  back 
at  least  as  far  as  Dizzy  Dean's  1940s 
baseball  broadcasts.  Howard  Cosell 
was  famous  enough  to  earn  his  own 


BRIAN  SMITH/  OUTLINE 


Baseball's  Iron  Man  took  himself 
out  of  the  lineup,  ending  his  record 
of  consecutive  games  played  at 
2,632.  The  streak  helped  make 
Ripken  the  top  endorsement  man  in 
baseball — deals  include  Chevrolet, 
Nabisco  and  Century  21. 


>LiO~-  i;  =_£=    :  j-i.  \l 
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David  Robinson       $12.9 


Likable  and  articulate,  the  Admi- 
ral doesn't  pursue  long-term 
endorsement  deals.  His  one-off 
commitments  include  Edge,  Cas- 
trol  and  Oreos — a  deal  he  signed 
because  he  got  to  appear  in  a 
commercial  with  his  kids. 


Ken  Griffey  Jr. 


While  Mark  McGwire  and  Sammy 
Sosa  hogged  the  limelight.  Griffey 
quietly  racked  up  his  second 
straight  50-plus  home-run  season. 
That  helped  add  Dunlop  Tires  to  an 
endorsement  portfolio  that  includes 
Nike.  Nintendo  and  Duracell. 
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(short-lived)  variety  show.  But  the  rl 
bers  are  bigger  now.  Fox  pays  foottl 
analyst  John  Madden  $7  million  a  \ 
and  encourages  his  commercial 
endorsements — six  and  counting, 
worth  an  estimated  $5  million  annij 
ly.  "John  is  a  dominating  personalit 
says  Madden's  agent  Barry  Frank. 
"He  can  get  people  to  stay  with  a  b| 
game  longer  than  anyone." 

It's  even  possible  to  create  a 
strong  enough  personality  to  survivl 
sex  scandal.  Banished  from  NBC  a:f 
its  premier  play-by-play  and  yes-marl 
for  pro  basketball  games  after  plea] 
ing  guilty  to  misdemeanor  assault 
charges,  Marv  Albert  recently  retun| 
as  host  of  a  nightly  New  York-area 
cable  sports  show.  Ratings  are  up 
25%.  And  this  month  he'll  start  call] 
NBA  games  again  for  Turner  Sports] 
The  scandal  has  taken  a  bite  out  o 
his  salary,  but  don't  shed  too  man) 
tears:  He'll  still  take  home  moreth| 
$1  million  this  year. 

-Peter  K 


Gary  Payton 


A  shoe  from  Nike  called  "S  | 
Glove"  (named  for  his  deft  | 
prowess)  and  $2  million  ir 
mance  bonuses  assisted  1 1 
tie  point  guard's  inclusion 
list.  Payton  also  pitches  fo 
Touch  Cellular  and  AT&T. 
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Are  you  making  the  most  of  all  your  strengths? 


iay's  marketplace  is  a  sea  of 
tunity.  But  to  fully  capitalize, 
mponents  of  an  organization 
to  be  in  optimal  alignment 
th  vast  experience  in  strategy, 
ology,  process  and  people, 


Andersen  Consulting  can  help  you 
capture  your  potential.  Instead  of 
isolated  improvements,  we'll  work 
to  dramatically  improve  the  perfor- 
mance of  your  entire  organization. 
And  when  all  your  strengths  are 


working  together,  the  reward  may  be 
greater  than  you  ever  imagined. 


Andersen 
Consulting 


ir  web  site  at  www.ac.com 
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Shawn  Kemp        $12.1 

• 

f 

After  seven  frustrating  and 
divisive  years  in  Seattle,  the 
Sonics  dealt  the  mercurial  All 
Star  forward  to  Cleveland.  The 
Cavs  promptly  reworked  Kemp's 
contract  so  that  it  will  pay  him 
$107  million  over  7  years. 

DARREN  CARROLL/  DUOMO 


Mike  Piazza 


One  of  the  best-hitting  catchers 
in  baseball,  Piazza  was  traded  to 
the  Mets,  which  later  signed  him 
for  $91  million  over  seven  years. 
Piazza  remains  popular  in  Japan, 
where  he  pitches  underwear  and 
construction  equipment. 


yton  Manning     $11.6 


The  Colts  made  Manning  the 
first  pick  in  football's  1998 
draft  and  promptly  rewarded 
the  quarterback  with  an  $11.6 
million  signing  bonus  and  a 
six-year  contract  that  could 
reach  $48  million. 

JON  FERREY/  PINNACLE/  ALLSPORT 
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Two  fights  against  relative  no- 
names  was  enough  to  put  Lewis 
on  our  list.  Evander  Holyfield, 
whose  only  fight  last  year  paid 
him  about  $5  million,  fell  well 
short.  The  two  are  scheduled  to 
spar  this  month. 

JC/  KATZ  PICTURES/  OUTLINE 


Hakeem  Olajuwon    $1 1 


Sales  of  his  Spalding  basket- 
ball shoe  have  worn  out,  like 
the  rest  of  the  sneaker  market, 
but  the  soft-spoken  Nigerian 
still  has  a  decent  stable  of 
endorsements,  including  Uncle 
Ben's  rice  and  AmeriHealth. 

TIMOTHY  GREENFIELD-SANDERS/  OUTLINE 
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ick  Nicklaus       $10.8 
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cklaus'  Golden  Bear  Golf 
as  delisted  by  Nasdaq  after 
nployees  in  the  company's 
urse  construction  division 
Isified  records.  But  the 
dorsements  roll  in,  including 
new  deal  with  Pepsi. 

BRIAN  SMITH/ OUTLINE 


BRIAN  SMITH/  OUTLINE 


BRIAN  SMITH/ OUTLINE 


lonzo  Mourning  $12.1 


The  Miami  Heat  center  was  an 
active  member  of  the  Players 
Association  during  the  union's 
lockout  negotiations  with  the 
NBA  this  winter.  He's  also  in 
the  midst  of  a  seven-year, 
$105  million  contract. 


After  a  yearlong  spat  with  Red 
Sox  management,  Vaughn  went 
to  California  when  Disney 
offered  him  a  six-year,  $80  mil- 
lion contract  to  play  for  its  Ana- 
heim Angels.  The  deal  included 
a  $13  million  signing  bonus. 


Deion  Sanders     $11.5 


Neon  Deion  maintains  an 
impressive  group  of  endorse- 
ments, including  Pepsi,  Nike, 
Sega  and  Visa.  He  also  scored  a 
six  -figure  advance  for  his  new 
book,  Power,  Money  and  Sex:  How 
Success  Almost  Ruined  My  Life. 


GEORGE  LANGE/ OUTLINE 


Balls  of  fire 


Celebrities  weren't  the 
only  stars  in  1998.  Two 
of  last  year's  biggest 
head  turners  were  siz- 
zling orbs  hurling  through  space: 
Mark  McGwire's  70th  home-run 
baseball  and  a  well-timed  meteor. 

McGwire's  record-setting  sphere 
went  for  a  stellar  $3  million — a 
2,400%  increase  over  the 
price  paid  in  1998  for         ^^ma 
the  first  home-run  ball      A 
at  Yankee  Stadium 
hit  by  Babe  Ruth. 

The-earth-is-going- 
to-be-smashed-by-a- 
killer-asteroid  flicks 
Armageddon  and  Deep 
Impact  got  a  free  promo- 
tional push  when 
astronomers  reported  that  a  real 
life-threatening  asteroid  was  head- 
ing this  way.  The  real  asteroid 
missed  its  mark,  but  the  two  movies 
didn't;  they  grossed  $342  million  at 
the  box  office. 


Roy  Jones  Jr. 


Because  there  are  no  stro 
contenders  in  his  weight 
class,  Jones  gets  little  pu 
ity.  His  strong  contract  wi1 
Time  Warner's  HBO  and  T 
pay-per-view  arms  pay  hi 
big  purses  anyway. 

BARRON  CLAIBORNE/  OUTLINE 


V      A 
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Pete  Sampras 


Sampras  prefers  to  cone 
trate  on  tennis  rather  thi 
endorsement  deals,  but  I 
the  top  player  in  tennis  I 
its  rewards:  His  shoe  ami 
racket  deals  alone  bring 
about  $6  million. 


GEORGE  HOLZ/ OUTLINE 


\ 


Both  the 
baseball  and  tl 
fireball  paled  i 
comparison  witl| 
1998's  most 
famous  object,  Viagra,  the  "pick-rl 
up"  for  Bob  Dole  and  a  generation 
of  despairing  men.  After  making  t  f 
pill  into  a  magazine-cover  star,  Pfi| 
sold  60  million.  -Robert  G 
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-REMEMBER 
FOR  A  LIFETIME 


lis  is  the  power  behind  a 

ilition  award  from  Tiffany: 

eate  an  exciting  Blue  Box  presentatioi 
treasured  for  years  afterwards. 
For  information  or  to  apply  for  a  business  account 
call  Tiffany  Corporate  Sales  at  800-770-0080,  ext.  10. 


Affordable  desij 
Timeless 


Tiffany  &  Co. 
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Pitch  man 


Of  the  many  accolades  in 
sports — championship 
rings,  Most  Valuable 
Player  trophies,  Hall  of 
Fame  inductions — the  right  to 
design  your  own  athletic  shoe 
for  the  world's  top  sneaker 
company  is  pretty  special.  In 
1994  Nike  accorded  this  honor 
to  the  22-year-old  soccer  star 
Ronaldo,  committing  some  $15 
million  to  lock  up  the  deal. 

Born  Ronaldo  Luis  Nazario 
de  Lima,  the  footballer  staked 
his  claim  early,  making  Brazil's 
World  Cup  team  at  age  17.  In 
1997  Italian  team  Inter  Milan 
paid  an  estimated  $14  million 
signing  bonus  and  $28  million 


Ronaldo 


Ronaldo's  contract  with  Inter 
Milan  makes  him  one  of  the 
highest-paid  soccer  players  in 
the  world.  But  it's  the 
endorsements  that  pay  the 
bills.  Nike  alone  pays  hm  $1.5 
million  per  year. 


CELEBRITY- 

in  transfer  fees  to  land  him.  Known 
for  his  speed  and  creativity  on  the 
grass,  Ronaldo  is  making  the 
most  of  his  off-field  pursuits. 
Pele,  the  last  great  soccer    , 
phenom,  also  played  for  Brazil 
in  the  World  Cup  at  age  17, 
in  1958.  But  even  though 
Pele  won  three  World  Cups, 
he  reigned  in  a  pre-endorse- 
ment  world.  Ronaldo  played 
poorly  in  the  last  game  of 
his  second  World  Cup 
outing  last  summer,  but 
just  the  hint  of  his  promise 
has  been  enough  to  gener- 
ate millions  (see  below). 
In  addition  to  Nike,  the 
gap-toothed  Ronaldo 
pitches  for  Italian  tire 
company  Pirelli;  the 
Brazilian  beer  Brahma;  and 
Parmalat  milk.  R9,  the  bar  he 
owns  in  Rio  de  Janeiro,  is  named 
after  his  jersey  number. 

The  money  should  keep  flowing 
for  years  as  media  titans  looking 
for  international  properties  pile 
onto  soccer.  Last  year  Rupert  Mur- 
doch offered  $1  billion  for  Eng- 


§■ 


Belle's  $10-million-per-year  deal 
with  the  White  Sox  allowed  him 
to  walk  when  he  was  no  longer 
one  of  the  three  highest-paid 
players  in  the  game.  His  new 
deal:  five  years.  $65  million  with 
j  the  Orioles. 


ina  Hingis        $10.1 


Brash  and  blunt.  Hingis  recap- 
tured the  women's  tennis  game's 
number-one  ranking  and  added 
Ocean  Spray  and  Clairol  to  her 
portfolio.  Other  deals  include 
Yonex.  General  Motors'  Opel,  and 
scalemakerTanita. 


Sammy  Sosa 


Sosa  aided  his  native  Dominican 
Republic  in  the  island's  disaster 
relief  effort  after  Hurricane 
Georges.  Now  he's  being  aided  by 
a  few  American  companies:  deals 
with  MasterCard  and  McDonald's, 
etc..  could  top  $3  million  this  year. 


DAVIDIEAH'AUSPORT 
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land's  Manchester  United  club  tee 
Time  Warner,  Sony  and  Disney.are 
said  to  be  sniffing  for  teams.  Satel 
lite  television  is  beaming  the  spor'J 
into  millions  of  households  that 
never  had  access  to  the  game 
before.  More  exposure  means  mor 
eyeballs,  which  means  more 
endorsement  money.  Ronaldo- 
already  the  most  popular  man  on  t| 
World  Wide  Web — will  be  first  in  linl 
to  score. 

—  Leigh  Gallagri 


0  Martinez 


The  Montreal  Expos  traded! 
tinez  to  the  Red  Sox,  where] 
was  signed  for  $75  millionl 
six  years.  Martinez  pocketei 
million  in  signing  bonuses 
Endorsements  include  a  re  | 
deal  with  Bank  of  Boston. 

RICK  STEWART/  ALLSPORT 
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Grant's  front-loaded  conta 
the  big  money  was  paid  ea: 
the  contract — eased  the  p 
during  the  lockout.  The  Orlj 
Magic  forward  struck  a  ne« 
regional  deal  with  Pepsi  to 
with  a  smallish  Nike  one. 

< 

BEN  VAN  HOOK/  DUOMO 


HARUKQ   7-  H  ME 


PETER  RODGER/  OUTLINE 


ichael  Chang 


Injuries  knocked  Chang  fror 
number-two  ranking  and  ci 
prize  money  in  half.  But  his 
deals  with  Reebok  and  Prin 
were  supplemented  by  new 
for  a  videogame  and  for  nu 
tionalfood  in  China. 


~rk  McGwire 


McGwire  may  have  erred  la: 
year  when  he  rejected  comn 
cial  offers  during  his  histor 
home-run  race.  Word  is  thai 
new  deals  will  be  smaller  tf 
expected  for  him  and 
Sammy  Sosa. 


Because  his  contract  calls  f 
single  lump-sum  payment  a 
start  of  the  season,  Shaqdi 
get  a  dime  from  the  Lakers 
during  1998.  Not  that  he 
starved.  O'Neal  still  hasab 
endorsement  deal  with  Peps 


HAN  SMITH/ OUTLINE 
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Go  to  any  corner  of  Europe. 


£  STAR  ALLIANCE 

The  airline  network  for  Earth. 


From  our  German  hubs,  we 
serve  over  100  European 
destinations-more  than  any 
other  airline.  And  with  nonstop 
service  from  12  U.S.  cities,  we 
make  it  easier  to  reach  Germany 
in  the  first  place.  What's  more, 
our  new  intercontinental  service 
in  all  classes  makes  travel 
remarkably  comfortable. 
For  reservations,  call  your 
travel  agent  or  call  us  at 
800  645-3880. 

www.lufthansa-usa.com 


Fly  on  Lufthansa  or  our  global  partner 
United  Airlines  and  you  can  accrue  or  redeem 
miles  in  either  Lufthansa  Miles  &  More®  or 
United  Mileage  Plus?  in  accordance  with  the 
terms  and  conditions  of  the  programs. 
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Broadway  esthetes  hate  Frank  Wildhorn's  music.  Audiences  love  it. 

Show  business 


By  Eric  Schmuckler 

There's  a  song  from 
the  Stephen  Sond- 
heim  musical 
Merrily  We  Roll 
Along  titled 

"Franklin  Shep- 
hard,  Inc.,"  in  which  a  success- 
ful songwriter  is  pilloried  by  his 
writing  partner  for  becoming 
so  wrapped  up  in  commerce 
that  he's  losing  touch  with  art. 
This  dilemma  has  never  trou- 
bled Frank  Wildhorn,  who  is 
fast  becoming  Broadway's 
most  successful  composer  since 
Andrew  Llovd  Webber. 

Like  Lloyd  Webber,  Wild- 
horn  has  a  keen  grasp  of  the 
financial  side.  "I  enjoy  the 
game,"  says  the  burly  compos- 
er. "It's  called  show  business, 
and  I  accepted  that  early  on,  so 
I  try  to  have  fun  with  it." 

Wildhorn,  40,  will  soon  have 
three  musicals  running  on 
Broadway  simultaneously,  only 
the  second  American  compos- 
er ever  to  do  so;  Stephen  (God- 
spell)  Schwartz  was  the  first. 
Jekyll  &Hyde,  a  "Gothic  pop" 
version  of  the  classic  story,  has 
a  cult  following — some  fans 
have  supposedly  seen  the  show 
200  times.  Last  season  brought  The 
Scarlet  Pimpernel,  a  romantic  swash- 
buckler. He  completes  the  hat  trick 
next  month  with  The  Civil  War,  a 
largely  plodess  cycle  of  songs  that  por- 
tray the  war  through  letters,  speeches 
and  writings  of  the  period. 

Each  show  is  launching  a  U.S.  tour- 
ing company  this  year.  Abroad,  Jekyll  is 
plaving  in  Vienna  and  Bremen,  Ger- 
many; deals  have  been  struck  for 
Madrid,  Australia  and  Japan.  London 
and  Mexico  City  could  be  next. 

A  songwriter  who  scored  middle-of- 
the-road  hits  for  the  likes  of  Natalie 
Cole  and  Kenny  Rogers,  Wildhorn 
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owes  his  theater  music  as  much  to  die 
Top  40  as  to  Rodgers  &  Hammerstein. 
"Rock  and  pop  became  the  music  of 
the  entire  world  except  the  theater, 
which  turned  off  a  whole  generation," 
he  says.  "I  try  to  be  a  bridge  between 
die  two  worlds,  and  I  take  a  lot  of  shots 
for  diat.  One  critic  actually  complained 
the  music  for  Jekyll  &  Hyde  was  too 
commercial." 

"He's  got  something  the  public  is 
buying,"  says  veteran  Broadway  impre- 
sario Alexander  H.  Cohen.  "But  I  do 
get  the  sense  that  someone  sat  down 
and  asked,  'What  are  the  potentials  for 
iy  and  how  well  will  it  tour  and  will  it 


play  in  Australia  and  what  is  the 
shirt?'  "  Wildhorn  is  unabashed:  "Wl 
I'm  selling,  if  I'm  selling  anything, 
me.  You  can't  create  something  ai 
turn  your  back  on  it." 

No  effete  theater  snob,  Wildho 
grew  up  in  Queens,  N.Y.  and  was 
self-taught  music  prodigy  as  a  teena 
er.  After  studying  history  at  the  Ui 
versify  of  Southern  California,  he  f 
into  pop  songwriting  while  nursing  1 
dieatrical  ambitions.  Some  sideline:  r 
songs  have  sold  50  million  recorc 
including  Whitney  Houston's  recor 
ing  of  "Where  Do  Broken  Heai 
Go?,"  a  hit  in  43  countries. 
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Australian  linkers  essentially  kept  pace  wrth  the  nominal  market  in  December  They  rallied 
during  the  month  and  then  gave  back  most  of  the  earlier  gains  The  RBA  target  cash  rate 
was  cut  by  25  bp  to  4  75%  but  this  did  not  spur  the  linkers  significantly. 


1*1 
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Canada 

In  spite  of  rapid  job  growth  in  1998.  a  certain  amount  of  slack  remains  in  Canadian  labor 
markets  This  has  contributed  to  moderate  wage  settlements,  and  helped  to  offset  the 
inflationary  consequences  of  a  weak  Canadian  dollar  We  expect  those  two  factors  to 
continue  offsetting  each  other  in  1999,  with  the  result  that  inflation  should  remain  fairly 
stable  and  low  in  Canada 


France  is  now  the  only  country  offering  euro-denominated  inflation-linked  securities,  and 
this  may  potentially  increase  the  demand  for  the  OAT,  over  time.  The  French 
inflation-linked  bond  market  has  performed  relatively  well  In  December  as  the  real  yield  fell 
from  3  10  at  the  end  of  November  to  3.05%  al  the  end  of  the  year  The  OAT,  was  priced  at 
3  12%  at  the  November  auction 


Sweden 

Real  yields  on  Swedish  mfiation-lmked  bonds  were  little  changed  in  December  However, 
their  overall  performance  relative  to  the  other  markets  was  quite  respectable  Despite  this, 
1 998  was  a  disappointing  year.  Breakeven  inflation  rales  have  edged  lower  over  the  month 
and  once  again  stand  at  record  lows,  now  -12  bp.  on  the  2001  bond. 


I  UK  real  yields  closed  1998  al  2%,  their  lowest  ever  level,  performing  better  than  both 
I^S  conventional  bonds  and  equities  during  1998  Against  conventional  bonds.  UK  linkers  look 
fair  value,  but  most  other  measures  suggest  caution  value  against  equities  look  poor, 
supply  is  set  to  rise  and  inflation  to  fall  We  recommend  investors  look  at  switching  into 
other  markets 


: 


JThe  US  Treasury  will  auction  $8.0  billion  of  10-year  inflation-indexed  securities  during  the 

J  first  week  ol  the  new  year  In  the  when-issued  market  the  yield  was  3  93%,  suggesting  thai 

the  coupon  on  the  new  10-year  could  be  the  first  issue  with  a  4%  coupon.  Since  the  next 

10-year  linker  auction  will  not  take  place  until  July,  this  may  present  a  good  opportunity  for 

investors  m 
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Wildhorn  produces  a  commercial 
recording  of  his  scores  long  before 
they  are  staged,  to  serve  both  as  work- 
shop and  calling  card  for  the  shows. 
Without  its  successful  Romantic  High- 
lights CD,  Jeky 11 would  never  have  made 
it  to  Broadway,  he  insists.  Later  record- 
ings of  the  score  have  moved  more 
than  a  quarter-million  units,  quite 
impressive  for  a  theater  disc,  according 
to  Val  Azzoli,  cochairman  of  the 
Atlantic  Group,  which  rewarded  Wild- 
horn  with  his  own  label,  Adantic  The- 
atre. Azzoli  points  out  that  touring 
musicals  pump  up  record  sales:  "It's 
like  having  a  rock  band  on  the  road 
doing  eight  shows  a  week." 

Broadway  hasn't  made  Wildhorn 
megawealthy  yet — he  earns  more 
from  his  old  song  copyrights  than 
from  his  current  theater  work.  Typi- 
cally, the  authors  of  a  show's  book, 
music  and  lyrics  are  guaranteed  a 
weekly  minimum  of  about  $6,000 
altogether  and  share  roughly  one- 
sixth  of  the  weekly  profits,  if  any. 
Wildhorn  gets  half  of  this  royalty 
pool.  For  Pimpernel,  which  is  esti- 
mated to  be  more  than  $10  million  in 
the  red,  he  receives  the  minimum,  or 
$150,000  a  year.  Jekyll,  which  after 
two  years  has  recouped  only  half  of  its 
$6.2  million  capitalization,  generates 
somewhere  between  a  quarter-  and  a 
half- million  dollars  for  him  annually. 
"We're  not  swimming  in  profits," 
admits  $cott  Zeiger,  president  of  Pace 
Theatrical  Group,  a  producer  of  Jekyll 
and  Civil  War.  "But  we're  paying  a 
lot  of  bills  and  increasing  the  value  of 
the  brand  name  Frank  is  building." 

The  money  is  starting  to  get  serious, 
though.  Road  productions  can  be  verv 
profitable  because  the  houses  tend  to  be 
bigger.  Recordings,  licensing  and  sheet 
music  kick  in  more  revenue.  And  if  he 
ever  lands  a  Broadway  smash,  he'll  really 
rake  it  in.  "Theater  has  the  best  back- 
side in  all  of  show  business,"  he  grins. 

Wildhorn's  next  wave  of  projects  in 
development  includes  a  big  band 
musical  comedy,  Havana;  a  take  on 
Alice  in  Wonderland,  in  collaboration 
with  illusionist  David  Copperfield;  a 
musical  life  of  Muhammad  Ali; 
another  Gothic  piece,  Dracula;  and  a 
rock  'n'  roll  opera  version  of  the  sci- 
fi  film  classic  Blade  Runner.  "I've 
only  got  so  many  to  do  in  my  life." 
he  says,  "so  why  not  go  for  it?" 
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Can  We  Shop? 


By  Katherine  Bruce 

The  lives  of  Joan  Rivers  and  Suzanne  Somers  have  been  the  stuff  of  country-western 
ballads.  But  they're  still  working  hard,  and  the  women  of  America  love  them  for  it. 

Love  them  so  much,  in  fact,  that  both  have  found  lucrative  shelter  in  the  $3  billion 
plus  world  of  home  shopping.  But  who's  the  queen  of  the  couch  potatoes? 


Joan  Rivers 


History:  Once  marked  as  heir  appar- 
ent to  Johnny  Carson's  late-night 
empire,  Rivers  crashed  with  her 
own  talk  show  on  Fox;  soon  after, 
her  husband  committed  suicide. 
$he's  come  back  with  a  fashion  talk 
show  on  E!,  an  autobiography,  and 
a  jewelry  business  that  gets  her  on 
qvc  six  times  a  year. 

Product  Line:  The  Joan  Rivers  Clas- 
sics Collection,  costume  jewelry 
heavy  on  faux  Faberge.  Average 
price:  $40. 

Bestseller:  The  Bee  pin,  which  her 
late  husband  Edgar  had  designed 
for  her.  $he's  sold  350,000,  priced 
at  around  $35,  since  1990. 

Selling  Point:  "If  I  can  look  this  fabu- 
lous, you  can  look  this  fabulous!" 

Estimated  Cut  for  1998:  $3  million. 

Prognosis:  This  is  one  resilient  lady. 
Joan's  had  so  many  incarnations 
that  her  new  life  as  queen  of  home 
shopping  shouldn't  surprise 
anyone.  Unless  Oprah  gets  in  on 
the  act,  Joan  should  be  one  of  the 
most  beloved  faces  on  cable. 


Suzanne  Somers 

History:  $omers  played  the  ditsy 
blonde  in  the  TV  hit  Three's  Compi 
ny.  $ince  then  she's  started  a  sup- 
port center  for  families  of  alcoholil 
written  an  autobiography,  and  puu] 
"ThighMaster"  into  the  nation's 
lexicon.  Now  she  cohosts  CandidX 
Camera  and  sells  her  wares  on  the^ 
Home  $hopping  Network. 

Product  Line:  Jewelry  for  hsn. 
Average  Price:  $40.  Also 
loungewear  and  a  line  of  fitness 
products. 

Bestseller:  The  $omersize  Prograrrj 
has  sold  112,000  units  since  199: 
For  only  $42.60,  you  too  can  leail 
how  to  eat  great  and  lose  weight.  | 

Selling  Point:  "$uzanne's  a  lady. 
She's  had  a  hard  life  and  she's  rea| 

Estimated  Cut  for  1998:  $1  million. 

Prognosis:  Fitness  products  are 
great,  but  the  biggest  seller  on 
home  shopping  is  jewelry,  and  H: 
owns  the  rights  to  the  jewelry  lir 
Suzanne  hawks.  Our  advice:  Get 
designer  and  come  out  with  youi 
own  baubles. 
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Dough  boys 


Chef  hysteria— it's  going  on 
everywhere,"  reports 
Leonard  Picket  I,  head  of  the 
James  Beard  Foundation,  the 
overseer  of  gastronomy's 
"Oscar"  awards. 

Thanks  to  cable  TV's  Food  Network  and 
the  evolution  of  the  kitchen  into  perfor- 
mance art  house,  much  of  the  hysteria  is 
being  cooked  up  by  American  chefs  for  a 


SI 
B 
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"I  get  criticized  by  the  foodies  for 
not  living  up  to  their  gastronomic 
brain  cells.  Give  me  a  break. 

A  carrot  is  a  carrot" 

-Emeril  Lagasse 

change.  Catering  to  people's  tastes  for 
trendy  food  and  eateries,  American  chefs 
are  developing  a  smorgasbord  of  hybrid 
cuisines:  California,  Tex-Mex,  Cajun, 
Creole,  Pan-Asian  fusion.  "Classical  cui- 
sine is  gone,"  intones  Pickell.  "Global  is 
what's  in." 

So  is  entertainment.  More  than  ever 
chefs  are  putting  their  kitchens  on  cen- 
ter stage.  "Fine  dining  was  all  a  mystery 


Wolfgang  Puck 


Started  with  Spago  on  Sunset  Strip 
in  Los  Angeles,  elevating  pizza  to 
haute  with  signature  smoked 
salmon  and  caviar  topping.  Turned 
kitchens  into  entertainment  vehicles 
by  positioning  them  in  full  view  of 
diners.  Now  owns  32  Wolfgang  Puck 
Cafes,  9  other  restaurants,  frozen 
ft        ne.  Wife,  Barbara  Lazaroff, 
run.     smess. 


with  chefs  engaged  in  a  danse  de  la  cui- 
sine," observes  restaurateur  Barbara 
Lazaroff,  whose  husband,  Wolfgang 
Puck,  was  one  of  the  first  to  open  up  his 
own  kitchen.  Now,  chefs  perform  before 
adoring  audiences. 

"It's  connecting  people  to  the  creation 
of  the  dish,  to  the  drama  and  spectacle  of 
it  all,"  Lazaroff  says.  That's  why  the 
choicest  table  at  Jean-Georges  Von- 
gerichten's  newest  restaurant  is  literally 
in  the  kitchen. 

Unfortunately,  the  great  chefs  aren't 
always  behind  the  stove  these  days. 
They're  out  hawking  condiments,  endors- 
ing pots  and  pans  and  appearing  on  talk 
shows.  "A  single  three-star  restaurant 
just  doesn't  make  money  anymore," 
explains  Julia  Child.  "Celebrity  chefs 
have  to  be  on  TV." 

The  biggest  new  star,  Emeril  Lagasse, 
took  Child's  advice  and,  in  his  words, 
"kicked  it  up  a  notch."  Says  one  food  critic: 
"He  has  become  a  star  of  proportions  even 
Wolf  [Puck]  never  dreamed  of." 

Of  course  all  of  this  begs  the  ques- 
tion: If  all  the  great  chefs  are  busy 
appearing  on  television,  selling  frozen 
foods  and  managing  multiple  restau- 
rants like  fast-food  chains,  who's 
watching  the  stove?      -Juliette  Rossant 


MICHAEL  O'NtlLly  Oil  I  LINT 


Jean-Georges  Vongerichten 


Classically  trained  French  chef,  start  J 
French-Thai  fusion  eatery  Vong.  Kno\  | 
for  using  vegetable  juices  and  herb- 
infused  oils  to  replace  cream  and 
butter.  Now  owns  restaurants  in  New  I 
York,  London,  Chicago,  Hong  Kong  ar  j 
Las  Vegas.  His  second 
cookbook,  Jean-Georges:  Cooking  at 
Home  with  a  Four-Star  Chef,  was  put  j 
lished  last  year. 


RICHARD  BOWO  fCH 
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Emeril  Lagasse 
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Corn  dog  cuisine 


Who's  television's  hottest  gas- 
tronome? New  Orleans-based 
Emeril  Lagasse,  of  course.  Bam! 

His  Food  Network  hit,  Fmer/7 
Live— where  Julia  Child  meets 
David  Letterman  —features  a  live 
jazz  combo  and  lots  of  hollering  and 
food  flinging  to  the  audience.  Oh 
yes,  and  lots  of  "bamming" — 
Emeril-ese  for  "add  more  spice." 

With  his  distinct 
Massachusetts 
accent,  Lagasse  is 
an  unlikely  champion 
of  gourmet  cuisine.  But 
droves  of  aspiring  chefs, 
intimidated      by      French 
accents  and  fancy  recipes, 
are  turning  to  Lagasse's  down- 
home  style  where  "pork  fat  rules" 
and  cooking  is  entertainment. 

"His  is  the  kind  of  cooking 
show  that  pleases  my  garage 
attendant,"  says  television's 
gourmet  grande  dame  Julia 
Child.  "Serious  cooks  don't 
enjoy  it  because  it's  too  much  of 
a  performance." 

Lagasse's  response:  "I  ain't 
doing  this  show  to  reach  100,000 
chefs  a  night." 

Reaching  his  fans  hasn't  been 
a  problem.  His  Essence  spice  line 
sold  1,500  units  in  two  minutes 


on  QVC.  And  his  fourth  cookbook, 
Emeril 's  TV  Dinners,  made  the 
New  York  Times  bestseller  list  last 
year.  Trendy  cookware  maker  All- 
Clad  featured  the  book  inside  an 
"Emeril  Everyday  Pan,"  and  sold 
80,000  units  in  two  months. 

But  the  core  of  the  Emeril 
empire  remains  his  restaurants: 
three  in  New  Orleans,  one  in  Las 
Vegas,  one  in  Orlando  at  Universal 
Studios  Florida,  where  he  blends 
Cajun  and  French  cooking  with  a 
dash  of  his  Portuguese  back- 
ground. TV  fans  call  in  from 
around  the  country  months  in 
advance  for  reservations. 

Lagasse  says  the  secret  ingre- 
dient to  his  success  has  been  his 
ability  to  create  away  from  the 
oven.  "Chefs  have  to  step  out  of 
the  kitchen  and  become  restaura- 
teurs and  businessmen," 
Lagasse  says  in  an  interview 
between  TV  shoots.  "They  also 
have  to  wear  other  hats:  televi- 
sion, public  speaking,  dealing 
with  lawyers — it  goes  on  and  on." 

With  his  Food  Network  con- 
tract in  negotiations,  don't  be 
surprised  if  Emeril  puts  on  his 
lawyer's  hat  and  lands  a  gig  on 
prime  time. 

Bam!  -Juliette  Rossant 


J 


Who  says  chefs  aren't  stars?  Nobu 
played  a  gambler  in  Casino  with 
Robert  De  Niro.  Now  they're  busi- 
ness partners  with  restaurateur 
Drew  Nieporent  in  Nobu,  with  out- 
lets in  New  York,  Las  Vegas  and 
London.  Style:  Japanese  cuisine 
with  Peruvian  flavors.  Nowplan- 
ninga  Nobu  for  the  Hard  Rock 
Hotel  &  Casino  in  Las  Vegas. 


In  January  opened  $10  million 
Restaurant  Daniel  in  New  York 
City's  former  Mayfair  Hotel.  The 
two-story  kitchen  features  a 
$250,000  Bonnet  stove,  video  sur- 
veillance of  diners  and  a  business 
center.  Once  lorded  over  the 
kitchen  at  famed  glitterati  hang- 
out Le  Cirque.  His  second  cook- 
book will  be  published  this  year. 


OWEN  FRANKEN/CORBIS 
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Hired  heads 


i 
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You  can't  escape  them.  Thanks  to 
an  ever-growing  number  of 
cable  news  outlets,  a  handful  of 
legal,  political  and  financial 
experts  are  as  ubiquitous  as 
beer  commercials.  Sure,  scandal  and  vio- 
lence goose  TV  ratings.  But  now  the  sub- 
sequent debates  and  analyses  about  the 
scandal  are  as  big  a  draw  as  the  scandal 
itself.  Today  when  big  news  hits,  booking 
agents  scurry  for  the  nearest  pundit.  Boasts 
celebrity  lawyer  Alan  Dershowitz:  "When  a 
legal  story  breaks,  my  office  knows  to 
gear  up." 

Of  course,  supplying  the  networks  with 
sound  bites  puts  just  so  much  food  on  the 
table.  So  today's  talking  heads  write  books, 
lecture,  even  star  in  commercials.  The 
speaker  circuit,  where  pundits  are  frequently 
pitted  against  each  other  in  raucous  debates, 
can  bring  in  tens  of  thousands  of  dollars  per 
gig.  And  though  the  sparring  matches  often 
resemble  what  one  lecture-circuit  booker 
calls  "political  vaudeville,"  the  grandstand- 


1 


"I've  been  famous  and  not  famous,  and 
on  the  whole  I'd  say, 

I'd  rather  be  famous." 

-James  Carville 


^ 


James  Carville/  Mary  Matalin  $3.4 


Ragin'  Cajun  Carville  ran  Clinton's  '92 
campaign;  conservative  wife  Matalin  was 
on  George  Bush's  staff.  Their  shtick:  Sling- 
ing mud  in  TV  debates,  speeches,  commer- 
cials. She  calls  him  a  political  pit  bull"; 
Entertainment  WeeA/ycalls  the  dueling  duo 
"America's  second-most  annoying  couple." 
Whatever  your  opinion,  you're  buying  their 
books,  attending  their  lectures  and  quoting 
their  commentary  at  cocktail  parties. 


"The  running  joke  is  that  all  you 
have  to  do  is  stand  on  a  corner 
with  a  placard  that  says, 

'Will  pundit  for 
food.' " 


Marv  Matal 


ing  makes  for  great  free  publicity  for  book, 
movie  and  magazine  sales.  It  also  helps  land 
a  good  table  at  Washington  schmooze  spots. 

Desperate  for  a  nightly  fix  for  talking 
heads,  some  stations  sign  talent  for  hefty 
fees.  One  cable  station,  MSNBC,  has  effec- 
tively written  the  full-employment  act  for 
pundits. 

But  "expertification,"  as  TheStreet.com's 
James  Cramer  calls  it,  has  its  price.  Viewers 
want  to  argue  with  you  when  you're  waiting  to 
buy  groceries.  Your  peers  may  ostracize  you 
for  selling  out.  And  as  with  everything  on  net- 
work television,  you  have  to  break  down  your 
analysis  to  its  lowest  common  denominator. 
"You  just  have  to  do  it  with  panache,"  chimes 
in  O.J.  Simpson  defender  Johnnie  Cochran. 

The  lines  between  news  and  entertain- 
ment— and  between  law  and  hoopla— con- 
tinue to  blur. 

-Erika  Brown 
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hnnie  Cochran 

Ever  since  clearing  O.J.,  he's  been  r 
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a  killing.  His  soon-to-arrive  book  of 

Black  Panther  Geronimo  Pratt  is  be 

made  into  a  film  by  Marlon  Brando 

"*^ 

Sean  Penn.  One  of  television's  top| 
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guys  for  legal  analysis,  Cochran  ho 

*/    .     d 

own  Court  fVshow.  dumbs  down  tt) 
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for  other  news  channels  gratis  and 
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a  hundred  lectures  a  year. 

^. 
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George  Stephanopoulos 
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White  House 
Wunderkind 


To  hear  his  assistant  tell  it. 
George  Stephanopoulos  "is  a 
very  private  person."  Yet  he's 
done  a  great  job  keeping  his 
name  before  the  public. 

The  former  Clinton  flackmeister  was 
the  model  for  the  young  campaign 
adviser  who  gets  a  dose  of  Capitol  Hill 
cynicism  in  the  novel  Primary  Colors. 
He  was  the  inspiration  for  Michael  J. 
Fox's  vertically  challenged  Oval  Office 
sidekick  in  The  American 
President.  He  has  even  made  it 
onto  the  sitcom  Friends  as 
the  object  of  lust  on  the 
part  of  the  character 
Monica. 

He  now  pumps  out 
political  commen- 
tary for  ABC,  has 
landed  a  book  deal 
worth  $3  million 
about  his  days 
at  1600  Pennsyl- 
vania Avenue,  roams 
the  lecture  circuit,  is  a 
contributing  editor  at 
Newsweek  and  just 
finished  a  two-year 


professorial  stint  at  his  alma  mater, 
Columbia.  "In  every  sense  of  the 
word,  he's  an  expert  in  his  field,"  says 
O.J.  prosecutor  Marcia  Clark.  "He 
the  Man." 

The  Stephanopoulos  brand  was 
helped  immeasurably  by  his  ex-boss' 
political  near-hanging.  Since  last  year 
his  market  value  has  skyrocketed. 
"Everyone  in  the  world  wants  to  talk  to 
George,"  says  Katie  Long,  the  shill  for 
his  upcoming  book.  "I'm  just  not  letting 
anyone  through  until  his  book  comes 
out."  And  this  fall  he  will  be  busy  with  a 
25-city  book  tour. 

"George  became  a  pop  culture 
character,"  says  former  White  House 
press  secretary  Dee  Dee  Myers,  adding 
that  the  young  superachiever  aide  whis- 
pering in  the  President's  ear  is  now  part 
of  the  iconography  of  our  culture. 

Ex-Clinton  spin  doctor  James 
Carville  says  he's  not  that  big.  "Talk  to 
joke  writers;  there's  a  limited  number 
of  people  whom  you  could  tell  a  joke 
about  without  having  to  explain,"  he 
says.  "You  still  have  to  explain 
George.  He's  not  Ross  Perot  or 
Michael  Jackson."  -E.B. 


James  Cramer 


Hedge  fund  manager  wrote  about  the 
market  for  years,  made  real  news  when  he 
launched  on-line  Wall  Street  whisperer, 
TheStreet.com.  Investors  poured  in, 
including  the  New  York  Times-,  now  looking 
to  raise  up  to  $75  million  by  going  public. 
He's  also  a  magazine  columnist  and  TV 
pundit.  The  risk  of  being  so  high-profile? 
He  was  briefly  suspended  by  CNBC  last 
year  after  being  accused,  falsely,  of  short- 
ing a  stock  he  scrutinized. 


Don't  expect  a  reversal  of  fortune  from  this 
eagie.  The  first  of  the  big  mouthpieces  of 
broadcasting,  Dershowitz  pioneered  layman's 
legalese  more  than  20  years  ago.  This 
celebrity  defender  of  Patty  Hearst  and  Claus 
von  Bulow  is  a  Harvard  law  professor,  14- 
time  author  and  ten-second-sound-bite 
machine.  (Even  his  assistant  calls  him  a 
ham.)  When  he  hones  in  on  catchy  phrases, 
:  "Sexual  McCarthyism,"  he  writes 
book. 
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High-class  lookers 

Is  it  possible  that  American  pop  culture  is 
getting  less  superficial?  That  question  is 
striking  terror  into  the  heart  of  the  model- 
ing industry.  Conventional  wisdom  now  holds 
that  the  public  has  grown  weary  of  models. 
Modeling  agencies  are  wringing  their  hands 
over  the  encroachment  of  actresses  onto  their 
turf:  fashion  magazine  covers  and  big-money 
advertisements.  Doomsayers  in  the  fashion 
press  have  even  gone  so  far  as  to  predict  the 
ultimate  extinction  of  the  supermodel. 

In  fact,  things  aren't  so  bad.  Yes,  there  has 
been  a  bear  market  in  beauty  of  late.  But  the 
salaries  of  the  top  models  refute  the  notion  that 
supermodeldom  is  dead.  Actress  Jennifer 
Lopez  signed  a  big  L'Oreal  contract  last  year, 
but  that  didn't  stop  Kate  Moss  from  landing  a 
worldwide  deal  from  the  company  as  well. 

And  appearance  fees  occasionally  still  top 
$40,000  a  day.  The  Victoria's  Secret  fashion 
show  this  February  was  a  smashing  success, 
drawing  a  million-plus  visitors  to  its  Web  site 
with  the  promise  of  scantily  clad  models.  Over- 
all earnings  for  the  top  five  models  are  up  sub- 
stantially from  their  1 995  levels. 

What's  been  written  off  as  the  demise  of 
models  is  more  likely  the  normal  ebb  and  flow 
of  popular  tastes.  "We  still  have  models  on  the 
cover,  and  we'll  always  have  models  on  the 
cover,"  says  Trudi  Tapscott,  the  bookings  edi- 
tor for  Vogue.  "We're  a  fashion  magazine  and 
fashion  requires  models."         -Scott  Woolley 


Schiffer  trots  the  globe  making 
appearances  and  doing  photo  shoots 
11  months  a  year.  Rivals  snipe  that 
she's  getting  overexposed,  but  she's 
built  an  unparalleled  global  fan 
base.  Endorsements  include  L'Oreal; 
Lycos;  Damas,  a  Middle  Eastern 
jewelry  brand. 


Cindy  city 


I  Cindy  Crawford    $8 


If  all  models  had  as  much  business  sense  as  Cindy  Cra 
ford,  the  industry  might  not  be  in  its  current  slump.  Cra 
ford  does  what  few  other  models  have  managed:  develop 
a  persona  based  on  more  than  just  a  pretty  face. 

Unlike  some  of  her  competition,  Crawford  can  string1 
together  coherent  sentences.  That  ability  helped  land  hei 
the  key  role  as  host  of  MTV's  House  of  Style  in  the  early 
1990s.  Marriage  to  actor  Richard  Gere  helped  raise  hei 
star  quotient. 

While  most  supermodels  ooze  attitude,  Crawford  deli 
ers  a  down-to-earth  image  that  ad  agencies  drool  over.  He 
milk  endorsement  promotes  her  small-town-girl  image.  He 
ads  for  low-end  Kay  Jewelers  connect  with  middle-class 
buyers.  So  resilient  is  the  image  that  it  eas- 
ily weathered  failed  attempts  at  acting 
and  a  troubled  special  on  ABC  enti-     b^-,/3*" 
tied  Sex  with  Cindy  Crawford.  mF 

A  high  school  valedictor :— 
Crawford  had  the  brains  to  av< 
other  pitfalls,  including  investing 
in  the  doomed  Fashion  Cafe,  ' 

which    got    money    from 
her    fellow    supermodels. 
"Cindy's  biggest  fear  at  2: 
was  that  it  would  end  at  25, 
says  Michael  Gruber,  her  for- 
mer agent.  Even  now,  32 
and  pregnant,  the  Craw- 
ford   money    machii 
shows   no   signc   r 
slowing.  -5 


L 


Christy  Turlington 


Being  a  full-time  New  York  Univer- 
sity student  put  a  crimp  in  Turling- 
ton's earnings,  but  the  30-year-old 
senior  still  rakes  it  in  from  existing 
deals  with  Calvin  Klein,  Maybelline 
among  others.  On  a  per-hour  basis, 
she's  probably  the  highest-paid 
model  in  business. 


ROSE  PROUSER/  SIPA  PRESS 


Checking  into  a  drug  and  alcohol 
rehab  clinic  in  November  cut  into 
Moss'  earnings,  but  the  waiflike 
model  stiil  took  home  plenty  of  fat 
paychecks.  Her  personal  problems 
might  keep  her  off  next  year's  list; 
some  big  clients,  such  as  Calvin 
Klein,  maymov.  on. 


Niki  Taylor 


i  admirable  amount  of  charity  work 
and  4-year-old  twins  keep  Taylor  from 
earning  much  from  paid  personal 
appearances.  But  the  24-year-old 
makes  big  money  from  her  Covergirl, 
Nokia  and  Liz  Claiborne  deals.  Her 
Web  site  has  landed  big-name  spon- 
sors including  Nike,  Sony  and  Xerox. 


REUTERS/  ARCHIVE  PHOIOS 
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It's  tax  time,  friend.  You're  looking  for  a  nice,  tax-deferred  place  to  stash  some  cash.  ►  Short-term  need 


long-term  investment:  you're  looking  at  stock  funds.  ►  Go  for  a  Janus  fund.  Put  your  money  in  the  hands 
of  the  people  who  wrote  the  book  on  stock-picking.  ►  So  make  a  smart  pick  yourself.  Happy  stashing. 

^  Can  you  dodge  the  tax  man  by  April  15?  How  fast  can  you  call  Janus? 


800-337-4069 


www.janus.com 


there. 


Past  performance  does  not  guarantee  futv 
expenses.  Please  read  it  carefully  before 


alts.  Call  for  a  prospectus  containing  more  complete  information  including 
vest  or  send  money.  Janus  Distributors,  Inc.  Member  NASD.  FORB  414 


CELEBRITY 


iS 


L-/ 


Opiate  of  the  masses 

They  don't  have  pews  or  weekly  services,  but  from  their  publishing  pulpits  they 
reach  a  congregation  of  50  million  readers,  preaching  love  and  redemption, 
sacredness  and  salvation,  relationships  and  healthy  living.  They  are  the  inspi- 
rationalists,  practicing  at  the  intersection  of  religion  and  entertainment 

"People  tell  me  all  the  time  that  they  are  interested  in  having  a  spiritual  life,"  says 
Thomas  Moore,  the  therapist  and  bestsel  ling  author  of  Care  of  the  Soul.  "But  that 
doesn't  necessarily  mean  they  want  a  religious  life."  Since  the  1 960s,  when  Thomas 
Altizer  wrote  that  God  had  kicked  the  bucket,  churches  and  temples  offering  the  tra- 
ditional versions  of  religion  have  struggled  to  hold  on  to 
their  members  and  donations.  But  armchair  religion, 
offering  spiritual  peace  through  pop  psychology,  is 
doing  quite  well,  and  some  practitioners  make  an 
extremely  good  living  at  it.  "Old-line  religion  screwed 
up  by  lecturing  and  moralizing  to  everyone,"  muses 
Jack  Canfield,  coeditor  of  Chicken  Soup  for  the  Soul. 
"Today's  society  doesn't  need  it.  They  want  an  inspir- 
ing story." 

Inspiration  sells,  accounting  for  a  healthy  $1  billion 
chunk  of  the  book  publishing  industry.  But  will  it  satisfy 
America's  need  for  spirituality?  Says  Leigh  Brown, 
director  of  the  Independent  Presbyterian 
church  in  Birmingham,  Ala.:  "Most  of  us 
want  light  and  easy.  But  in  the  end,  the 
easy  answers  aren't  fulfilling." 

-Morgan  Murphy 


Mark  Victor  Hansen  & 
i^ck  Canfield 


Duo  that  ladles  up  the  Chicken 
Soup  for  the  Soul  series — Chick- 
en Soup  for  the  Teenage  Soul . . . 
for  the  Pet  Lover's  Soul . .  .for 
the  Woman's  Soul,  etc. — have 
sold  46  million  books.  This  year 
look  for  a  Chicken  Soup  sam- 
pler in  cases  of  Diet  Coke. 


y/. 


STEVE  LABADESSA/  OUTLINE 


TERRY  0: 'LEV  OUTLINE 


s 
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Marianne  Williamson   $2.5 


Formerly  a  "total  mess,"  Williamson 
got  straight  with  God  and  now  has  a 
loyal  following  of  millions  who  buy 
her  books  (A  Woman's  Worth,  A 
Return  to  Love)  and  tapes  on  love 
and  redemption.  Now  turning  to  pol- 
itics with  her  latest  book,  The  Heal- 
ing of  America. 


Redfield  $1.25 


Author  of  The  Celestine  Prophecy. 
Redfield  was  the  top-selling  Ameri- 
can fiction  author  in  1996  and  1997. 
Rejected  more  than  two  dozen  seven- 
figure  offers  for  the  movie  rights  to 
the  books  he  calls  "spiritual  concepts 
in  story  form."  New  book  tentatively 
titled  The  Secret  of  Shambhala. 


Thomas  Moore 


Former  monk  and  therapist,  he 
scored  with  1992  bestseller  Care  of 
the  Soul,  the  thinking  man's  guide 
to  spirituality.  He  preaches  divine 
immanence,  i.e.,  that  God  is  within: 
"Too  often  religion,  focusing  on 
another  life,  has  let  this  one  go 
to  hell." 


Deepak  Chopra 


New  age  sa' 

Ask  Deepak  Chopra  who 
God  is  and  the  former 
chief  of  staff  at  New 
England  Memorial 
Hospital  will  show  you 
a  chart.  There,  on  one 
double-spaced  page,  lies 
his  theory  of  the  Almighi 

Philosopher,  healer, 
mystic  and  preacher, 
Deepak  damns  aging  an 
"old  white  man  in  the  sk 
religion,  and  promises 
new  levels  of  enlighten- 
ment for  people  who 
blend  Eastern  healing  wi 
Western  medicine. 

In  Chopra's  view,  sci- 
ence alone  cannot  heal: 
"In  a  world  where  scien 
has  been  so  successful 
dismantling  mystery,  no 
more  than  ever,  we  hav 

a  deep  spiritual  hunge 
l  that  goes  beyond  reli- 
i   gious  dogma." 

Chopra  believes 

I    Americans  have 
turned  the  medical 
doctor  into  a  med- 
ical deity.  Why? 
"Because  modern-da 
religion  doesn't  satis 
fy  even  the  slightly 

educated  person.  It 
has  controlled  and  regu! 
ed  people  through  gui" 
and  fear." 

If  God  is  to  be  four 
Chopra  believes,  He  wi 
emerge  through  the  sci- 
ences; a  corollary  is  that 
spiritual  leaders  are  likely 
to  be  technically  trained. 
Until  then,  he  doesn't 
worry  about  his  image 
being  tarnished  by  heres, 
"My  image  is  going  to  be 
defiled  one  day,  and  if 
it  isn't,  I  will  defile  it 
for  you."  -M.M 
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Looking  for  a  fast, 
reliable  and  affordable  way 
to  ship  volumes  of  lightweight 
parcels  and  correspondence 
overseas?  The  U.S.  Postal 
Service  has  options  that  can 
save  you  a  bundle. 

International  Express 
MailSM  provides  delivery  to 
over  175  countries — for  as 
ittle  as  $15.  Global  Priority 
Mail™  provides  prompt 
delivery  to  over  30  key 
business  countries— for  as 
little  as  $3.75.  You  won't 
find  prices  as  low  as  these 
from  any  other  major 
shipping  company.  Fact  is, 
rates  for  comparable  services 
are  often  double  ours. 

As  one  of  the  world's 
argest  global  delivery 
companies,  we  have  the 
resources  available  to  help 
your  international  business 
grow  at  prices  that  aren't  out 
of  this  world. 

For  a  free  Global 
Delivery  Solutions  Kit,SM  call 
1-800-  THE-  USPS,  ext.  DM2058. 


UNITED  STATES 
POSTAL  SERVICE '« 


•99  United  States  Postal  Service 


www.  uspsglobal.  com 
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Duct  tape  for  the  soul 

hey  improve  your  home,  patch  up 
your  love  life,  update  your  port- 
folio, repair  your  self-esteem, 
tighten  up  your  flabby  body.  They're 
the  fixer-uppers,  and  there  seems  to 
be  no  end  to  what  people  will  pay  for 
a  little  of  their  advice. 

Today's  advice-givers  are  savvier 
than  they  were  in  years  past.  The  for- 
mula has  been  to  keep  the  message 
simple,  the  concept  catchy.  That  makes 
it  easier  to  package  into  cassettes, 
calendars,  television  shows, 
board  games,  magazines  and,  of 
course,  books.  Self-improve- 
ment books  generated  an  esti- 
mated $581  million  in  sales 
last  year. 

Leading  the  fixit  charge  was  high-mainte- 
nance homemaker  Martha  Stewart.  Her  name  was  on  every- 
thing from  her  magazine,  Martha  Stewart  Living,  to  $16  gallons 
of  paint. 

Stephen  Covey  continued  to  live  and  preach  the  seven  habits 
of  the  highly  effective,  and  relationship  adviser  John  Gray  rode 
the  momentum  from  his  bestseller  Men  are  from  Mars,  Women 
are  from  Venus,  a  bestseller  for  five  years. 

The  fitness  craze  marches  on.  Billy  Blanks,  the  Tae  Bo 
trainer,  and  author  Richard  Carlson  have  one  thing  in  common: 
sweat.  Blanks'  high-powered  workouts  encouraged  it,  Carl- 
son's calming  paperbacks  didn't.  Carlson's  1997  book  Don't 
Sweat  the  Small  Stuff  is  not  small  stuff.  Hyperion  printed  7.5 
million  copies  of  it.  -Joanne  Gordon 


Martha  Stewart  $18 


The  doyenne  of  discriminating  taste 
split  from  Time  Warner  in  1997  and 
formed  Martha  Stewart  Living  Omni- 
media:  magazines,  books,  TV.  radio, 
newspapers,  catalogs.  Her  merchan- 
dising arm,  Martha  Stewart  Every- 
day, should  top  $1  billion  in  sales 
this  year. 


Billy  Blanks 


Kick  bucks 


John  Gray 

$10 

'  1  s 

He's  author  of  Men  are  from  M 
Women  are  from  Venus,  a  hanc 
that  dishes  out  tips  on  relation 
and  sex.  The  series  has  spawn 
books,  a  magazine  and  Mattel 
game.  The  former  Hindu  monk 
six  trips  to  Asia  "in  search  of 
enlightenment." 

irs, 

book 

ships 

edten 

board 

made 

STEVE  DOUBLE/  RETNA  LTD 


Stephen  Covey 


His  Seven  Habits  of  Highly  Effective 
People  advises  professionals  how  to 
manage  their  time  and  balance  their 
lives.  Merf.'3d  Covey  Leadership 
Center  with  Franklin  Quest  in  1997. 
FranklmCovey  now  a  self-improve- 
ment powerhon  e  with  125  retail 
stores. 


Hit  the  showers,  Richardi 
Simmons.       Television's: 
newest  fitness  drillmaster' 
is  a  sinewy  bald  man  in  a  span  j 
dex  jump  suit.  His  name  is  Billy 
lanks,  and  he's  the  man  behind  Tae  i 
Bo,  a  hip-hop-flavored  self  I 
V     defense  workout. 

A  former  world  karate . 
champion,        Blanks: 
noticed    years     ago    that 
women  lacked  a  program  for 
learning  self-defense.  "Women 
wouldn't    study    karate,"    Blanks 
says.  "They  felt  it  was  too  aggressive." 
His   idea:   a  self-defense  class  for 
women  that  combined  martial  arts  and 
ballet  and  was  done  to  modern  music.  His  j 
first  clients:  six  hairdressers.  Soon  he  ! 
was  attracting  stars  like  Goldie  Hawn 
and  Sinbad. 

But  Blanks,  43,  delivered  his  knock   \ 
out  punch  when  he  videotaped  his  rou    | 
tine  and  sold  it  on  television.  His  30   | 
minute  infomercial  airs  thousands  of  j 
times  a  day,  infecting  virtually  every  metro  i 
market  in  the  country.  The  tapes  cost  $60 
for  a  set  of  four.  More  than  a  million  have 
been  snapped  up  since  the  spot  first  aired 
last  August. 

With  the  revenues  pouring  in,  Blanks  is 
considering  rolling  out  a  national  chain  of  ; 
Tae  Bo  training  centers 
later  this  year.  A  sporty   , 
upscale  clothing  line  is  ; 
in  the  works.  Agents  are 
feuding  over  rights  to 
his  book. 

Blanks  insists  Tae  Bo  I 
is  not  a  fad.  "I've  been  i 
doing  this  for  20  years,' 
he  says.  "If  it  was  a  fad,  j 
it  would  have  dropped  [ 
off  a  longtime  ago." 

He  may  be  right.  Peo 
pie  are  now  ripping  him 
off.  TV  ads  for  Tae  Fit 
star  a  bald  black  man  in 
red  tights.  Blanks  did 
not  get  a  kick  out  of  the 
imitation  and  is  suing. 
-Adrienne  Sanders 


MARK  PEUHSON/  SABA 
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When  the  employees  of  Capital  One 
had  some  things  to  say  about  their 

unusual  working  conditions, 
they  went  straight  to  the  authorities, 


The  author- 
ities, that  is,  who 
publish  a  survey  in 
Fortune*,  magazine. 
The  ones  who  travel 
the  country  ev  erj 
year  and  compile  the 
100  best  companies 
to  work  for  in 
America.  After  talking  to  27,000 
employees  nationwide  —  including 
many  of  ours  —  Capital  One  landed 
prominently  at  #41  on  the  list. 

Were  we  honored'.'  Who 
wouldn't  be,  alongside  Intel, 
Starbucks,  Nordstrom,  Sun 
Microsystems  and  L.L.  Bean. 
Actually,  truth  be  known,  we  were 
ranked  even  higher  than  they  were. 

So  what  does  it  take  to  make 
this  list,  let  alone  the  top  half  of  it?  A  lot. 

The  survey  considered  pay, 
benefits,  vacation,  child-care  and  dress 
code.  But  they  also  measured  things 
that  only  the  people  who  work  there 
can  describe  and  quantify.  Like  trust  in 
management.  Pride  in  work.  Job  secu- 
rity. Openness  of  communication 


between  management 
and  workers  at  all  lev- 
els. And,  not  to  be 
underestimated,  how 
much  fun  people  have 
at  work.  We  scored 
high  on  all  counts. 

At  Capital  One, 
our  associates  (the 
word  we  use  instead  of  employees) 
come  first.  All  full-time  associates 
receive  medical,  vision  and  dental 
coverage  starting  the  first  day  on  the 
job.  Not  to  mention,  10  paid  holi- 
days, 3  family  care  days  and  3  weeks 
of  vacation  the  very  first  year  on  the 
job. 

We  don't  just  help  pay  for 
child-care,  we  go  out  and  find  it  for 
everyone  who  needs  it.  And  of 
course,  there  is  a  great  40 IK  plan  and 
casual  dress  all  week  long.  But  the 
ways  we  respect  our  associates  go 
beyond  that. 

People  at  Capital  One  are 
rewarded  for  performance,  not  for  the 
position  they  happen  to  hold.  Every- 
one is  offered  stock  in  the  company. 


And  always  at  a  15%  discount. 

Everyone  is  eligible  for 
cash  incentives.  Everyone  is  eligible 
for  100%  tuition  reimbursement 
when  they  continue  their  education. 

So  what  about  this  concept  of 
fun  in  the  workplace?  Capital  One  man- 
agers have  a  quarterly  "fun  budget"  for 
every  person  they  manage,  to  make  sure 
work  and  play  stay  in  balance. 

Does  all  this  really  translate 
into  a  great  place  to  work?  Looking 
at  the  numbers,  93%  of  the  people 
who  work  for  Capital  One  are  happy 
with  their  benefits.  90%  voted  this  a 
fun  place  to  work.  And  95%  say  they 
are  proud  to  work  here. 

Capital  One  is  one  of  the 
leading  credit  card  issuers  in  the 
country,  and  we  continue  to  experi- 
ence extraordinary  growth.  We  now 
employ  more  than  10,000  people 
nationwide.   If  you're  not  one  of  us, 
maybe  you  should  be.  For  more 
information  on  the  many  positions 
available,  visit  our  website  at 
www.capitalone.com. 


italQne 


Capital  One  is  an  Equal  Opportunity  Employer  eommitted  lo  diversity  in  the  workplace. 
We  promote  a  drug-free  environment. 
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Ranters 
and  ravers 


From  on-air  performances  of 
bodily  functions  (Howard 
Stern)  to  weaving  tales  of 
preposterous  conspiracies 
(Oliver  Stone),  these  contro- 
versialists make  a  name  for  themselves 
by  stirring  up  trouble,  pointing  fingers 
or  just  being  downright  obnoxious. 
Love  'em  or  hate  'em,  they  aren't 
doing  their  job  unless  someone  is  either 
cheering  them  on  or  cursing  them  out. 
"Controversy  has  always  attracted  me," 
says  Geraldo  Rivera,  NBC's  unlikely  new 
golden  boy  in  the  ratings  (the  Nielsen 
rating  jumped  1 30%  for  Upfront  Tonight 
at  7:30  p.m.).  "The  outlaw  status  is  part 
of  who  I  am." 

With  apologies  to  all  those  perform- 
ers who  do  not  want  to  appear  on  the 

'I  can't  go  anywhere  without 
someone  telling  me  I'm  great. 

How  bad  is  that 


in  your  life?" 


"I  think  my  celebrity  is  fun. 
But  it's  stupid — 

I  have  no  talent." 


-Bill  Maher 


-Jerry  Springer 


same  magazine  page  with  Howard 
Stern,  we  define  the  rant-and-rave 
class  broadly.  There's  talk  radio,  which 
captures  15%  of  the  listening  audi- 
ence and  nearly  25%  of  all  radio  ad 
revenue.  Stern's  raunchy  celebrity 
aside,  the  leaders  in  this  category  tend 
to  have  a  more  political  flavor:  Rush 
Limbaugh,  Oliver  North  and  burglar 
G.  Gordon  Liddy. 

On  television  it's  an  endless  proces- 
sion of  talk  show  hosts:  Ricki,  Montel, 
Sally  Jesse  Raphael,  Rosanne,  Martin 
Short,  Howie  Mandel,  Regis  &  Kathie, 
Donny  &  Marie,  Jenny  Jones.  Even 
polemic  filmmaker  Oliver  Stone  is  try- 
ing to  bring  his  conspiracy-mongering 
to  TV.  (Of  course,  it  took  a  conspiracy 
to  keep  him  off  the  air.) 

One  thing  is  sure:  Playing  devil's 
advocate  is  big  business. 

-Doug  Donovan 


s\ 


Howard  Stern 


The  self-anointed  King  of  All 
Media's  new  target:  network  televi- 
sion. CBS  unleashed  Stern's 
raunchy  hit  radio  show  onto  late 
night  TV.  With  a  parade  of  strippers, 
Ku  Klux  Klan  members  and  a  re- 
curring cast  of  degenerates,  the 
hour-long  show  is  making  NBC's 
Saturday  Night  Live  look  like  Sunday 
morn  ng  mass 


Powers  sequel.  Thankfully,  there  w> 
be  a  Ringmaster  sequel.  "DeNiro 
doesn't  have  to  worry,  I'm  not  looki 
to  make  a  career  in  movies." 


ANDREA  RENAULT/  GLOBE  PHOTOS 
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Geraldo  Rivera 


£Sjk 


Rough  sleaze 
ahead 


When  sex,  lies  and  video- 
taped depositions  be- 
come the  stuff  of  gov- 
ernment, who  better 
than  Geraldo  Rivera  to  deliver  the 
requisite  commentary?  The  bur- 
lesque coming  out  of  the  White 
House  is  tailor-made  for  his  tabloid 
tactics. 

Recognizing  this,  NBC  paid  big 
last  year  to  keep  Rivera,  56,  from 
jumping  to  Fox:  $36  million  over  five 
years.  The  Long  Island  native  and 
Brooklyn  Law  School  graduate  now 
hosts  two  shows— Upfront  Tonight 
and  Rivera  Live— on  the  network's 
business  cable  affiliate,  CNBC.  He 
also  gets  a  prime-time  documentary 
series  reminiscent  of  his  days  as  an 
enterprising  television  reporter  in 
the  1970s.  The  catch:  End  his 
bawdy  daytime  show,  Geraldo. 

Rivera  is  certainly  dressing  the 
part*  of  a  respectable  newsman: 
finely  tailored  suits  and  horn- 
rimmed glasses.  Contrast  with  the 
bandages   and   broken    nose   he 


sported  on  television  after  skin- 
heads roughed  him  up. 

"Sure,  the  daytime  show  gener- 
ated a  certain  amount  of  baggage," 
Rivera  says.  "But  I  hear  nothing  of 
those  days  except  snide  remarks 
from  critics  who  can't  attack  the 
substance  of  what  I'm  doing  now; 
shots  like,  'You  were  a  whore  once; 
how  can  you  be  a  queen  now?' " 

His  response?  Classic  Rivera: 
"Screw  you." 

Because  Rivera  retains  his  flam- 
boyant advocacy  style  of  journal- 
ism, NBC  will  never  give  him  the 
respect  afforded  Tom  Brokaw  or 
Stone  Phillips.  Rivera's  nightly,  un- 
abashed defense  of  Clinton  thor- 
oughly nettled  NBC  news  execs. 

Conferring  respect  or  not, 
Rivera's  lush  contract  has  finally 
given  him  the  money  needed  to 
fulfill  his  dream  of  sailing  around 
the  world.  "My  goal  is  to  be  on 
the  dateline  near  Fiji  or  Tonga  on 
Dec.  31, 1999,  and  broadcast  live 
from  there."  -D.D. 


Maher  has  steered  his  righteous 
smart-aleck  routine  into  big  bucks 
with  his  late-night  round  table, 
Politically  Incorrect.  The  show  pits 
the  likes  of  heavy-metal  guitarist 
Slash  against  NRA  heavy  Charlton 
Heston.  Debuting  on  ABC  in  January 
1997,  Maher  is  now  watched  by  3 
million  viewers  and  is  creating  a 
new  sitcom  for  Fox. 


>  MINCHIN/  OUTLINE 


Oliver  Stone                     $2.5 

j?m       '""*       sm 

X          7                                 ffcl 

Even  in  a  quiet  year  the 

A_ 

conspiracy-freak  filmmaker  exposed 

K                          '"C     JR  ' 

another  sinister  plot,  this  one 

J             "*13U> 

hatched  by  Disney's  ABC  and  Time 

?r     ^k.        j«'^ 

Warner's  TNT.  Both  shot  down  his 

#» 

Illusions  Entertainment  show, 

Declassified.  Stone  claims  that 

far             '    '     w 

there  was  a  conspiracy  to  snuff 

S    '■    ^/^       \ 

the  show's  investigation  into  the 

i 

downing  of  TWA  Flight  800. 
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One-year  wonders 

When  the  world  rang  in  1998,  virtually 
no  one  knew  of  Monica  Lewinsky. 
Days  later  cyber-muckraker  Matt 
Drudge  "broke"  the  news  of  the  onetime  White 
House  intern's  relationship  with  the  President. 
"That  one  act  of  hitting  the  'enter'  button  had  to 
be  the  most  profound  thing  I've  ever  done," 
Drudge  later  confessed.  In  an  instant  Lewinsky 
and  Drudge  became  celebrities. 

Today  Lewinsky  refuses  to  indulge  autograph 
hounds,  but  mementos  aren't  rare.  Her  face  was 
splashed  across  magazine  covers  and  featured  on 
a  stamp  issued  in  a  region  in  the  Republic  of  Geor- 
gia. Drudge's  readership  sprang  from  9  million  to 
1 23  million.  Neither  has  made  big  money  (yet), 
but  some  around  them  did:  Frank  Meeks,  owner  of 
58  Domino's  Pizza  stores  in  the  D.C.  area,  saw 
delivery  revenues  leap  by  several  hundred  thou- 
sand dollars  as  he  fed  the  wee-hour  efforts  of 
scandal-driven  reporters  and  politicians. 

While  Jesse  (The  Mind)  Ventura's  trip  to  Min- 
nesota's Governor's  mansion  revived  professional 
wrestling,  it  was  Stone  Cold  Steve  Austin  who 
cashed  in  on  the  sport  of  the  moment.  Shoshanna 
Lonstein,  famous  for  being  Seinfeld's  ex,  is  cash- 
ing in  on  her  1 5  minutes  of  fame  by  shilling 
scanties. 

In  "The  Spirit  of  the  Age"  (1 954),  Louis  Kro- 
nenberger  noted,  "These  days  whole  segments  of 
the  population  wake  up  to  find  themselves 
famous,  while . . .  whole  contingents  of  celebri- 
ties wake  up  to  find  themselves  forgotten."  Next 
year  these  shooting  stars  could  find  themselves 
as  obscure  as  Monica  once  was.  -Ben  Pappas 


Steve  Williams 


Big,  bad,  bald.  "Stone  Cold  Steve 
Austin's"  wrestling  career  took  off  when 
his  character  became  a  beer-swilling 
antihero.  His  catchphrases:  "Austin 
3:16 — I  just  whupped  your  ass,"  "Hell 
yeah,"  and  "Because  Stone  Cold  said 
so."  Stone  Cold's  first  cameo  on  the  TV 
show  Nash  Bridges  aired  last  month. 


Cindy  Margolis 


Cyberceleb#l 


mm 


The  Guinness  Book  of  Records  says  she's  the  most  popular  per- 
son in  cyberspace.  Her  appearances  on  Howard  Stern's  TV  show 
gave  his  program  its  highest  ratings.  She's  Cindy  Margolis,  the 
most  downloaded  woman  of  the  past  three  years,  according  to 
Yahoo!  magazine.  "I  was  born  on  the  Internet,"  beams  Margolis. 
"There  are  celebrities  who  have  their  own  sites,  but  I  am  one  of 
the  few  who  can  say  the  Internet  made  me." 

Three  years  ago  Margolis  was  a  prize  pointer  on  The  Price  is 
Right  when  she  landed  a  spot  on  the  TV  show  Extra,  which 
offered  images  of  her  on  its  Web  site.  "I  remember  thinking,  'I 
hope  at  least  one  person  downloads  me,  whatever  a  download 
is,'"  laughs  Margolis.  Download  they  did:  every  ten  seconds  in 
the  first  24  hours. 

Margolis  decided  downloading  was  cool  and  started  her  own 
Web  site.  Today  43  million  "cyberbud 
dies"  have  visited  her  site.  They 
pay  as  much  as  $16  apiece  for 
photos  of  her.  Margolis  attrib- 
utes her  popularity  to  the 
site's  wholesome  content — 
she  doesn't  pose  nude — 
and  the  personal  attention 
she  pays  her  fans,  40%  of 
whom  are  women.   She 
chats  on-line  with  fans  and 
responds  to  women  seek- 
ing advice.  In  January  she 
closed  a  six-figure  deal  with 
CBS'  Imark  for  a  talk  show  to 
air  in  the  fall.  Says  Margolis: 
"I  always  promise  to  raise  rat- 
ings, and  I've  never  failed."  -B.P. 


Monica  Lewinsky        $.63 


DARRYL  ESTRINE/  OUTLINE 


Shoshanna  Lonstein    $.01 


Don't  think  of  her  as  Seinfeld's  ex. 
She's  one  savvy  entrepreneur.  A  year 
and  a  ha'f  after  graduating  from  col- 
lege, Shoshanna  launched  a  line  of 
dresses  and  thongs  for  the  St.  Bart's 
set  in  November.  Her  wai  s  are  now 
in  180  stores,  including  i    in  Japan. 
1999  sales:  $1  million. 


MARC  ROVCE7  OUTLINE 


Maybe  we  should  have  put  her  earn- 
ings down  as  a  negative  number,  to 
reflect  legal  bills.  Choosing  credibility 
over  cash,  she  turned  down  millions 
from  media  sources  to  appear, 
uncompensated,  with  Barbara  Wal- 
ters. She  did  get  a  $625,000 
book  advance. 


Matt  Drudge 


The  only  fortune  connected  to  the 
^|  cyber-sludgemeister  is  the  $30  million 
that  ex-White  House  denizen  Sidney 
Blumenthal  is  suing  him  for.  But 
Drudge  will  soon  augment  his  Fox  and 
America  Online  salary.  He  now  accepts 
banner  ads,  which  could  rake  in  as 
much  as  $185,000  in  1999. 

ULAiy  SIPA  PRESS 
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The  screen  team 


Movies  had  their  biggest  year  ever  in  1 998,  raking  in  $7  billion  at  the  box 
office.  So  why  is  the  whiff  of  recession  wafting  through  the  offices  of  Holly- 
wood's producing  elite? 

Production  costs.  Even  as  blockbusters  chalked  up  record  crowds,  the  industry  had  its 
worst  return  on  investor  capital  ever:  -2%. 

So  Hollywood  is  once  again  trying  to  end  the  spending  free-for-all.  Last  year 
studios  made  1 5  pictures  with  budgets  north  of  $90  million;  this  year  they'll  make  8. 
And  to  get  film  financing  off  their  balance  sheets,  they're  finding  other  partners. 

Some  producers  are  creating  their  own  mini-studios.  Roger  Birnbaum  and  Gary  Bar- 
ber founded  Spyglass  last  year,  raising  much  of  its  startup  capital  from  foreign  partners; 
it  will  produce  five  movies  a  year  for  Disney  over  the  next  five  years.  Disney  gets  domes- 
tic distribution;  the  foreign  partners  get  some  overseas  rights. 

Producers  are  seeing  the  big  money  in  television.  Brian  Grazer  could  earn  more 
from  syndication  of  his  1 998  hit  shows  Felicity  and  Sports  Night  than  he  did 
from  his  movie  career.  Robert  Simonds  inked  a  $3  million  deal  with  Disney  to 
develop  sitcoms,  with  a  25%  cut  of  syndication  sales.  -Michelle  Conlin 


** 


Brian  Grazer 


You  think  Grazer's  spiky  hair  is  high 
voltage?  This  guy  even  takes  busi- 
ness calls  in  his  bathroom.  His 
recent  films  Psycho  and  Mercury 
Rising  Wowed,  but  he's  still  col- 
lecting huge  checks  on  hits  like 
Apollo  1 3  and  Liar,  Liar.  Up  next: 
television.  "I  want  to  lick  it." 


WALTER  MCSR1DE/  RETNA  LTD 


Jerry  Bruckheimer      $22 


Known  for  in-your-face  fea- 
tures like  Top  Gun  and  Days  of 
Thunder.  Bruckheimer  kept  the 
glass  flying  with  last  year's 
Enemy  oi  the  State  and 
Armageddon.  Together,  the 
movies  racked  up  nearly  $600 
million  at  the  box  office. 


GERARDC  SOMOZA.'  OUTLINE 


Roger  Birnbaum 


Birnbaum  and  partner  Gary 
Barber's  new  production  company. 
Spyglass,  raised  $1  billion  to  make 
movies  for  Disney.  The  pair  retain 
ownership  of  their  pictures  and 
minimize  the  risk  by  bringing  in 
foreign  equity  partners. 


Hollywood's  quality  producer  will 
take  a  fee  of  just  $200,000  for  a 
project  he  believes  in.  "I  won't," 
says  fellow  producer  Brian  Grazer. 
"But  I  respect  that "  Rudin's  heart 
is  now  set  on  Broadway,  where  he's 
producing  Wiseguys,  a  new  Steven 
Sondheim  musi 


|  Robert  Simonds 

Low-cost 
producer 

Sure,  The  Waterboy's  no 
Casablanca,  but  producer 
Robert  Simonds  is  resurrecting 
the  way  business  was  done  in 
Hollywood's  Golden  Age.  Instead 
of  ceding  control  to  spoiled  stars 
who  demand  a  fortune  and  lard 
the  budget  with  lavish  perks,  the 
hyperkinetic  producer  of  such 
dumbed-down  flicks  as  The  Wed- 
ding Singer  and  Happy  Gilmore 
retains  a  lock  on  his  productions 
the  same  way  David  0.  Selznick 
did  on  Gone  with  the  Wind. 
Simonds  develops  the  scripts, 
casts  the  principals  and  assem- 
bles the  crews  himself.  Then, 
just  two  weeks  before  shooting 
begins,  he  hires  amateurs 
instead  of  auteurs.  This  way, 
Simonds'  directors  aren't  steer- 
ing the  production.  He  is. 

Simonds  doesn't  bow  to  the 
studios,  either.  Because  his 
movies'  budgets  are  cheap — 


about  $20 . 
he  doesn't  have  a  bunch  of  slii 
executives  telling  comedians  I1 
Adam  Sandler  how  to  make  IE 
year-old  boys  laugh.  It's  a  gooc 
thing  they  don't.  Together, 
Simonds'  Waterboy  and  Wedd< 
Singer  cost  just  $40  million  an 
grossed  $345  million  last  year 

In  a  business  notorious  for  i 
lack  of  cost  controls,  Simonds 
known  for  bringing  an  M.B.A.-lil. 
discipline  to  moviemaking.  His- 
pictures,  which  he  targets  to  tl 
previously  neglected  teenage-b 
niche,  come  in  on  time  and  om 
budget.  All  this  enables  the  fag 
talking  35-year-old  to  achieve    j 
what  is  arguably  one  of  the  nig 
est  returns-on-investment  in  H< 
lywood,  40%,  versus  the  6%-pe 
picture  average. 

All  this  from  a  guy  who  once 
flirted  with  becoming  a  priest. 
Simonds  eventually  went  on  to 
study  philosophy  at  Yale,  whicl 
taught  him  how  to  create  cohc 
sion  out  of  chaos.  The  perfect 
discipline  for  a  future  Hollywoc 
player.  -M. 
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In  this  age  of  electronic  mail  and  digital 
everything,  private  banking  by  Republic  is 
still  a  matter  or  personal  relationships. 

We  believe,  and  nave  always  believed, 
tbat  our  number  one  job  is  to  build  a  close, 
enduring  relationship  with  each  private 
banking  client. 

In  tact,  its  one  or  the  main  reasons  for 
Republic's  success,  worldwide. 
\s  a  Republic  private  banking  client  you  bave 
your  own  personal  Account  Officer,  someone  you 
can  count  on  to  look  after  your  interests.  He's  there 
tn  evaluate  investment  opportunities,  warn  you 
against  pitfalls,  and  make  certain  your  instructions 
are  carried  out  to  the  letter. 

It  is  a  long-term  relationship  based  on  genuine 
concern  and  commitment  -  the  rare  combination 
tbat  makes  Republic  a  truly  one-of-a-kind  bank. 


World  Headquarters  of 

Republic  National  Bank  ,,/ 

New    )„rL-  in  Neu,    York. 


Republic  National  Bank  of  New  YorkM 
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Anchors 
away 

inimum  wage  for 
network  news 
anchors  is  now 
$7  million  a  year.  But  don't 
envy  these  people.  They 
don't  get  overtime. 

Dan  Rather  delivers  the 
CBS  evening  news  at  6:30 
p.m.  and  hosts  48  Hours. 
Other  moonlighters  include 
Katie  Couric  (Today,  Date- 
line NBC),  Tom  Brokaw 
(NBC  Nightly  News,  Date- 
line and  MSNBC  specials) 
and  Diane  Sawyer  (20/20, 
Good  Morning  America). 

What's  going  on?  The 
networks  are  increasingly 
reliant  on  cheap,  profitable 
news-magazine  shows, 
which  need  marquee 
names.  The  roster  isn't 
that  deep. 

"There  are  only  about 
a  half-dozen  network 
people  who  can  put  eye- 
balls on  a  screen  today," 
snipes  Roger  Ailes, 
who  heads  Fox's  news  divi- 
sion. "The  networks  have 
to  use  them  as  much  as 
they  possibly  can." 

Relying  on  the  same  set 
of  faces  makes  it  harder  to 
break  in  new  talent.  So 
where  does  the  next  gener- 
ation of  stars  come  from? 
Only  NBC,  which  uses  its 
cable  networks  CNBC  and 
MSNBC  to  develop  talent 
like  anchor-in-waiting 
Brian  Williams,  has  what 
you  could  call  a  farm  team. 
And  as  the  networks'  three 
anchors  gray,  the 
free  agents  of  tomorrow 
will  have  even  more  clout 
come  negotiation  time. 

-Peter  Kafka 
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Diane  Sawyer 


Vaufifrai 


Maybe  it's  time  for  Diane  Sawyer  to  rethink  her 
feelings  about  loyalty. 

In  1994  the  former  60  Minutes  anchor 
turned  down  overtures  from  NBC  and  CBS  that 
could  have  paid  her  more  money  in  favor  of 
an  offer  to  re-up  with  ABC.  Three  years  later 
she  turned  down  advances  from  CBS  and 
again  extended  her  reported  $7  million  ABi 
contract. 

Her  reward?  Last  year  her  Prime  Time  Live 
show  was  merged  into  Barbara  Walters'  20/20. 
This  year  ABC  News  boss  David  Westin  asked 
her  to  start  showing  up  at  5  a.m.  at  Good  Morn- 
ing America  to  try  to  revive  the  show  while  still 
working  on  the  prime-time  news  magazine. 

For  now  Sawyer  says  she's  content  working 
both  jobs.  Westin  better  make  sure  she  is:  Her 
contract  runs  out  next  year. 

The  53-year-old,  who  started  her  career  as 
a  "weather  girl"  at  a  Louisville  TV  station,  rep- 
resents a  particularly  important  set  of  attrib- 
utes for  the  network.  Sawyer  is  a  glamorous 
face  (her  celebrity  quotient  gets  a  boost  from 
her  marriage  to  director  Mike  Nichols)  who 
maintains  a  reputation  as  a  hard-nosed 
reporter.  Just  ask  Ken  Starr,  who  had  to  fend 
off  her  question  about  the  newsworthiness  of 
his  sex  life  in  the  exclusive  she  got  with  him 
last  November.  -P.K. 


Barbara  Walters       $8.5 


Monica  Lewinsky  could  get  big  bucks 

■  her  first  televised  interview,  but 
Walters  had  enough  clout  to  lock  her 
up  tor  a  spring  sit-down,  free  of 
charge.  Has  equity  in  shows  she  pro- 
duces for  ABC's  entertainment  arm. 
Last  year  launched  The  View,  a  suc- 
cessful midmorning  coffee  klatch. 


GREGORY  PACE   SYGMA 


HENRY  MCGEE'  GLOBE  PHOTOS 


Tom  Brokaw 


Spent  the  decade  moving  his 
newscast  from  also-ran  to  toi 
the  heap.  Now  a  force  in  book 
The  Greatest  Generation  a  blc 
buster  with  1.9  million  in  prir 
counting.  The  promotional  bo 
got  from  NBC,  which  owns  a  i 
ity  stake,  didn't  hurt. 


Peter  Jennings  $7.5 


lis  Brokaw  in  ratings  and  book 
buzz.  But  while  his  doorstop-sized 
The  Century  (602  pages,  $60)  is  a 
success,  neither  Jennings  nor  his  co- 
author receives  royalties.  ABC  pock- 
ets those,  along  with  any  revenue 
generated  by  a  companion  documen- 
tary series  set  to  air  this  spring. 

SONIA  MOSKOWITZ/  GLOBE  PHOTOS 
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tie  Couric 


Renegotiated  her  NBC  contra 
last  summer  from  a  position  ■ 
strength  as  top  draw  on  mom 
making  Today  machine:  "The 
work  makes  a  lot  of  jack  off 
us."  Now  bouncing  back  from 
loss  of  husband  last  year  to 
colon  cancer. 

TRICIA  MEADOWS/ GLOBE  PHOTOS 
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Un-free  speech 

Looking  to  jazz  up  the  next  annual  sales  conference?  For 
$25,000  you  can  hire  satirist  P.J.  O'Rourke.  Spend  $40,000  and 
poet  Maya  Angelou  will  address  the  crowd.  For  $60,000  you 
can  import  a  former  world  leader  like  Margaret  Thatcher. 
Another  $20,000  will  get  you  Colin  Powell. 

The  lecture  circuit  has  long  been  a  gravy  boat  for  our  national  icons. 
But  America's  obsession  with  celebrity  has  lately  driven  appearance 
fees  into  the  stratosphere.  "When  I  first  started  in  this  business, 
$40,000  was  a  high  rate,"  says  Jamie  O'Connor,  who  books  celebrity 
speakers  for  International  Management  Group  (IMG).  Today  rates  of 
$70,000  and  $80,000  are  common. 
Simply  speaking,  the  work's  never 
been  better. 

And  why  not?  Celebrity  speakers  fill 
seats.  "It's  the  buzz  of  that  person 
being  there,"  says  Don  Epstein,  presi- 
dent of  Greater  Talent  Network.  "That 
should  be  secondary,  but  it's  usually 
primary." 

The  most  popular  speakers?  Politi- 
cians, coaches,  athletes,  authors  (Tom 
Wolfe:  $45,000),  business  gurus  (Har- 
vard's Michael  Porter:  $100,000)— 
even  futurists  (Alvin  Toffler:  $30,000). 
But  technology  was  last  year's  biggest 
growth  area,  with  its  prophets  Nicholas 
Negroponte  and  Esther  Dyson 
($40,000  each)  in  big  demand. 

Fees  typically  cover  a  45-minute 
talk  and  a  1 5-minute  Q&A — not  including  first-class  transportation  and 
accommodations.  It's  pricey,  but  you  usually  get  what  you  pay  for.  "At 
those  rates,"  says  Betsy  Berg,  head  of  the  lecture  division  for  the  William 
Morris  Agency,  "they'd  better  know  how  to  talk."       -Leigh  Gallagher 


I  always  start  off  with  a 
joke — something  to  let 
them  know  they  don't 
have  to  worry  about  me. 
Then  they  say, 

Oh,  okay,  we 
don't  have  to 
treat  him  like 
an  eggshell.'" 

-Christopher  Reeve 


Christopher  Reeve 


Man 


'm  going  to  pay  forth; 
introduction  later," 
jokes  Christopher 
Reeve,  settling  in  to 
address  a  crowd  of  2,c/ 
at  Washington's  Kenr 
Center,  after  his  wife 
up  an  adoring  introdui 
The  night's  topic: 
inner  strength. 

Reeve,  46,  has  a  lot  tc 
say  about  inner  strength 
and  audiences  love  to  he 
it.  The  event  was  one  or 
40  speaking  engagemer 
the  actor/director  accec 
each  year,  making  him  oi 
of  the  most  popular  spe.: 
ers  on  the  circuit.  His  rat 
$60,000.  Factor  in  the 
$40,000  it  can  cost  to 


lin  Powell 


George  Bush 


National  Security  Advisor 
to  Ronald  Reagan,  Chairman  ot 
the  Joint  Chiefs  ot  Staff  under 
Bush  and  Clinton,  he's  been  the 
top-earning  speaker  of  the 
decade.  Sure,  he  could  have  been 
the  first  black  President  in  Amer- 
ica, but  his  current  earnings 
make  leading  the  country  look 
like  chanty  work. 


The  nation's  41st  President  speak; 
for  some  $70,000  a  pop  at  30  paicl 
engagements  and  at  least  twice  a:  \ 
many  pro  bono  gigs  a  year.  Focusif  | 
mostly  on  leadership  issues,  the  7 
year-old  is  popular  at  corporations  | 
like  PepsiCo,  where  he  spoke  to 
3,000  franchisees  at  a  convention 
Hawaii  celebrating  the  company's 
centennial. 


MITCH  GIRBER' 


TIMOTHY  GREENFIELD-SANDERS/  OUTLINE 
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nsport  Reeve  and  his 
iff  of  six  by  private  jet, 
ur-long  personal 
ce  by  the  former 
lema  superhero  runs 
wards  of  $100,000— 
js  in  the  industry. 
Reeve  isn't  new  to  public 
eaking.  An  active  lobby- 
National  Endow- 
the  Arts,  he  spent 
early  1990s  pushing 
i  cause  on  Capitol  Hill, 
CNN's  Crossfire  and  on 
2  lecture  circuit,  where 
captivated  crowds  with 
ytr  >  good  looks  and  Holly- 
•    iod  success.  A  compet- 
[  equestrian,  licensed 
(b;  ot  and  accomplished 
f]    mist,  Reeve  barely 
tf    eded  his  on-screen 
r*    iperman  association — 
*  ^ugh  audiences  ate  that 
.too.  Still,  he  barely  had 
^e  for  a  dozen  paid 
,    gagements  per  year,  and 
m    mmanded  a  meager 
lt    .'5,000  fee. 
un    But  that  was  before  the 
g  accident  in  1995 
1  left  him  paralyzed  from 
second  vertebra  down. 
i  Reeve's  message  is 
idedly  stronger. 
?eled  onstage  by  a 
se,  he  speaks  softly 


through  a  microphone 
attached  to  a  ventilator, 
pausing  between  phrases 
to  replenish  his  air.  "It's 
still  difficult  for  people  to 
see  me  come  out  in  a 
wheelchair,"  he  says. 

Reeve's  themes  include 
leadership,  responsibility 
and  reaching  for  one's 
goals  (his  own:  standing 
before  he  turns  50).  He 
never  uses  notes. 

Ever  the  lobbyist,  Reeve 


rarely  drifts  from  his  per- 
sonal crusade:  increasing 
funding  for  spinal  cord 
injury  research.  But  there 
doesn't  seem  to 
be  an  audience  that  can't 
relate  to  his  message.  "His 
appeal  is  universal,"  says 
Betsy  Berg,  the  William 
Morris  agent  who  books 
his  appearances.  "He's 
gone  through  everybody's 
worst  nightmare." 

-Leigh  Gallagher 


Talk  soup 

The  five  people  below  don't 
make  our  speakers  list, 
but  their  services  are  still  in 
great  demand. 


Name/ Fee  per  engagement 

Bill  Cosby/  $120,000 

The  Cos  offers  equal  parts 
shtickand  social 
commentary. 

Muhammad  Ali/ $100,000 

He  doesn't  deliver  a 
speech,  but  the  mere 
presence  of  the  former 
heavyweight  champ  still 
captivates  a  crowd. 

Michael  Porter/ $100,000 

The  Harvard  management 
guru's  teaching  schedule 
precludes  more  than  a  few 
dates  per  year,  but  demand 
is  high — so'sthefee. 

Nicholas  Negroponte/ 
$40,000 

Technology's  hot  and  so  is 
Negroponte,  head  of  MIT's 
Media  Lab. 

John  Glenn/  $0 

Agents  got  five  to  ten  calls 
a  day  after  he  returned 
from  space  last  year,  but  so 
far  the  former  senator  has 
shunned  the  speaking  cir- 
cuit altogether. 


H.  Norman  Schwarzkopf 


Self-discipline,  personal 
responsibility  and  patriotism 
are  common  themes  when 
Schwarzkopf  takes  the  stage. 
Demand  isn't  as  hot  as  it  was 
following  the  Gulf  war,  but 
Stormin'  Norman  still  wins 
bookings  from  the  likes  of  American 
Express  and  Peter  Lowe's  Success 
Seminars. 


3MAS  DALLAL'  SIPA  PRESS 


m           ^m 

Pat  Riley                         $i.j 

1  ~~ 

The  Miami  Heat  basketball  coach 

1  supplements  his  $3  million  salary 

Hf\  *&  i 

I  by  moonlighting  as  a  motivator. 

3r 

His  style  and  championship  rings 

V^fc   JBL 

can  command  $50,000  an  appear- 

ance, though  his  schedule  allows 

^B  $%. 

little  more  than  20  dates  per  year. 

Typical  audiences:  Donaldson, 

A 

Lufkin&JenretteandSchering 

Br                              SNHHMl 

Laboratories. 

LYNN  GOLDSMITH/  CORBIS 
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Has-been  performers  keep  the  backwaters  of  America  entertaiue 
But,  hey,  a  guy's  got  to  make  a  living. 

I  believe  in  yesterday 


By  Joe  Queenan 

Because  America  has 
always  been  ob- 
sessed with  who  is 
hot  and  who  is  not, 
a  national  haughti- 
ness toward  has-beens  has 
long  prevailed.  Once  they  are 
no  longer  fabulous  head- 
liners,  lounge  lizards  of 
the  Engelbert  Humperdinck- 
ian  ilk  immediately  become 
figures  of  mockery,  and 
previously  idolized  rock 
bands  become  the  subject  of 
satiric  films  (This  Is  Spinal 
Tap,  Still  Crazy). 

In  America  the  party  line  is 
that  no  one  could  possibly  be 
niftier  than  the  flavor  of  the 
month  (Spice  Girls,  Alanis 
Morissette,  Ice  T),  while  no 
one  could  possibly  be  lamer 
than  the  former  flavor  of  the 
month  (Vanilla  Ice,  Milli 
Vanilli,  assorted  Ice-some- 
things). In  the  opinion  of  the 
arbiters  of  public  hipness, 
entertainers  whose  stars  have 
set  should  simply  pack  it  in, 
leave  town  and  die. 

From  both  a  cultural  and 
an  economic  point  of  view,  there  is 
something  disingenuous  about  this 
knee-jerk  contempt  for  has-beens.  If 
has-beens  are  pathetic  losers,  why  then 
does  Tom  Jones  still  pull  down  $125  a 
ticket  when  he  visits  supper  clubs  in 
suburban  New  York? 

How  do  performers  like  Barry 
Manilow  manage  to  sell  out  Radio 
City  Music  Hall  eight  nights  running 
every  year,  and  why  does  Wayne 
Newton  still  pack  them  in  at  the  MGM 
Grand  in  Vegas?  And  if  has-beens  are 
shadows  of  their  former  selves,  now 
reduced  to  scrounging  for  odd  jobs, 
collecting  Coke  cans,  singing  for  their 


supper,  then  how  did  Branson,  Mo. — 
the  very  Valhalla  of  has-beens  like 
Andy  Williams  and  Tony  Orlando — 
become  one  of  the  biggest  tourist 
attractions  for  country  fans  in  the 
U.S.  today? 

The  fact  is,  has-beens  are  and  always 
haw  been  a  vital  fixture  of  the  enter- 
tainment universe.  Just  run  the  num- 
bers. At  any  given  time  no  more  than 
a  handful  of  entertainers  can  truly 
claim  to  be  hot;  everyone  else  is  a  per- 
former whose  career  has  "crested," 
"plateaued,"  or,  in  extreme  cases, 
"gone  down  the  toilet."  But  even  after 
the  spotlights  have  dimmed,  these 


ostensibly  washed-up  acts  continue 
work,  continue  to  command  reasc 
able  ticket  prices,  and  continue  to  hi 
Visa  bills  that  have  to  be  paid. 

One  need  only  consult  the  lex 
concert  listings  to  see  how  true  this 
When  I  recently  paged  through 
guide  to  upcoming  engagements 
the  greater  New  York  area,  my  ej 
spied  such  predictable  names  as  Ala 
Morissette,  Marilyn  Manson  a 
Lucinda  Williams.  These  acts  are  b 
these  acts  are  hot;  these  acts  s 
records;  these  acts  still  have  some 
their  best  years  ahead  of  them.  But 
the  literally  hundreds  of  acts  passi 


iv; 
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ough  New  York,  New  Jersey  and 
nnecticut  in  the  next  few  months, 
v  a  handh.il  I  probably  less  than  5%) 
ild  truly  be  described  as  "hot" 
ertainers. 

dore  typical  were  such  names 
he  Allman  Brothers  (  Dixie- 
k.  has-beens  i,  Black  Sabbath 
avy-metal  has-beens),  Kenny 
gprs  (drugstore-cowboy  bas- 
il |  and  Julio  Iglesias  I  Latin 
gc  lizard  has-been  i.  There 
e  big-time  has-beens  i  Ringo 
t),  medium-size  has-beens 
go  Starr's  entire  band,  con- 
ing of  Cream's  Jack  Bruce, 
Procol  Harum's  Gary 
okcr),  diminutive  Spring- 
en-done  has-beens '  South- 
Johnnv  i  and  even  would-be  has 
OS  Steve  Forbert,  Joe  Ely). 
he  ranks  were  certainly  not  limited 
age  or  genre.  Folkie  has-beens 
ged  from  the  durable  Jerry  Jeff 
lker  to  the  comball  Kingston  Trio 
he  seemingly  indestructible  Peter, 
l&  Mary. 

azz-beens  included  everyone  from 
Paul  to  Gato  Barbieri  to  .  .  .  well, 
rybody.  Because  let's  face  it:  Almost 
ja//    performers   are    has-beens, 
ere  was  even  a  whole  genre  of  sib- 
has-beens,  including  Brian  Wilson, 
strange    Beach    Boy,  and   Dave 
vies,  lead  guitar  player  in  the  Kinks 
younger  brother  of  Kinks  front 
n  Ray  Davies.  And  that's  not  even 
ntionmg  Sloan  W'ainw  right,  minor 
i-been  sister  of  bona  tide  has-been 
udon  Wainwright  III,  who  just  hap- 
is  to  be  the  former  husband  of 
zy  Roche,  one-third  of  the  quirky- 
ntoozy    has-been    ensemble    the 
ches,  and  a  wonderfully  talented 
-been  in  her  own  right 
(early,  the  derisive  term  has-been  is 
t  entirely  accurate  in  describing 


Trees 
and  keys 


Chuck  Leavell  has  one  of 
the  best  jobs  in  music. 
But  the  Rolling  Stones 
keyboard  player  is  46 
years  old;  his  bandmates 
are  well  into  their  50s. 
What  happens  when 


Mick  and  Keith  finally  put 
"Satisfaction"  on  the 
shelf? 

Leavell's  peers  may 
end  up  trolling  the  back- 
waters of  small  venues 
and  diminished  expecta- 
tions. But  he'll  join  the 
ranks  of  the  landed 
gentry.  Leavell  operates 
a  tree  farm  and  commer- 
cial hunting  preserve  on 
his  Charlane  Plantation, 
a  2,000-acre  spread  in 
Dry  Branch,  Ga.  Right 
now  Charlane  functions 
as  more  of  a  refuge  from 
the  rigors  of  touring — "It 
can  wear  on  you,  even 
with  big  groups  like  the 
Stones" — but  eventually 
it  will  become  Leavell's 
second  career. 

Leavell  farms  loblolly, 
slash  and  longleaf  pines 
on  Charlane.  Lately  he's 


been  pushing  the  hunting 
business.  Charlane  can 
put  up  12  people  in  three 
separate  buildings.  A  full 
day  of  quail  hunting, 
including  hunting  licens- 
es, guns,  dogs  (English 
setters  and  pointers)  and 
home-cooked  southern 
fare,  goes  for  up  to  $600 
a  head. 

Charlane  generated 
$350,000  for  Leavell 
last  year.  That's  not  as 
much  as  he  earns  back- 
ing the  Stones,  but 
that's  not  the  point.  It's 
a  safety  net  for  when  the 
music  stops.  "I'm  not 
ready  to  hang  up  those 
rock  'n'  roll  shoes  yet," 
Leavell  says.  "But  if  and 
when  I  do,  I'll  hang  them 
up  on  one  of  the  finest 
loblolly  pines  you  ever 
saw."     -Peter  Newcomb 


these  performers.  Has-been  conveys  a 
sense  that  these  performers  are  abject 
rejects  playing  for  nickels  and  dimes  in 
AJtoona.  In  fact,  most  of  these  per 
formers  do  not  play  Altoonic  venues — 
at  least  not  yet.  But  they  do  put  on 
entertaining,  highly  professional  shows 
that  people  want  to  see.  It's  just  that 
the  people  who  want  to  see  them 
aren't  as  numerous  as  they  used  to  be 
and  won't  pay  quite  as  much  money  to 
see  them  as  they  would  pay  to  see 
Madonna. 

Yet  the  importance  of  these  acts 
cannot  be  denied. 
Without       the  ^^ 

legions  of  has-    jy^^^^Bi 
beens     who 


do  most  of  the  heavy  lifting  in  the 
show  business  world,  entertainment 
would  be  severely  curtailed  in  major 
metropolitan  areas  and  would  virtual- 
ly cease  to  exist  in  the  heartland  of 
America.  Eric  Clapton  is  not  coming 
to  the  local  music  fair,  but  Eric 
Carmen  probably  is. 

And  when  he  gets  there,  the  audi- 
ence will  be  very  happy  to  see  him.  So 
maybe  it's  time  we  as  a  people  retired 
the  pejorative  term  "has-been"  and 
switched  to  something  more  refined 
and  elegant  like  "former  headliner," 
"living  legend,"  "senior  icon"  or 
"superstar  redux."  As  long  as  the  pro- 
moters don't  get  greedy  and  raise  the 
ticket  prices. 


)ead  men  earning 

>st  pop  music  is  ephemeral.  The  musicians  at  r 
jated  a  body  of  work  that  still  makes  millions  of 
liars  every  year.  David  Pullman,  whose  Pullman 

Ioup  has  securitized  over  $100  million  in  music  publish- 
i  assets,  says  the  estates  of  other  dead  musicians 
note  can  expect  similar  returns  as  their  catalogs 
rease  in  value.  -P.N. 
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Name 

1998  earnings* 

Elvis  Presley 

$35  million 

John  Lennon 

12  million 

Jimi  Hendrix 

10  million 

Bob  Marley 

9  million 

Jerry  Garcia 

5  million 

Kurt  Cobain 

3  million 

'Forbes  estimates 
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houghts  on  the  business  of  life 


The  richest  person  in  the  world— in  fact,  all  the  riches  in  the  world— couldn't  provide  you  with  anything  like 
the  endless,  incredible  loot  available  at  your  local  library.  You  can  measure  the  awareness,  the  breadth  and 
the  wisdom  of  a  civilization,  a  nation,  a  people  by  the  priority  given  to  preserving  these  repositories  of  all 
that  we  are,  all  that  we  were,  or  will  be.  Our  libraries  are  being  eroded  alarmingly  by  inflation.  It  behooves 
us— all  of  us— to  stop  the  rot  by  the  application  of  that  prime  preserver— money.      -Malcolm  Forbes  (1981) 


The  postman  wants  an 
autograph.  The  cab 

i  driver  wants  a  picture. 

i  The  waitress  wants  a 
handshake.  Everyone 

|  wants  a  piece  of  you. 

;  John  Lennon 


In  America,  the  race 
goes  to  the  loud,  the 
solemn,  the  hustler.  If 
you  think  you're  a 
great  writer,  you  must 
say  that  you  are. 
;  Gore  Vidal 


2  The  nice  thing  about 
II  being  a  celebrity  is  that 

when  you  bore  people, 

they  think  it's  their 

fault. 

Henry  Kissinger 


Fame  like  a  drunkard 
consumes  the  house 
of  the  soul. 
Malcolm  Lowry 


Fill  an  author  with 
titanic  fame  and  you 
do  not  make  him 
titanic;  you  often 
merely  burst  him. 
Frank  Moore  Colby 


A  legend  is  an  old  man 
with  a  cane  known  for 
what  he  used  to  do. 
I'm  still  doing  it. 

Miles  Davis 


What  is  popularly 
called  fame  is  nothing 
but  an  empty  name 
and  a  legacy  from 
paganism. 
Erasmus 


It  is  a  mark  of  many 
famous  people  that 
they  cannot  part  with 
their  brightest  hour. 
Lillian  Hellman 


A  plague  on  eminence! 
I  hardly  dare  cross  the 
street  anymore  without 
a  convoy,  and  I  am 
stared  at  wherever  I  go 
like  an  idiot  member 
of  a  royal  family  or 
,\n  animal  in  a  zoo; 
and  zoo  animals  have 
been  known  to  die 
from  stares. 

I(,or  Stravinsky 


In  the  world  of  the 
celebrity,  the  hierarchy 
of  publicity  has 
replaced  the  hierarchy 
of  descent  and  even 
of  great  wealth. 
C  Wright  Mills 


Our  aristocracy  has 
largely  passed  from 
life  into  history;  but 
our  millionaires,  the 
financiers,  the  success- 
ful pugilists  and  the 
film  stars  who  consti- 
tute our  modern 
galaxy  and  enjoy  the 
same  kind  of  privileges 
as  did  the  outstanding 
figures  of  the  seven- 
teenth and  eighteenth 
centuries — are  all 
expected  to  lead 
model  lives. 
Winston  Churchill 


Now  there  is  fame!  Of 
all — hunger,  misery,  the 
incomprehension  by 
the  public — fame  is  by 
far  the  worst.  It  is  the 
castigation  of  God  by 
the  artist. 
Pablo  Picasso 


The  modern  world  is 
not  given  to  uncritical 
admiration.  It  expects 
its  idols  to  have  feet 
of  clay,  and  can  be 
reasonably  sure  that 
press  and  camera  will 
report  their  exact 
dimensions. 
Barbara  Warp 


To  want  fame  is 
to  prefer  dying 
scorned  than 
forgotten. 
E.M.  Cioran 


The  final  test  of 
fame  is  to  have  a 
crazy  person 
imagine  he  is  you. 
Anonymous 


A  Text .  .  . 

Where  there  is  no 
vision,  the  people 
perish:  but  he  that 
keepeth  the  law, 
happy  is  he. 
-Proverbs  29:18 

Sent  in  by  J.  Michael 
Robertson,  Edmond,  Okla.  | 
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Its  name  is  legendary.  It  set  a  new  standard  of  luxury,  and  established  a 

tradition  of  hospitality  unparalleled.  For  many,  it's  the  very  definition  of  a 

resort,  and  the  ideal  setting  for  what  a  premier  residential  resort  development 

should  be.  It's  not  just  a  vacation  anymore.  It's  the  rest  of  your  life. 

To  experience  Mauna  Kea  for  yourself,  please  call  the 
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LETTERS  FROM  THE  EDITORS 


All  right,  I  give  up — where  (the  hell) 
is  the  article  on  the  fruitcake  in  your 
last  issue?  You  put  a  picture  of  one 
on  the  cover,  so  I  assume(d)  there's  an 
article  on  fruitcakes,  but  I'm  darned  if 
I  can  find  it. 

— B.  Baldwin 
New  York,  New  York 

Keep  looking! 

I  loved  the  article  on  the  fruitcakes 
['The  Return  of  the  Fruitcake"]  in  your 
winter  issue,  especially  the  marvel- 
ous anecdote  about  Henry  Kissinger 
bringing  one  with  him  to  China  for 
his  historic  meeting  with  Chou  En-Lai. 
— C.  Buckley 
Washington,  DC 

I  was  delighted  to  see  in  your  Novem- 
ber issue  Charles  Gaines's  wonderful 
article  about  killing  things  in  Argentina. 
There  is  nothing  as  relaxing  as  firing  a 
shotgun  until  "your  ears  bleed,"  then 
repairing  to  a  luxurious,  well-stocked 
lodge  and  getting  blotto  with  Argies. 
This,  truly  is,  "The  Good  Life."  Hip,  hip! 
— B.  Bledsloe 
Hobo  Sound,  Florida 

Please  cancel  my  subscription  to  your 
magazine.  I  am  just  not  that  interested 
in  the  Silicon  Valley  technology  bus- 
iness. I  don't  want  to  sound  like  a 
Luddite  or  a  trog,  but  there  is  just  so 
much  time  available.  I  do,  however, 
enjoy  your  quarterly  lifestyle  supple- 
ment, American  Legacy. 

— F.  McDonoghue 
Pratt,  Indiana 

Thank  you  so  very  much  for  Jeffrey 
Turrentine's  feature  story,  "Skipping: 
The  Next  Health  Craze?"  I,  too,  used 
to  skip  down  sidewalks  as  a  child.  It 
wasn't  until  I  was  older,  however,  that 
I  came  to  grasp  its  aerobic  benefits. 


Here  in  eastern  Oregon  athletes  go 
out  in  the  morning  for  a  30-  or  40- 
mile  skip,  and  on  a  recent  trip  to  New 
York  City,  I  saw  more  than  one  per- 
son tripping  down  the  avenues! 

Thanks  for  getting  the  word  out, 
Jeff! 

— Bunny  LeFrank 
Hells  Canyon,  Oregon 

P.  S.  I  would  like  to  see  a  profile  of 
Buddy  Ebsen. 

So  would  we. 

I  have  been  reading  your  magazine 
since  1921,  and  it  is  as  sharp  and  fresh 
as  ever.  How  do  you  manage? 

— Edward  Blimm 
Nutchester,  Pennsylvania 

Editors  reply:  I  fire  staff  regularly, 
sometimes  for  no  reason  at  all.  Terror  is 
a  marvelous,  often  underutilized  man- 
agement tool.  In  fact,  as  soon  as  we  close 
this  issue,  I  will  be  firing  everyone  on  the 
current  staff. 

I  was  keenly  interested  in  Christopher 
Buckley's  article,  "Whither  South  Afri- 
can Grain  Prices?"  in  the  last  issue  of 
Forbes  FYI.  It  was  pretty  good.  But  I 
was  wondering:  What  font  does  Mr. 
Buckley  use?  It  looks  like  a  variation 
on  ACaslonSemiboldltalic,  then  again 
it  could  be  a  new  Glypha  Light  of  some 
sort,  no?  Does  Mr.  Buckley  prefer 
this?  Does  he  have  final  say  over  what 
font  is  used  in  the  magazine?  Would 
he  ever  consider  a  font  as  bold  as  a 
Zapf  Dingbat  for  one  of  his  stories? 
Keep  up  the  good  work. 

— Fr.  Ken  Baptista,  SJ 
Arizona 

Mr.  Buckley  replies:  *□♦  □©♦*_»♦  ▲« 
*©♦#  O  •□T  3*  T*3*   _!■  !□♦□ 

+©■*  ▲  u*t  ▼*#□*#  aozam* 


Now  that  our  child  is  three  years  cl 
I  want  to  dump  my  wife  and  get  rl 
self  a  younger  one.  Are  there  servil 
that  supply  "trophy"  wives,  and  ca 
charge  them  to  my  credit  card? 

— R.  PerelivI 
New  York,  New  \\ 

Editor  s  note:  Yes,  they  are  listed  <| 
month  in  the  Robb  Report. 

While  I  appreciated  your  asking  L 
to  write  an  article  about  my  favc^ 
restaurant,  Locke-Ober,  I  think 
might  have  run  the  photo  of  me  laiB^ 
and  not  put  the  article  next  tP 
reader's  service  card.  You  made 
look  like  Ed  McMahon  shilling 
American  Family  Publishers.  I  a| 
former  governor,  you  know. 

— W.WI 
Boston,  Massachul 

Editor's  reply:  I  couldn  't  agree  with 
more,  sir.  Our  apologies.  Bob  Forbes 
to  blame.  He's  always  doing  this  so 
thing,  and  it  drives  me  fruity.  Plea 
write  again  for  us. 
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id  try  ours  on  lor  size. 


itliawAv  shirts  are  never  a    amble. 
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"Michael,  this 


Swiss  Tank 


Forget  plastic  bands 
and  digital  faces — 
when  the  Swiss  make 
a  "sports  watch" 
it's  as  posh  and  well- 
appointed  as  a 
luxury  sedan.  Jaeger- 
LeCoultre's  Reverso 
Gran'Sport  chrono- 
graph has  a  reversible 


face  (the  back  shows 
the  second  and 
minute  counters),  and, 
though  also  avail- 
able in  solid  18k- 
gold,  looks  race  car- 
sleek  in  stainless 
steel  for  $12,200. 
By  Jaeger-LeCoultre, 
(800)  JLC-TIME. 
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thess  we  have  chosen." 


— THE  GODFATHER,  PART  II 


SAD  NEWS  FOR 
THE  INUIT 
STUDIES  DEPT. 


|  IF  YOU  DONATE  MONEY  TO 

Jr  alma  mater  with  no  strings 

attached,  how  do  you  guard 

gainst  its  being  used  for  some 

educational  fad  you  don't 

agree  with?  The  American 

Jncil  of  Trustees  and  Alumni 

now  publishes  the  Intelligent 

r's  Guide  to  College  Giving, 

an  informative  primer  on  how 

channel  your  support  to  the 

programs  and  activities  you 

1  believe  in.  (888)  ALUMNI-8. 


5** 


Capitalist  Buell 


Design  and  engineering  visionary  Erik  Buell  started  building 
motorcycles  in  his  Wisconsin  garage  in  1983.  Now  as  chairman 
and  chief  technical  officer  of  the  Buell  Motorcycle  Company — 
acquired  by  Harley-Davidson  in  February  1998 — he  continues  to  build 
sport  bikes  that  rival  those  from  Germany,  Italy  and  Japan.  The  company 
manufactures  the  motorcycles  at  its  facility  in  East  Troy,  Wisconsin,  then 
markets  and  distributes  them  through  Harley's  worldwide  network. 

At  the  top  of  1999's  list  is  the  Lightning  Xi  sportster.  The  Buell-mod- 
ified  Harley-built  V-Twin  engine  uses  a  digital  fuel  injection  system  that 
delivers  a  torquey  101  horsepower.  The  suspension  is  firm  yet  accommo- 
dating and  braking  is  impressive  with  a  massive  front-brake  rotor  and  six- 
piston  caliper.  Options  include  soft  luggage,  carbon  fiber  body  components 
and  polished  aluminum  wheels.  Price:  $10,599.  (800)  490-9655;  www.  buell.  com. 

— David  Stein 
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IT'S  PICNIC  TINES! 


Richartz,  the  German  pocket  knife 
manufacturer,  has  solved  the  pro- 
blem of  which  fork  to  use  in 
the  woods.  Theirs.  The  high-tech 
"Structure"  model  (pictured  here) 
is  made  from  stainless  steel  and 
includes  the  usual  array  of  useful 
blades  and  openers.  But  its  clever 
aspect  is  that  the  fuselage  splits 
in  two  and — voila!,  a  civilized  meal. 
Comes  in  a  variety  of  finishes, 
$41-$63.  For  the  nearest  retailer 
call  (888)  350-8765. 


This  is  Not  Your  Grandpas  Cadillac 

(Grandpa  would  have  killed  for  this  Caddy) 

*■; ,  eople  in  the  market  for  a  high-end  luxury  car  seem  to  end  up  de- 
bating two  choices  these  days:  the  Mercedes  E320  or  the  Lexus 
LS400.  That's  hard  to  understand  when  you  consider  that  the 
Cadillac  Seville  STS  is  more  comfortable  than  the  Lexus,  ever}'  bit  as  fast  1 
as  the  Mercedes  and,  at  50  grand,  right  in  their  price  range.  (Cadillac  out- 
sold both  nationwide  last  year.)  If  you're  shopping,  don't  consider  your 
homework  done  until  you've  given  this  Caddy  a  serious  look. 

The  1999  STS  is  built  around  a  300  horsepower  V8  engine  that  red 
lines  at  6500  rpms,  giving  the  car  the  brainpan-pinned-against-the-head- 
rest  acceleration  of  a  Patriot  missile.  The  powerplant  doesn't  require  a 
tune-up  until  100,000  miles,  and  in  the  unlikely  event  of  total  coolant  loss, 
will  revert  to  a  "limp  home"  mode  for  50  miles  (at  50  miles  an  hour)  with 
four  cylinders  firing  while  the  other  four  effectively  cool  the  engine  by 
pumping  air.  There 's  Yankee  ingenuity. 

And,  oh,  the  other  gizmos!  The  driver's  information  system  speaks 
French,  Spanish,  German,  Japanese  and  English.  The  radio  will  not  only 
give  you  the  call  letters  of  the  station  you're  listening  to  but  will  tell  you 
the  format,  the  name  of  the  song,  and  the  artist  playing.  (The  radio  can 
also  be  programmed  to  interrupt  a  CD  to  bring  you  the  latest  weather 
or  traffic  reports.)  The  driver's  seat  conforms  to  (and  remembers)  any 
body  type  using  a  series  of  cleverly  placed  air  bladders,  and  a  massage  unit 
comes  as  an  option  as  well. 

OnStar,  GM's  optional  mobile  communications  system  (a  satellite  link 
to  the  factory),  notifies  Cadillac  the  moment  any  of  the  car's  airbags  de- 
ploy and  then  sends  help.  The  system  will  unlock  the  doors,  via  satellite, 
in  the  event  you  leave  your  keys  dangling  in  the  ignition.  OnStar  also  pro- 
vides a  concierge  via  the  STS  car  phone,  who  will  provide  a  variety  of  ser- 
vices, from  guiding  you  to  the  nearest  ATM  to  making  hotel  reservations. 
Ask  Grandpa  if  he  could  do  that  in  his  old  Brougham. 
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Introducing  the  new 
collection  trom  Canali 

From  our  collection  of  suits, 
sportcoats  and  trousers: 
two-button  suit  in  black/blue 
glen  plaid  wool,  38-42s, 
38-46r,  40-481  even  sizes 
only.  1195.00  Canali  dress 
shirts,  135.00-155.00  and 
ties,  89.50  In  The  Men's 
Store  on  1  and  the  Lower 
Level,  59th  Street.  For  the 
complimentary  assistance  of 
a  personal  shopper,  call  At 
His  Service,  212-705-3030. 


I 


Spring  1999 


The  Vessel  Returns. .. 


Given  the  decline  of  home  bars  and  the  rise  of  label-envy  among  faux 
Swine-sophisticates,  it's  a  wonder  anyone  still  bothers  with  decanters. 
tYet  the  shaft-and-globe  remains  a  popular  fixture  at  proper  tables, 
jlndeed,  Calvin  Klein  has  three  stylish  glass  decanters  in  his  current  Home 
| collection.  And  last  year  more  than  a  few  distillers  included  decanters 
i  in  their  high-end  gift  packs  to  help  boost  holiday  sales. 

Decanters  for  wine,  port  and  spirits  came  into  fashion  in  the  mid- 
J1700S  in  London  when  bottles — and  especially  their  labels — were  con- 
sidered unsightly  at  the  table.  Design  requirements  meant  a  practical 
I  shape  for  ease  of  pouring  and  good-quality,  lead-crystal  glass — light 

for  wine,  heavier  for  spirits.  A  wide  base  for  use  at  sea.  Such  Georgian- 
i  era  decanters  (like  the  one  shown  here)  were  more  functional  than  the 

long-necked  styles  of  the  Victorian  era.  They're  also  bit  more  expensive 

today.  Laurie  Leigh,  an  antique-glass  dealer  in  Oxford,  England, 
[  says  Georgian  decanters  run  $325  and  up,  versus  $275  and  under  for 
.  Victorians.  "And  if  you've  got  a  matching  pair,  they're  like  gold  dust." 
For  good  decanters  and  the  best  advice:  Laurie  Leigh  Antiques,  j6  High 
j  Street,  Oxford  OX14AN England;  44-1865-244-197.  — George  Herrick 
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...with  a 
Hearty  Brew 

Now,  what  to  put  in  your  de- 
canter? We  asked  FYI  "Grape 
Juice"  columnist,  Tony  Hendra, 
for  a  few  recommendations: 

Most  wine  isn't  enhanced  by 
decanting  unless  it  has  a  sed- 
iment— e.g.,  very  old  vintages, 
port  and  unfiltered  stuff  like 
Chapoutier's  splendiferous 
Rhones.  One  exception: 
big,  brawling  beauties  like  young 
Barolos  which  benefit  from 
a  few  hours  in  the  cut  glass. 
Oxygen  teaches  them  manners. 

Other  suggestions  for  that 
eighteenth-century  shaft-and- 
globe:  Siberita,  a  voluptuous, 
beautifully  restrained  Palo 
Cortado  (sherry)  from  Domecq. 
Or  the  fabulous  new  "single 
distillery"  cognacs  like  Louis 
Royer's,  made  at  specific 
distilleries  with  grapes  from 
specific  appellations.  Try  Des 
Saules  (Borderies)  or  De  L'Ecole 
(Petite  Champagne).  You 
haven't  drunk  cognac  like  this 
for  40  years.  Looks  great  in 
cut-glass,  too. 


Recolte 


CWte***** 
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A  Hotbed  Of  .lalapeno 


Regardless  of  what  global  warming  has  in  store  for  us  this 
summer,  at  least  your  gardening  will  be  hot,  hot,  hot. 
These  hybrid  jalapeho  seeds  were  developed  by  W.  Atlee 
Burpee  with  "Biker  Billy"  Hufnagle,  a  Harley-riding  veg- 
etarian with  his  own  cable-television  cooking  show. 
The  seeds  germinate  in  66  days,  producing  the  hottest, 
sweetest,  most  flavorful  jalapefios  you're  likely  to  come 
across.  From  Burpee,  30 seeds,  $2.95;  (800)  888-1447. 
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The  Fedora 
Of  Montecristi 

According  to  haberdasher 
historians,  the  hat  recession  hit 
in  1961  when  JFK  took  his 
oath  of  office,  hatless.  But 
in  fin  de  siecle  America,  the  hat 
is  back,  along  with  Martinis 
and  the  three-button  suit. 

We  recendy  came  across  thiij 
Borsalino  Montecristi  in 
New  York.  It's  straw,  but  bea 
a  smooth,  parchment-like 
texture.  On  the  skull,  it's 
weightless,  and  perfecdy  shadeil 
to  reflect  tropical  sunshine. 
Borsalino  uses  a  select  straw 
hand-woven  in  the  Ecuadoran  | 
village  of  Montecristi.  It's 
then  shipped  to  Italy  to  under- 1 
go  a  labor-intensive  shaping 
process  almost  identical  to  the 
procedure  used  by  Giuseppe 
Borsalino  in  his  original 
workshop  back  in  1857.  From 
$600  to  $900  at  Borsalino, 
(212)  977-8371.  — Jim  GialamaI 
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For  reservations,  call  your  travel  consultant  or 
USA  &  Canada  toll-free   I  800  942  5050 
Internet  www  Shangri-La  com 


YACHT   DESIGNER   BRUCE   FARR 

ATTRIBUTES   MUCH   OF 

THE  SUCCESS  OF   HIS   DESIGNS  TO 

"RELIABILITY   ENGINEERING." 


A   PHILOSOPHY  WE  SHARE 
AT   ROLEX. 


Yachts  that  Bruce  Farr  designs 
have  an  uncanny  habit  of 
finishing  first.  Before  that, 
however,  they  have  one  minor 
obstacle  to  surmount;  they 
have  to  get  around  the  course. 
A  course  that  could  well  circle  the  world. 
Just  as  his  yachts  are  engineered  to  keep 
going  under  the  most  adverse  conditions, 
so  is  the  watch  that  Farr  so  much  admires: 
his  Rolex  Submariner.  Equipped  with  a  triple- 
sealed  screw-down  winding  crown,  and 
individually  pressure-tested  to  1,000  feet, 
every  single  Submariner  is  a  certified 
oceangoing  chronometer.  And  the  very 
epitome  of  reliability  engineering.       JTvL/Jj 


Submariner 

Officially  Certified  Swiss  Chro 


For  the  name  and  location  of  an  Official  Rolex  Jeweler  near  you.  please  call  1-800-36ROLEX.  Rolex. *,  Oyster  Perpetual  and  Submariner  are  trademarks. 


30  M  FORT  CLASS 

A  prescription  for  frequent 
fliers:  Hermes  knits  up  a 
soft,  wool-jersey  suit  that 
feels  like  pajamas,  but  still  means 
business.  Wear  it  (or  pack  it)  and 
ook  as  good  at  the  end  of  your  trip 
is  you  did  when  you  started.  Suit, 
$3,055,  and  Tanaka  leather  lug- 
gage at  Hermes,  (800)  4414488.    f 


As  business  continues  its  global 
march  and  commercial  airline 
food  its  downward  spiral, 
companies  are  increasingly  buy- 
ing their  own  aircraft.  The 
newest,  must-have  biz  jet  is 
the  Bombardier  Global  Express. 
With  a  top  cruising  speed  of 
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Mach  .88  — just  slightly  below 
the  speed  of  sound — it  is  the 
fastest  "large"  business  bird  in 
the  skies.  It  also  has  the  longest 
range  of  any  corporate  aircraft, 
able  to  travel  from  New  York 
to  Tokyo  non-stop  in  under 
14  hours  on  a  single  tank  of  fuel. 
With  cabin  measurements  of 
48' by  8'2",  it'll  hold  up  to  19 
passengers  comfortably. 
And  the  two  BMW  Rolls-Royce 
BR710-48-C2  turbofans  gener- 
ating 14,750  pounds  of  thrust 
at  takeoff  guarantee  a  real 
rush.  "It's  more  like  a  fighter  jet, 
and  less  like  a  bus  when  it 
climbs,"  says  Bombardier  Pres- 
ident Mike  Graff.  Around  $37 
million,  depending  upon  options. 
For  details:  (800)  268-0030. 


Specs,  To  Yoi  i  r  Specs 

Selima  Salaun,  a  Manhattan  eyewear 

designer,  crafts  custom  optics  for  those 

who've  lost  or  broken  a  favorite  pair  of 

glasses,  or  who  want  to  resurrect  a  style 

from  the  past.  A  New  York  lawyer 

commissioned  the  "Kerry"  style  (left). 

Another  client  asked  her  to  recreate 

the  glasses  his  father  wore.  She  even  offers 

a  replica  of  the  oversized  shades  Aristotle 

Onassis  made  famous.  Selima  Optique  at 

Barneys  New  York,  or  call  (212)  J4J-9490. 
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SINCE  BEING  IMPORTED  EN 

masse  in  the  1980s,  llamas  have 

been  guarding  livestock, 

hauling  mountain  packs  and 

caddying  for  golfers,  but  mainly 

these  camel  cousins  have 

simply  been  pets.  Many  llamas 

can  be  a  bit  independent, 

however.  With  around  120,000 

now  in  the  U.S.,  that  spells 

opportunity  for  Jim  Logan,  a 

breeder  from  Chattaroy, 

Washington.  Over  the  last  two 

years,  Logan,  44,  and  his  wife 

Amy  have  been  touring  the 

country  imparting  his  "operant 

conditioning"  method  of 

llama  training — similar  to  the 

technique  used  on  marine 

animals  at  theme  parks. 

Unlike  correction-based  training 

methods  which  punish 

an  animal  for  wrong  behavior, 

operant  conditioning  rewards 

the  animal  for  good  behavior. 

Using  mainly  tasty  treats  and 

loads  of  positive  reinforcement, 


Lord  of  the  Landscape 

A  word  TO  COLLECTORS:  Bart  Elsbach's  delicate  brush  strokes  anJ 
sublime  use  of  color  are  quickly  establishing  him  as  one  of  America'.! 
premiere  landscape  artists.  Pictured  here:  Spring  Treeline,  HousatorA 
ic  Valley,  1998.  Available  from  The  Ute  Stebich  Gallery,  Lenox,  M/j 
(413)  637-3566  or  The  OK  Harris  Gallery,  New  York,  (212)  431-360C 


THE  LLAMA 
WHISPERER 


Logan  says  he's  gotten  his 

charges  "to  do  things  I  can't 

even  get  my  dog  to  do.  Shut  the 

door,  turn  on  lights..."  Neat 

stuff,  but  the  technique  is  also 

helpful  for  loading  llamas  into 

vehicles,  and  teaching  them  to 

sit  for  brushing  and  grooming. 

Logan,  who  suffers  from  retinitis 

pigmentosa,  is  in  a  race  to 

impart  his  method  on  as  many 

as  possible  before  his  eyesight 

goes.  "This  may  be  the  last  year 

we  give  workshops,"  he  says. 

"But  we're  booked  'til  the  end 

of  '99."  For  info  and  a  schedule 

of  clinics:  (888)  332-5425. 


The  States  Rest 

Swan  Magic's  hand-embroidered  pillow 
will  occupy  pride  of  place  on  your  sof 
Emblazoned  with  retro  postcard  toteit 
and  embellished  with  Venetian  glass  bi 
tons,  the  pillows  depict  not  only  state 
but  cities,  countries,  regions  and  n. 
tional  parks.  Readymade  designs  ai 
about  $98.  If  Swan  Magic  doesn't  off 
the  landscape  you  seek,  commission  < 
origina!.  Available  at  ABC  Carpet 
New  York,  or  call  (800)  871-7926. 
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The  Pleasure 

of  Perfection 


VanCleef&Arpels 


VRK,  PALM  BEACH  BEVERLY  HILLS, 


HONOLULU,  PARIS,  CANNES,  MONTE-CARLO,  LONDON,  GENEVA,  TOKYO,  HONG-KONG 
AT  SELECTED  FINE  JEWELLERS, 
TOLL  FREE  1-877-ARPELS-l 
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Clap  Your  Feet! 


These  ultracool  new  Splitframe 

Klops  from  K2  use  a  hybrid 

of  the  "clap  skate"  technology 

that  caused  such  a  fuss — 

and  broke  so  many  records — at 

the  1998  Winter  Olympics 

in  Nagano.  Instead  of  a  single 

steel  frame  attaching  the 

wheels  to  the  sole,  SKs  have 

two  frames — one  each 

mounted  at  the  toe  and  heel — 

which  overlap  under  the 

ball  of  the  foot.  The  hinge-like 

design  lets  the  feet  flex  more 

naturally,  utilizing  more  of 

the  leg  muscles  and  propelling 

skaters  forward... very 

fast.  Hitting  sporting  goods  stores 

in  March,  $400;  (800) 

y/2-4063;  1vww.k2skates.com. 


FOR  THE 
WORLD-WARY 


SO  YOUR  COMPANY  IS  RELOCATING 
you  from  Kansas  to  Mogadishu. 
Before  you  pack,  consider  an 
in-home  security  briefing  from 
Pinkerton,  tailored  to  whatever 
dicey  region  you're  headed  to. 
With  35  years  of  troubleshooting 
experience,  Frank  Johns,  manag- 
ing director  for  Pinkerton  Global 
Intelligence  Services,  dispels  in- 
appropriate fears — and  instills  ap- 
propriate cautions. 

Besides  guarding  against  typ- 
ical crimes  and  scams,  Johns  dis- 
cusses how  to  fit  in  abroad.  He 
advises  becoming  what  Iranians 
call  a  "child  of  the  neighborhood," 
being  friendly  with  neighbors  and 
respecting  cultural  characteris- 
tics while  learning  how  to  read 
the  streets.  "Acceptance  in  the 
local  'hood  often  offers  the  best 
protection,"  he  says. 

Risks  vary  wildly.  "American 
kids  can  be  unintentionally  in- 
trusive, so  make  sure  yours 
understand  what  locals  take 


seriously,"  says  Johns.  In  Mush 
countries,  for  example,  teacji 
them  not  to  walk  in  front 
people  praying  and  not  to  thr< 
parties  or  eat  publicly  duriij 
the  fasting  hours  of  Ramada) 
In  some  Asian  countries,  ii 
offensive  to  pat  children  on  1 1 
head.  Parents,  take  note. 

Americans  abroad  are  mc 
likely  to  get  hit  by  lightning  th 
killed  by  a  terrorist,  but  strej 
crime  is  often  more  commo 
The  odds  of  being  a  victim  z\ 
determined  by  behavior.  "FJ 
example,  if  two  people  travel 
gether  their  odds  are  reduced 
better  than  50%,"  says  Johns 

One-day   security    briefin! 

for    families    or    executivj 

run  $1,500.  For  info:  (703)  5i\ 

6111;  fjohns@pinkertons.co  \ 

— Skip  Kaltenheus  I 
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|lig  Sky  Bed  &  Board 

lP  ittle  ol'  Big  Timber  has  the  finest  place  to  eat  in 
Montana,  right  there  in  the  Grand  Hotel.  It's  the 
Af  first  restaurant  in  the  state  to  be  listed  in  the  Wine 
tectator.  Regularly. 

Good  restaurants  require  someone  driven  to  demented 
ition  to  detail,  and  our  host,  Larry  Edwards,  and  his 
[cellent  chef,  Amy  Smith,  are  just  that.  The  lamb  and 

ef  are  raised  to  Larry's  specifications  at  local  ranches. 

Ranchers  and  celebrities  eat  at  the  Grand  in  harmony. 
Ihe  Hotel  was  built  in  1890,  when  Big  Timber  was  a  rail- 
lad  town  and  a  major  shipping  point  for  cattle  and  sheep. 

fell  on  hard  times,  and  then  a  couple  of  owners  ago  ren- 

ations  commenced  which  Larry  has  pretty  much  com- 

ted.  There  are  ten  suites  upstairs  ($60-5140  a  night). 

Big  Timber  has  fine  fishing  and  bird  hunting  near- 
}' — just  north  of  town  and  over  the  Yellowstone  River 
here's  a  place  where  you  can  see  well  out  on  to  the  Great 
lains  and  behind  vou  are  the  magnificent  Crazy  Moun- 

is,  named  for  a  madwoman  who  left  a  wagon  train  and 
ked  there,  feral,  and  was  seen  walking  ridges  just  before 

rk.  Or  maybe  it  was  her  ghost. 

The  Grand  is  my  favorite  place  in  Montana  for  being 
ith  friends.  Consider  its  history.  In  the  '40s  and  '50s  it 
is  filled  upstairs  with  sheepherders  wintering  over,  in 

le  canvas  cubicles.  The  lovely  carved  backbar  once  had 
jvast  mirror,  but  one  evening  there  were  words  between 
ie  lady  behind  the  bar  and  her  hubby  out  front  with  this 
oo\.... The  Grand  Hotel,  139  McLeod,  Big  Timber,  MT 
>o//;  (406)  932-4439.  — Coyote  Jack 
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Tantalizingly 
Softcore 


After  70  years  of  making 
sturdy  Italian  footwear,  A. 
Testoni  is  softening  up.  The 
new  "Ego"  moccasin  looks 
as  pliable  as  a  slipper, 
but  it's  got  guts:  a  remov- 
able insole  that  conforms  to 
your  foot.  Testoni  says 
it's  a  "do-it-yourself  custom 
fit";  we  say  all  shoes 
should  be  this  comfortable. 
$250.  At  A.  Testoni,  New 
York,  Beverly  Hills  and 
Honolulu.  (877)  TESTONI . 
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Seamastcr  GMT 

Automatic  chronometer. 
Water-resistant  to  30om/ioooft. 
OMEGA  -  Swiss  made  since  1848. 
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OMEGA 

The  sign  of  excellence 


TRADITIONAL 


I  mi  Rmy  Carlton  at  Rancho  Mirage  &  Laguna  Niguel 

Fashion  Island-Newport  Beach  949/721-9010 


GOLF  BAG 
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Out  of  the  Rough 

Despite  the  government's  efforts  to  sink  the  Landmark  Land 

Company,  it  rises  once  again.  By  James  Y.  Bartlett 


Come  back  with  me  now  to  the  days  of  yesteryear,  or  at  least  back  a 
:ouple  decades,  when  golf  was  booming  across  the  land,  and  the  air  was  filled 
-vith  the  sound  of  bulldozers  pushing  dirt  around  to  make  new  fairways.  One 
bf  the  largest  fleets  of  dozers  was  owned  by  Landmark.  Land  Co.,  which  cre- 
ned  for  us  a  bevy  of  wonderful  places  in  which  to  golf  our  ball.  Remember  La 
Quinta?  PGA  West?  The  Carmel  Valley  Ranch?  Oak  Tree  Country  Club? 
Kiawah  Island's  Ocean  Course?  The  Palm  Beach  Polo  Club? 

These  were  but  a  few  of  the  properties  Landmark  built  in  the  1970s  and  '80s. 
And  then  it  all  went  ker-floop.  Title  to  most  of 
Landmark's  golfing  properties  was  held  by  one 
oank,  the  Oak  Tree  Savings  6c  Loan  in  New 
Orleans.  And  we  all  know  what  happened  to 
S&Ls  at  the  end  of  the  go-go  '80s,  don't  we? 

Landmark's  glorious  golf  empire  crumbled 
in  the  dust  of  Resolution  Trust  Corp.  actions, 
bankruptcy  filings  and  truckloads  of  legal  wran- 
gling. The  properties  were  taken  over  and  auc- 
tioned off,  one  by  one.  And  so,  as  the  sun  sets 
slowly  in  the... 

But  wait!  (Cue  the  trumpets.)  With  a  hearty 
Heigh-ho  Silver!  Landmark  rides  again!  Yes 
folks,  they're  baa-aaack! 

As  it  turns  out,  the  story  of  Landmark's  rise, 
demise  and  rise  again  is  not,  as  it  first  appears, 
the  typical  morality  play  of  a  bunch  of  over- 
reaching, money-grubbing  fat  cats  who  got  too 
big  for  their  britches  and  bit  the  big  one.  Rather, 
it's  a  typical  morality  play  about  a  sound-bitten 
government  trying  to  fix  a  problem  by  leaving  it 
in  the  hands  of  an  incompetent,  answerable-to- 
no-one  bureaucracy,  which  proceeds  to  really 
mess  it  up.  That  the  good  guys  win  in  the  end  is 
either  pure  serendipity  or  has  something  to  do 
with  cosmic  balance.  You  pick. 

Oak  Tree  was  started  by  a  couple  of  country 
golf  pros,  Ernie  Vossler  and  Joe  Walser,  who 
together  built  the  Oak  Tree  Country  Club  in 
Edmond,  Oklahoma.  They  hired  Pete  Dye  to 
build  the  course,  using  something  like  8,000 
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railroad  ties  in  the  process,  convinced 
some  of  their  touring  pro  buddies  to 
live  there,  and  even  talked  the  PGA 
of  America  into  staging  the  '88  PGA 
Championship  there. 

Vossler  and  Walser  were  pretty 
savvy  for  golf  professionals,  but  their 
smartest  move  was  bringing  in  Gerald 
Barton  and  his  Landmark  Land  Co. 


to  provide  financial  backing.  Land- 
mark had  been  a  real  estate  devel- 
opment firm  for  nearly  a  hundred 
years  and  in  the  '70s  was  controlled  by 
Barton  and  his  partners,  the  Reich- 
mann  brothers  of  Olympia  &  York,  a 
Canadian  real  estate  conglomerate. 

With  Vossler  and  Walser  han- 
dling golf  development  and  opera- 


tions, Barton  finding  and  financ 
new  projects,  Landmark  Land  grew 
like  poa  annua.  As  Barton  says  to- 
day, paraphrasing  Topsy  from  Uncle 
Tom's  Cabin,  "She  just  growed."  The 
company  moved  from  Oklahoma  to 
Carmel,  California,  and  began  buying, 
and  building  golf  resorts  and  commu- 
nities. Landmark  acquired  the  famed 
La  Quinta  Hotel  in  the  Palm  Springs, 
desert  and  quickly  expanded  its  fran- 
chise, building  fabulous  golf  coursesj 
and  even  more  fabulous  gated  com- 
munities to  go  with  them.  Pete  Dye  j 
and  his  railroad  ties  were  called  on 
frequently  by  Landmark  Land:  He 
built  La  Quinta's  Mountain  Course 
and  a  few  years  later  one  of  the  pieces  I 
de  resistance  of  target  golf,  the  Stad- 
ium Course  at  PGA  West. 

Landmark  Land  also  developed  the 
Carmel  Valley  Ranch  in  the  hill.1 
above  Carmel,  as  well  as  Missior 
Hills  in  Rancho  Mirage,  and  th<! 
Moreno  Valley  and  Oak  Valley  com-]  I 
munities  in  California.  Then  ii  to- 
moved  east,  developing  the  Pain  I 
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S  BEFORE 
'  TEE  TIME. 


At  the  all-oceanfront  Hawaii  Prince  Hotel  Waikiki,  you  can 
experience  the  conveniences  of  a  top-notch  business  hotel, 


course,  and  AAA  Four  Diamond  hospitality.  Plus,  you  n 
steps  away  from  the  best  of  Honolulu,  from  beaches  to  ! 


together  with  the  luxurious  amenities  you'd  expect  on  holiday.       to  nightlife.  Corporate  Rates  start  from  just  $180  per  nigl 
Enjoy  renowned  cuisine,  our  own  27-hole  championship  golf        Call  your  travel  consultant  or  1-800-WESTIN-l. 

Rate  is  plus  tax.  Not  combinable  with  other  otters.  Some  restrictions  apply.  Subject  to  availability.  Valid  to  12/22/99.  Please  call  for  details. 


Westin 

HAWAII 


Hawaii  Prince  HotelWajkiki 


Hawaii    Prince   Hotel   Waikiki 


Maui    Prince   Hotei 


each    Prince    Hotel 


Mauna    Kea    Beach    hot 


Before  he  can  run,  he  has  to  walk.  But  before  he  can  walk  again, 
someone  s  going  to  give  him  back  the  confidence  to  use  his  legs. 


Dallas , 

Texas 

March  17»  1998 

2:23  p.m. 


We  salute  these  everyday  heroes,  and  look 
out  for  them  with  diverse  pension  and  retirement 
programs,  that  give  muscle  to  our  mission. 


I 


Our  commitment  is  fundamental:  to  help  provide  those  who 
work  in  not  for  profit,  a  future  based  on  sound  growth,  not  undue  risk. 
That's  the  Spirit  of  America. 


Mutual  of  America 

320  Park  Ave.,  New  York,  NY  10022  •  1  800  468  3785 


Landmark  Land  was  hit  with  the  equivalent  of 

a  quadruple  bogey  in  a  string  of  birdies. 

The  government  simply  changed  all  the  rules. 


Beach  Polo  and  Country  Club  in  tony 
West  Palm  Beach,  Florida,  and  ac- 
quiring the  resort  amenities  at  the 
Kiawah  Island  resort  outside  Charles- 
ton, South  Carolina.  Once  again, 
Vossler  and  Walser  pulled  some  kind 
of  magic  string  at  PGA  of  America 
headquarters,  and  got  that  organiza- 
tion to  grant  the  1991  Ryder  Cup 
Matches  to  Kiawah  Island.  Some- 
how, Landmark  Land  was  able  to 
conceive,  design  and  build  the  Ocean 
Course  at  Kiawah  in  less  than  24 
months,  just  in  time  to  stage  the 
now-famous  "War  by  the  Shore." 

But  by  the  time  that  exciting  tour- 
nament was  played,  the  bottom  had 
already  dropped  out  on  Landmark 
Land  Co.  Its  prime  lender  and  sub- 
sidiary, Oak  Tree  Savings,  was  in 
deep  doo-doo. 

Back  in  1982,  government  banking 


regulators  had  approached  Barton 
and  Landmark  Land,  and  asked  if 
they  would  be  willing  to  take  over 
ownership  of  a  then-struggling  S&L 
in  New  Orleans  called  Dixie  Savings 
and  Loan.  Barton,  who  calls  himself 
a  "New  Deal  Democrat  who  trusted 
the  government  when  they  told  me 
something,"  negotiated  a  contract  for 
Landmark  to  take  over  the  bank  and 
wrote  off  its  $150  million  in  negative 
net  worth  over  40  years. 

It  was  obviously  a  good  deal  for 
Landmark,  which  could  get  financing 
for  its  various  real  estate  projects  at 
slightly  less  than  market  prices.  Reg- 
ulators later  asked  Landmark  to  shift 
all  of  its  real  estate  holdings,  at  the 
time  totaling  some  $270  million,  to 
the  newly  renamed  Oak  Tree  Savings 
Bank.  In  1986,  the  government  asked 
Oak  Tree  to  take  over  another  bank- 


rupt thrift  in  Louisiana,  and  by  198*1  -,: 
Oak  Tree  was  financing  some  $1  bi 
lion  in  real  estate  for  its  own  projec 
and  for  others. 

At  the  end  of  1988,  Oak  Tree  Savin}  $ 
Bank  was  considered  one  of  the  mo:  2 
solvent  and  successful  banks  in  tl  ii 
nation.  It  boasted  capital  equal  1  : 
more  than  35  percent  of  its  asset)  rje 
compared  to  the  national  median  ol  :  1 
percent.  It  closed  the  year  with  $(  U 
million  in  profits.  It  was  the  large  :> 
thrift  in  the  state  of  Louisiana. 

But  in  1989,  the  U.S.  governme}  t 
hit  Landmark  Land  with  the  equii  j„ 
alent  of  a  quadruple  bogey  in  a  strii  nfe 
of  birdies.  Simply,  the  governme  ^ 
changed  all  the  rules.  With  headliru  ;: 
screaming  about  the  "Keating  Fivt  -,> 
a  group  of  prominent  U.S.  Senate,  bo 
accused  of  cozying  up  to  a  sharA.; 
banker,  and  other  thrifts  around  t 
country  running  out  of  cash,  Co: 
gress  and  President  Bush  pass- 
the  Financial  Institutions  Refon  fa 
Recovery  and  Enforcement  A\ 
(FIRREA).  FIRREA  changed  a  lot, 
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Black  tie  is  optional  but  a  300-horsepower  V-8  is  standard  in  the  world's  most  powerful  luxury  SUV  There's  room' for  seven  in  three  rows  of  leather-tr  ■ 


'models  bmlt  after  12/8/98 
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lies,  including  those  allowing  thrifts 
I  invest  in  real  estate,  and  it  effec- 
fcelv  reneged  on  the  contracts  hank- 
ie regulators  had  entered  into  with 
Inks  like  Oak  Tree  to  take  over 
lling  institutions.  And,  in  the  tenor 
b  the  times,  regulators  from  the 
Kke  of  Thrift  Supervisors  and  the 
■solution  Trust  Corp.  were  in  no 
nod  to  cut  anyone  any  slack:  FIR- 
KA  made  criminal  practices  that 
1:  j  once  been  standard. 
It  Gerald  Barton,  the  New  Deal  Dem- 
■rat,  tried  to  play  the  new  game 
Bth  the  new  rules.  Realizing  he  had 
■unload  his  vast  array  of  profitable 
■J  estate  holdings,  he  first  cut  a  deal 
Ifth  a  large  California  developer  to 
■1  most  of  Landmark  Land's  golf 
ltd  resort  properties  for  $967  million. 
Sgulators  turned  the  deal  down,  on 
m  basis  that,  despite  receiving  $200 
■lion  in  cash,  Oak  Tree  would  still 
Wry  a  mortgage  for  the  remain- 
it,  albeit  secured  by  the  underlying 
■>perties.  Barton  then  went  out  and 
■nd  a  Japanese  securities  firm  (these 


were  the  days  when  the  Japanese  still 
had  cash  to  buy  things)  which  offered 
$739  million  for  the  resort  portfolio. 
The  government  pooh-bahs  sat  on 
the  deal  for  almost  a  year,  refusing  to 
approve  or  deny  it.  As  a  result,  the 
deal  eventually  collapsed. 

On  September  29,  1991,  German 
Bernhard  Langer  just  missed  a  six- 
footer  on  the  18th  green,  and  the 
joyous  American  Ryder  Cup  team 
frolicked  in  the  surf  of  Kiawah  Is- 
land with  their  newly  won  hardware. 
A  few  days  later,  Barton  met  with 
OTS  regulators  who  told  him  they 
intended  to  put  his  bank  into  con- 
servatorship. 

Instead,  on  October  n,  Barton  put 
most  of  Oak  Tree's  resort  properties 
into  Chapter  11  bankruptcy  to  try  and 
keep  them  out  of  federal  hands.  That 
sort  of  ticked  off  the  feds,  who  hit 
Barton  and  three  of  his  directors  with 
fines  of  $1  million  each,  froze  their  as- 
sets, removed  them  as  directors  of 
Oak  Tree  and  assessed  the  company 
fines  of  $500,000  a  day  until  they  dis- 


missed the  bankruptcy  proceedings. 
It's  not  nice  to  fool  with  Uncle  Sam. 

The  government  took  over  Oak 
Tree  Savings  Bank  and  the  Resol- 
ution Trust  Corporation  eventually 
sold  off  all  the  resort  properties.  By 
September  of  1993,  the  RTC  had  re- 
portedly grossed  about  $440  million 
in  sales.  That's  $527  million  less  than 
Barton's  first  deal,  and  $299  million 
less  than  his  second  would  have  made. 
You  and  I  ate  the  difference. 

"I  had  all  my  own  personal  as- 
sets tied  up  with  Landmark  Land," 
Barton  recalls  somewhat  ruefully.  "I 
went  from  having  $100  million  to 
being  broke." 

Down,  but  not  out.  In  1993,  he 
formed  a  new  company,  called  Land- 
mark National.  In  another  year  or 
two,  he  lined  up  some  financial  mus- 
cle on  Wall  Street.  "I  still  had  my  rep- 
utation and  Landmark's  reputation," 
Barton  says.  "And  most  of  my  team 
seemed  eager  to  do  it  all  over  again." 

One  of  the  first  deals  was  with 
Texas  Senator  Lloyd  Bentsen's  fam- 


:o  8,850  pounds  towing  capacity.  For  more  information  call  800  446-8888,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer 

:  Lincoln  Navigator.  What  a  luxury  L^pff £9f€  J  should  be. 


ily,  which  had  some  2,000  acres  of 
land  on  South  Padre  Island.  Land- 
mark National's  South  Padre  Island 
Golf  Club  opened  in  the  spring  of  1997. 
It  will  eventually  include  some  2,000 
homes  around  the  oceanfront  track. 

The  Oaks  in  Pass  Christian,  Miss- 
issippi, in  the  gaming-driven  Biloxi 
area,  opened  last  May:  It's  an  upscale 
daily  fee  course  designed  and  built  in- 
house  by  Landmark  National's  grow- 
ing staff. 

BUT  THAT'S  JUST  THE  BEGINNING: 

•  Barton  arranged  another  deal  for  a 
golf  development  now  underway  in 
Houston,  with  a  Greg  Norman-de- 
signed course,  to  open  in  September. 

•  In  L.A.'s  Simi  Valley,  a  Japanese 
company  asked  Barton  to  develop 
what  he  calls  "the  best  site  for  golf  I've 
seen  in  the  United  States."  There  will 
be  two  Pete  Dye-designed  courses, 
open  to  the  public,  as  well  as  real  es- 
tate in  two  deep  canyons.  Ground  is 
breaking  this  spring. 

•  The  government  of  Ireland  held  an 


international  competition  among  a 
number  of  golf  development  com- 
panies, which  Landmark  National 
won.  The  prize?  A  piece  of  land  along 
the  ocean  in  County  Clare  between 


pabilities,"  Barton  says.  "There  are 
lot  of  pretty  good  golf  courses  oi 
there... if  we  can't  build  somethin 
excellent,  we're  not  interested." 
Barton  is  so  charged  up  these  day 


The  RTC  grossed  about  $440  million  in  sales 
That's  $527  million  less  than  Barton's  first 
deal  and  $299  million  less  than  his  second. 
You  and  I  ate  the  difference. 


Ballybunion  and  Lahinch,  with  mul- 
tiple oceanfront  hole  locations  amid 
90-foot-high  dunes.  Greg  Norman 
will  design  the  course,  and  for  one 
of  the  few  times  in  his  life  was  ren- 
dered speechless  when  asked  what  he 
thought  about  the  site. 
•  Norman  is  also  designing  the 
Landmark  course  to  come  in  Prince 
Georges  County,  Maryland.  Owned 
by  a  Saudi,  the  land  will  soon  be  a 
daily-fee  course  for  golfers  in  the 
Washington-Baltimore  corridor. 
"We  don't  want  to  outrun  our  ca- 


he  almost  can  forget  the  bitter  pa 
Or  the  almost-bitter  past.  In  19- 
a  federal  court  agreed  with  Landma 
Land  that  the  federal  governmer 
in  the  person  of  the  Office  of  Thr. 
Supervisors  and  the  RTC,  renegi 
on  its  contracts  with  Oak  Tree  Savin 
Bank.  Later  this  year,  the  lawye 
will  face  off  yet  again  on  the  subje 
of  damages. 

But  Barton  doesn't  really  care  if 
gets  his  lost  millions  back.  The  bu 
dozers  have  fired  up  again,  and  al 
right  with  the  world.  • 
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First  Encounters 
by  Davidoff 


Catherine  appeared  at  the 

Pall  disguised  as  a  simple 

woman  solely  to  learn  the  secrets 

of  those  in  her  court.  Casanova 

was  there  that  night  on  his  usual 

quest.  But  when  recognition 

occurred,  Casanova,  intrigued 

with  Catherine's  cunning  abilities, 

decided  this  was  a  woman 

worthy  of  intellectual  debate. 

And  so  began  the  competition 

over  who  had  had  the  most 

lovers.  Hours  and  many  good 

cigars  later,  a  man  usually  guilty 

of  patronizing  women,  was 

finally  impressed  by  one. 

FOR  MORE  INFORMATION  AND  YOUR 

NEAREST  RETAILER  CALL  1-800-328-4365  OR  VISIT 

OUR  WEBSITE  AT  www.davldoftusa.com 


1764  -  Catherine  the  Great.  Casanova  and  fine  cigars. 


For  those  obsessed 
with  quality. 


GENEVA.  BRUSSELS.  AMSTERDAM  LONDON.  SAO  PAULO  MONTREAL  NEW  YORK  PANAMA  CITY  MEXICO  CITY  BEVERLY  HILLS.  HONOLULU.  TOKYO.  SEOUL  BEUING  SNGAPORE.  HONG  KONG.  KUALA  LUMPUR  BANGKOK  MOSCOW  BERUMi  I 

535  MADSON  AVENUE.  NEW  YORK  •  232  VIA  RODEO.  NORTH  RODEO  DRTVE.  BEVERLY  HILLS  •  WARD  CENTER  1200  ALA  MOANA  BOULEVARD,  HONOLULU  CATALOGUE  ORDERS  800-328-A36S  CORPORATE  ACCOUNTS  <SOC-3     Jj\f  [T 
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Meltdown 


This  candy  bar  could  save  your  life.  Are  we  running  out  of  them? 
By  Lyric  Wallwork  Winik 


l>OR  Columbus.  His  greatest  transgression  may  not  have  been  spread- 
i*  pestilence  or  colonialism  across  the  Caribbean,  but  rather  initiating  the 
|)bal  spread  of  chocolate.  For  now,  almost  500  years  after  the  infamous  ex- 
|>rer  let  the  extract  of  the  cocoa  bean  pass  his  lips  (he  and  his  crew  actually 
iind  the  cold,  bitter  and  greasy  Aztec  beverage  quite  distasteful),  the  world 
^iy  be  in  danger  of  running  out  ot  the  beatific  bean.  Cacao  trees,  the  source 
Indelicacies  from  Snickers  to  Chambourd-laced  truffles,  are  falling  prey  to 
■eases  and  insects,  while  the  tropical  rainforest,  the  cacao  tree's  favorite  habi- 
1,  is  dwindling.  All  of  which,  according  to  formidable  scientific  minds  and 
4;oa  bean  experts,  spells  trouble  for  chocolate. 

i  jTo  be  sure,  Godiva  is  still  filling  its  gold  boxes,  M&Ms  and  Hershey  bars 
;:1  line  supermarket  checkout  aisles,  and  half  of  Florida  isn't  trying  to  culti- 
jl:e  the  tropic-loving  cacao  tree  in  the  backyard.  But  when  The  New  York 
ames  headlined,  "Chocoholics  Take  Note:  Beloved  Bean  in  Peril,"  the 
■ocolate  Manufacturers  Association  responded  with  this  rather  strained  se- 
jmntic  offering:  "cocoa  bean  supply  is  expected  to  increase  steadily,  but  may 
tt  keep  pace  with  demand."  The  American  Cocoa  Research  Institute  put  it 
■>re  bluntly,  saying,  "We're  running  out  of  places  in  the  world"  to  plant  cocoa, 
Jji  "Nobody  wants  to  lose  chocolate." 

||That  last  utterance  may  be  a  bit  of  an  understatement.  Chocolate  has  been 

lied  "the  Prozac  of  plants"  because  mere  consumption  can  trigger  a  rush  of 

orphins  and  seratonin  in  the  brain.  Eighteenth-century  French  physicians 

scribed  it  to  remedy  broken  hearts  and  chronic  illnesses.  And  modern  doc- 

s  may  soon  recommend  Hershey  bars  for  the  health  conscious.  After  study- 

7,841  male  Harvard  graduates,  the  esteemed  Harvard  School  of  Public 

alth  has  determined  that  chocolate  candy  eaters  live  nearly  one  year  longer 

those  who  abstain.  Harvard  men  who  ate  one  to  three  candy  bars  a  month 

i  a  36%  lower  risk  of  death  than  their  heretofore  virtuous  colleagues.  (But 

as,  at  three  or  more  bars  per  week,  death  rates  only  dropped  by  16% .)  On  top 

■aste,  texture  and  pleasure,  chocolate  apparently  also  has  the  same  potent 

«j:ioxidants  as  red  wine.  But  if  you  thought  that  you  could  now  have  your 

Qxolate,  and  eat  it  too,  well  into  the  next  millennium,  think  again.  The 

gradation  of  the  cacao  tree  continues — what  some  might  consider  to  be 

l)ntezuma's  second  and  most  successful  revenge. 

llBefore  Columbus,  Montezuma  and  his  Aztecs  believed  that  chocolate  sup- 

I  :d  wisdom  and  energy  and  was  an  aphrodisiac.  They  served  it  as  a  cool,  frothy 

I  -lid — only  in  the  nineteenth  century  did  Europeans  discover  "eating  choco- 

'" — and  according  to  The  Ultimate  Encyclopedia  of  Chocolate  (Smithmark 

blishers),  "Emperor  Montezuma  was  reputed  to  go  through  50  flagons  of 


FORBES  FYI  43 


chocolate  a  day,  always  fortifying 
himself  with  a  cup  before  entering  the 
harem."  The  Aztecs  fed  their  warriors 
chocolate  before  battie  and  used  cocoa 
beans  as  currency.  The  UEC  states 
that,  during  the  Spanish  conquest  of 
Mexico,  ten  cocoa  beans  could  secure 
the  services  of  a  prostitute,  one  hun- 
dred the  outright  purchase  of  a  slave. 
(Today,  it  takes  at  least  64  beans  to 
make  a  pound  of  milk  chocolate,  192 
beans  for  dark  chocolate.) 

The  conquering  Spanish  adopted 
the  Aztec  love  of  chocolate  and  went 
a  step  further.  They  allowed  women 
to  partake  of  the  hallowed  drink, 
which  the  Spanish  prepared  with 
sugar  and  spices,  as  opposed  to  the 
Aztec  preference  for  enhancing  it 
with  black  pepper  and  hot  chili. 
Women,  some  might  argue,  have 
never  been  the  same  since.  Early  on, 
they  discovered  a  particular  affinity 
for  chocolate.  The  seventeenth-cen- 
tury British  adventurer  Thomas  Gage 
recounted  at  length  how  the  wealthy 
women  of  Chiapa,  Mexico,  could  not 


endure  a  full  mass  and  communion 
without  a  bolstering  cup  of  hot  choco- 
late. Chiapa's  incensed  bishop  sub- 
sequently forbade  drinking  during 
services  under  the  penalty  of  excom- 
munication, prompting  gallant  men 
to  draw  swords  against  any  priest 
who  attempted  to  forcibly  separate  a 
woman  from  her  chocolate.  Then,  the 
Chiapan  battle  over  the  cocoa  bean 
took  a  particularly  dark  turn.  The 
bishop  refused  to  back  down,  and  the 
local  ladies  boycotted  his  mass. 
Whereupon,  the  bishop  sickened  and 
died  a  particularly  gruesome  death. 
Gage  duly  reported  that  the  suspected 
culprit  was  a  gentlewoman  who  had 
persuaded  a  page  to  serve  the  bishop  a 
cup  of  poisoned  chocolate. 

Nevertheless,  uproar  does  not  gen- 
erally accompany  chocolate.  (Although 
it  should  be  noted  that  the  tiny 
Caribbean  island  of  Grenada,  subject 
of  a  1983  U.S.  invasion,  is  a  leading 
producer  of  cocoa  beans.  After  years 
of  Hershey  bars  in  their  field  rations, 
our  military  strategists  may  have  been 


St) 


worried  about  more  than  an  airst 
and  some  medical  students  fall  r 
into  Soviet  hands.)  But  grand  strati  ir 
and  geopolitics  aside — though  c; 
does  wonder  whether  the  tantaliz  5 
prospect  of  fertile  new  cacao  tree  fai* 
could  hasten  rapprochement  wi 
Cuba — chocolate  consumption  is  J 
ing.  Europeans  top  the  list,  but  Am 
icans  down  nearly  12  pounds  per  pern 
a  year.  And,  harkening  back  to  Chi?, 
U.S.  women  account  for  an  ovl  -' 
whelming  number  of  chocolate  sai. 
In  Why  Women  Need Chocolate  (H*i  - .':' 
erion),  nutritionist  Debra  Waterho©:.- 
states,  "Fifty  percent  of  women  fi .:'. 
they  would  choose  chocolate  overs<" 

Indeed,  after  a  quick  look  at  e-  '■■..: 
numbers,  you  might  want  to  choi 
M&M  futures  over  Microsoft, 
ter  all,  what  is  a  little  Y2K  softwi 
glitch — especially  when  January 
2000  is  a  holiday  anyway — comps< 
to  the  prospect  of  millions  of  rm 
enous  Europeans,  legions  of  dislA 
pointed  trick-or-treaters,  and  .'■u 
heretofore  unknown  effects  of  chcif^ 


Igjjeprivation  on  your  boss  or  your 
(For  the  record,  in  1997,  cocoa 
res  rose  20%  per  ton.  And  cocoa 
jrts  sav  the  long-term  trend  is 
Next,  the  prudent  Swiss,  who 
coiume  over  20  pounds  ot  chocolate 
oe  >erson  per  annum,  may  decide  to 
kd  the  world's  supply  of  Toblerone 
lod.'d  up  at  home. 

•;rhaps  as  a  harbinger  of  things  to 
col-,  top  chocolate  manufacturers, 
lading  Hershey,  M&M  Mars, 
Nrle,  and  Godiva,  are  hunkering 
dnjn.  They,  firmly  but  sweetly,  are 
■ping  all  inquiries  about  any  cocoa 
akage  to  the  Chocolate  Manu- 
f^irers  Association,  where  Senior 
B  President  Susan  Snyder  Smith 
Anises  that  we  will  not  have  to  face 
^■wenty-first  century  sans  choco- 
flThe  worst-case  scenario,  accord- 
Mko  Smith,  is  a  reduction  in  "the 
Aunt  of  chocolate  in  a  product," 
mkh  nevertheless,  for  the  true  con- 
■Bfceur,  is  rather  like  adding  a  bit  of 
fly  black  filler  to  stretch  out  the 
Mir.  (Indeed,  in  1990,  an  assort- 


ment of  Brits  actually  started  a 
Chocolate  Society,  devoted  in  part  to 
ending  the  dumbing-down  of  British 
chocolate  with  vegetable  fats.)  But, 
Smith  adds  brighdy,  there  is  no  talk  of 
chocolate  substitutes,  and,  when  news 
of  a  shortage  hit,  "no  one  even  men- 
tioned carob,"  the  waxy  stuff  found  in 
trail  mix  and  health  food  stores. 
"People  who  like  chocolate  know  that 
nothing  takes  its  place,"  she  explains. 
For  chocolate  aficionados,  denial 
also  helps.  Fran  Bigelow,  of  Fran's 
Chocolates,  a  gourmet  chocolatier 
in  Seattle,  says  she  "worries  about  a 
chocolate  shortage,  but  then  I  think 
that  I  use  only  a  small  percentage  of 
the  world's  high-end  cocoa  beans." 
Bigelow  holds  out  hope  that  "more 
mass  grades  of  beans  would  be  af- 
fected first."  In  San  Francisco,  mas- 
ter chocolatier  Joseph  Schmidt  of 
Joseph  Schmidt  Confections  says  he 
has  stopped  listening  to  cocoa  bean 
alarmists.  Speaking  with  the  sera- 
tonin-laced  confidence  of  someone 
who  "plays"  with  what  the  Aztecs 


considered  the  food  of  the  gods,  he 
says,  "The  Third  World  has  always 
supplied  the  rest  of  the  world  with 
whatever  it  needs.  Once  countries 
hear  there  may  be  a  cocoa  bean  short- 
age, everyone  will  start  growing  it 
like  crazy."  After  all,  Schmidt  notes, 
"chocolate  is  an  intensely  satisfying 
habit  that  is  also  legal."  (One  has 
visions  of  flack-jacketed  Drug  En- 
forcement agents  hacking  through 
the  back  country  of  certain  South 
American  nations,  with  bonbons  and 
cocoa  pods  in  hand,  on  a  "crop  sub- 
stitution" mission.)  Still,  if  you  (or 
someone  you  love)  prize  Jamaican 
pods  the  way  certain  cigar  aficiona- 
dos salivate  over  hand-rolled  Cu- 
bans, you  may  want  to  eat  up  come 
the  millennium.  Any  shortfall  will 
hit  before  2010,  and,  unlike  fine 
wine,  fine  chocolate  has  a  very  lim- 
ited life  span. 

And  how  best  to  enjoy  the  choco- 
late that  remains?  Well,  according  to 
many  chocolatiers,  human  beings  are 
born  ready  to  appreciate  chocolate. 
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'How  on  earth 
did  you  ever 
find  ihisplace?" 


If  you  hadn't  seen  this  ad,  it  might  have  been  by  word  of  mouth.  (We  don't  ad- 
vertise  in  Travel  &  Leisure  or  Town  &  Country.)  This  place'  is  The  Lodge  at 
Chama— 32,000  acres  of  magnificent  natural  landscapes  inhabited 
more  by  wildlife  than  tourists.  Elk,  deer,  bison,  black  bear,  beaver, 
eagles,  grouse,  and  trout  abound.  Explore  nature  trails  and  en- 
counter all  this  flora  &  fauna  on  foot  or  horseback. 
An  ecological  wake-up.  Make  great  photographs.  Go 
soul-searching.  Have  a  meeting.  Go  fishing.  (World-class hunting 
in-season  only.)  A  national  park  we're  not.  We're  a  private  lodge 
and  working  ranch  in  Northern  New  Mexico.  And  obviously, 
we're  not  for  everybody.  We  admit  only  twenty- two  guests  at  a  time.  First-class 
accommodations,  amenities,  spa,  and  gourmet  cuisine.  On  the  way  here,  you 
could  visit  Santa  Fe  (a  2  hours' drive  away) 
or  Taos  (1  ]fc  hours).  Or  you 
*?'  might  fly  (6000  ft.  sod air- 
strip). At  8000  feet  in 
the  San  Juan  Moun-  [t 
tains,  we're  cool. 
For  more  details  and  how  to  ^"  505-756-2133 
get  here,  call  or  write.  PO  Box  127  F,  Chama,  New  Mexico  87520 


Frank  Simms, 
Manager 

The  Lodge 
atChama 


A  Jicarilla  Apache  Territory. 


Frequent  Traveler's  Goods 


Our  Traveler's  Briefcases  are  made 
with  our  Flexible  Unwreckable™ 
frame  to  double  as  your  laptop  bag. 
Glaser  Insiders'"  dividers  protect 
your  laptop  and  custom-organize 
documents,  garments,  and  gear. 

W'iihutt  or  black  leather   I  '  x  12  x 


We  design  and  make  Glaser  Travel 
Goods  in  our  San  Francisco  studio, 
and  sell  direct  to  you.  We  have  over 
20  years  experience  making  luggage 
that  works  for  frequent  travelers. 
Please  call  for  our  free  catalog. 


$750.     1 9  x  13  x  8 "  $795.    22  x  14  x  8 "  $1,050. 


$jh  Glaser  Designs 

''/(.^n"  Travel  Goods  Makers 

32  otis  st.  san  francisco,  ca  94io?    phone  415-552-3188    fax  415-43i-3999 
fyi@glasf.rdesigns.com     toll  free  80o-234-io75 


Paul  Bomba,  senior  manager  of  s{ 
sory  and  texture  research  and  stucl 
at  Hershey's,  says  that  today's  chol 
philes  are  the  culmination  of  milll 
niums  of  intricate  evolution,  frl 
dark  caves  and  prehistoric  ocl 
"Human   beings,"   Bomba   staf 
"have  evolved  to  like  complex 
vors."     Indeed,  proper  chocoJ 
tasting  is  serious  business,  star 
with   examining  the   texture 
savoring  the  aroma  (although,  Borl 
notes,   "Most  chocolate  probs 
doesn't  get  too  much  inspectl 
between    the    wrapper    and  yl 
mouth").  And  the  American  chcl 
late  palate  is  slowly  becoming  rrl 
sophisticated.  Milk  chocolate  is  i 
dark  is  in.  "Chocolate  snobs  bel 
that  dark  is  the  pure  chocolate  e>| 
rience,"  explains  Godiva  Senior1 
President  Gene  Dunkin.  Sweetij 
is  also  declining.  But  Europe  had 
ready  launched  the  next  chocoJ 
wave:  producing  chocolates  frorrl 
dividual  regional  cocoas,  sucll 
Jamaican  or  Indonesian,  as  wef 
bars  that  approach  90%  cocoa  sol 
"The  taste  is  a  lot  stronger.  S<| 
like  it,  others  think  it's  inedit 
says  Dunkin,  who  admits  that  d 
he  could  satisfy  a  chocolate  cra^ 
"with  a  Hershey  bar." 

"You  should  eat  what  you  '.  I 
even  if  it's  a  candy  bar,"  expli 
Joseph  Schmidt.  But  Schmidt 
lieves  if  more  Americans  eat  h 
quality  chocolate,  that  alone  c<l 
solve  any  shortage  crisis.  "One  \  1 
piece,"  he  states,  hoping  to  reasl 
hardened  chocophiles,  "is  better  m 
eating  a  mediocre  pound." 

Still,  if  chocolate  choices,  <  il 
sumption  instructions  and  shor  gt 
predictions  only  leave  you  feeli 
bit  confectionally  challenged, 
heart.  Deep  in  Hershey,  Pern  1" 
vania,  Paul  Bomba  and  his  tj 
stay  up  nights  "tracking  ingredi 
and  checking  product  formulatl 
to  make  sure  that,  cocoa  shortaj 
no,  "every  Hershey  bar  tastes  jus 
way  you  remember  them" — 
erica's  version,  perhaps,  of  Pro 
famous  madeleine.  • 


I 


The  advantages  of  aircraft  ownership 
at  a  fraction  of  the  cost. 


Raytheon  Aircraft,  the  world's  leading 
business  aircraft  manufacturer,  has 
your  complete  transportation  solution. 


You've  always  known  traveling  by  private  plane  would  be  more 
comfortable,  not  to  mention  more  efficient.  It's  time  you  knew 
how  easy  it  is  to  own  one  with  Raytheon's  nationwide  Travel  Air 

fractional  ownership  program.  Imagine:  Your  own  brand  new  aircraft  to  take  you  anywhere  from  anywhere,  any  time- with 
•  only  one  call.  All  at  a  fraction  of  the  cost  of  a  new  plane.  For  maximum  mission  flexibility-  and  added  savings-  we  offer  a 

full  range  of  aircraft,  including  the  best-selling  midsize  jet  ever,  the  best-  and  biggest-  cabin  of  any  light  jet  in  the  sky, 

and  the  best  turboprop  for  25  years  running.  All  that,  plus  the  largest  service  base  in  the  industry.  To  find  out  more, 

call  1-888-TA  GO  FLY  (888-824-6359). 


/T^T  Raytheon^ 


A  Wholly  Owned  Subsidiary  of  Raytheon  Aircraft 


Raytheon  Aircraft 

Beech 
Hawker 


Take  five  smart  steps 
to  retirement  with 
one  easy  solution 

Call  for  Prudential's  free  5-Point  Retirement  Review. 

Today,  you're  faced  with  all-new  retirement  challenges  that  call  for  new  solutions.  Prudential  introduc< 
an  idea  whose  time  has  come.  We  call  it  the  5-Point  Retirement  Review — a  smart  way  to  address  the 
key  steps  to  sound  retirement  planning,  all  in  one  easy  work  session.  You  can  call  today  to  find  out  mow 
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New 
Realities 
of  the  New 
Retirement 

Fact:  A  recent 
study  concluded 
that  American 
families  are 
saving  at 
about  one- 
third  the  rate 
needed  to  retire 
comfortably 
at  age  65.' 

Fact:  Today, 
only  1  in 
20  eligible 
Americans 
are  taking 
advantage 
of  the  tax- 
free  Roth  IRA.2 

Fact:  In  some 
parts  of  the 
country,  skilled 
nursing  care 
can  cost  as 
much  as  $200 
per  day.3 


S   Assess  your  goals  and  find 
the  right  investment  mix.  It's 
the  first  step  in  any  sound  retirement  plan. 
A  Prudential  professional  will  help  you  decide 
how  much  you  need  to  invest  and  how  much 
risk  you  can  take,  based  on  when  you'd  like  to 
retire.  Then  you'll  create  a  diversified  portfolio 
including  stocks,  bonds,  mutual  funds,  and 
more,  to  help  you  retire  on  time. 


Make  the  most 
of  your  tax- 
advantaged  invest- 
ment opportunities. 

You  have  more  tax-friendly 
options  than  ever  before — 
traditional  and  Roth  IRAs, 
401(k)s  and  403(b)s,  fixed 
and  variable  annuities. 
Prudential  can  walk  you 
through  your  choices  and 
help  you  create  a  tax-smart 
investment  strategy. 


4  Protect  your  estate.  Proper 
planning  now  can  help  ensure  that  more 
of  your  assets  end  up  in  the  hands  of  your 
loved  ones — and  less  in  the  hands  of  the  IRS. 
Prudential  can  show  you  how  life  insurance, 
trusts  and  gifting  strategies  can  help  reduce 
the  effects  of  taxes  on  your  estate. 


Make  your  wealth  last.  As  you 

draw  closer  to  retirement,  it's  wise  to  start 
thinking  about  capital  preservation. 
We'll  introduce  you  to  sound  solutions 
— like  CDs,  money  market  funds  and 
life  insurance — that  can  help  you 
make  sure  your  wealth  lasts  as  long 
as  your  retirement. 


Consolidate 


5-POINT 

RETIREMENT 

REVIEW 


your  retirement 
assets.  It  happens  so  fast.  You  open  an 
IRA.  You  go  through  several  jobs  and  several 
401(k)s.  Before  you  know  it,  your  nest  egg 
looks  a  little  scrambled.  We'll  help  you  roll 
over  your  assets  and  manage  them  in  one 
all-purpose  account. 


Call  today  for  our  free 
brochure  The  New 
Retirement  Starts  Here, 
and  we'll  also  help 
you  make  arrangements 
for  your  free  Review. 

1  -800-THE-ROCK 

ext.  3187 
www.prudential.com 

^  Prudential 


Jeanette  Takamura,  Asst.  Secretary  for  Aging,  Dept.  of  Health  and  Human  Services,  before  the  Senate  Special  Committee  on  Agi 
February  18,  1998.  'The  Wall  Street  Journal,  December  3,  1998.  3Guide  to  Choosing  a  Nursing  Home,  published  by  the  Health  C 
Financing  Administration— Medicare  and  Medicaid,  U.S.  Dept.  of  Health  and  Human  Services,  April  1996.  ©1999  The  Prudential  Insurai 
Company  of  America,  751  Broad  Street,  Newark,  NJ  07102.  Securities  products  and  services  are  offered  through  Prudential  Securiti 
199  Water  Street,  New  York,  NY  10292  (member  SIPC),  and  Pruco  Securities  Corporation,  751  Broad  Street,  Newark,  NJ  07102,  b 
subsidiaries  of  Prudential.  Since  neither  Prudential  nor  its  representatives  can  give  legal  or  accounting  advice,  you  should  consult  with  y 
^  own  personal  fax  advisor  in  regard  to  your  particular  situation.  IFS-1999-A036303 
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amp  Jog-a-Lot 

If  your  morning  jog:  is  becoming  the  Bataan 
Death  March,  it's  time  to  run — don't  walk — to  running:  camp. 

By  Bob  Cooper 


["ROLLING  PAST  THE  POOL  UPON  ARRIVING  AT  SQUAW  VALLEY  LODGE,  A 

,erra  ski  resort  near  Lake  Tahoe,  you  wonder  why  you're  about  to  waste 

|rd-earned  money  and  time  on  a  running  camp.  You  could  be  relaxing  with 

lose  heavenly  bodies  at  poolside.  But  nooooo — now  you'll  be  gagging  on 

je  dust  of  two-legged  gazelles  who  smirk  at  your  nine-minute  miles,  or 

Torse,  spending  the  week  in  exercise  physiology  lectures. 

I  Your  funk  eases  after  discovering  that  your  suite  has  a  queen  bed  and  a  view 

t  8,900-foot  Squaw  Peak.  And  host  Jeff  Galloway  greets  you  at  dinner 

tie  you're  one  of  his  '72  Olympic  team  buddies.  The  20  other  campers  who 

vned  up  for  this  weeklong  "Fitness  Vacation"  are  just  as  friendly,  and  unlike 

^illoway,  they  don't  have  that 

ftingry"  world-class  look.  Some 

i«en  appear  well-fed,  which 

Hrn't  change  during  this  camp 

!"jth  its  three  ample  meals  a  day. 

I  ["Classes"  begin  early  the  next 

iprning.  Setting  the  pattern 

|J"  the  week,  a  group  run  and 

ifeakfast  are  followed  by  two 

«urs  of  give-and-take  with  fit- 

^ss  experts  on  a  courtyard  lawn. 

;ie  unifying  theme  is  moder- 

>on    and    injury   prevention. 

>  achieve  injury-free  running, 
: '  the  camp  profs,  you  have  to  change  your  regimen. 

First,  you  need  to  run  every  other  day.  "The  muscles,  bones,  tendons  and 
-  aments  require  at  least  48  hours  to  fully  recover  from  a  pounding  activity  like 
nning,"  Galloway  explains,  "so  daily  running  eventually  produces  injuries." 
■j  rang  theory  to  the  test,  campers  only  run  on  alternate  days,  with  group  hikes 
'ibike  rides  (two  excellent  non-pounding  activities)  on  non-running  days. 

This  is  sounding  a  little  too  cushy  until  Galloway  talks  about  cranking 
'J  ngs  up.  Instead  of  a  half-hour  daily  run,  he  suggests  trying  one  hour  every 
■iier  day  and  periodic  speed  or  hill-climb  sessions  for  more  experienced 
:;iners.  Adds  Joe  Henderson,  co-author  of  Running  Injury-Free  (Rodale 
-jess),  "There's  value  in  running  fast  in  small  doses  beyond  winning  races. 

I'ull  feel  stronger  and  stay  healthier."  For  runners  stuck  at  the  same  train- 
K  pace,  he  advocates  a  1:1:1  formula — one  mile,  once  a  week,  at  one  minute 
:,  ter  than  your  usual  pace.  Once  that  feels  comfortable,  you  can  ease  into 
pre  ambitious  speed  work,  keeping  in  mind  Henderson's  warning  that 
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'The  walking  break  is  the  running  revelation  of 
the  decade,"  says  fitness  guru  Joe  Henderson. 
"It  does  so  much  to  hasten  recovery." 


nearly  all  running  injuries  result  from 
"too  fast,  too  far  or  too  often." 

Galloway  and  Henderson  also  rave 
about  the  value  of  walking.  "Sports 
scientists  suggest  taking  walking 
breaks  of  one  to  five  minutes  after 
every  10  to  30  minutes  of  running," 
says  Henderson.  Galloway  encour- 
ages even  more  gear-shifting  for 
novices:  a  two-minute  walk  after 
every  two  minutes  of  running.  "The 
walking  break  is  the  running  revela- 
tion of  the  decade,"  says  Henderson. 
"It  does  so  much  to  hasten  recovery." 

Skipping  days  of  running?  Walk- 
ing breaks?  Such  heresy,  yet  it  makes 
sense.  The  ideas  sink  in  during  after- 
noon "pool  training"  sessions,  which 
consist  of  reclining  on  a  chaise  longue 
behind  your  Oakleys  while  non- 
campers  in  bikinis  derail  your  train  of 
thought  to  less  vigorous  pursuits. 

Next  at  the  lectern  is  Bob  Anderson, 
the  stretching  guru.  Rather  than  try 
to  turn  campers  into  human  pretzels, 
he  takes  a  more  realistic  tack.  "It's 
more  important  to  be  injury-free  and 
pain-free  than  to  touch  your  toes,"  he 
tells  the  group,  which  proceeds  to  try 
some  simple  stretches.  "Your  main 
goal  should  be  to  maintain  whatever 
flexibility  you  have,  because  if  you 
don't  stretch,  it  will  deteriorate." 

He  proceeds  to  bust  several  stretch- 
ing myths.  When  you  stretch  doesn't 
matter.  Anderson  suggests  getting 
limber  at  night  in  front  of  the  TV 
because  you're  killing  time  anyway. 
There's  no  ideal  amount  of  time 
to  hold  a  stretch:  The  feeling  of  the 
stretch  (when  the  stretched  muscle 
relaxes)  will  tell  you  when  to  stop. 
Flexibility  is  largely  genetic;  you  can 
stretch  for  hours  and  never  be  as  flex- 
ible as  your  beer-bellied  neighbor. 
And  the  best  stretch  (if  he  could 
choose  one)  is  the  squat;  its  reputa- 
tion as  a  knee-destroyer  is  disproven 
by  the  70-year-olds  who  squat  all 
their  lives  in  countries  without  toilets. 


The  trail  runs  are  cakewalks.  Camp- 
ers bunch  up  according  to  their  cho- 
sen pace — most  walking  the  climbs-1-: 
and  it's  leisurely  enough  to  let  you 
admire  the  views.  Running  alone  in 
the  woods  has  its  rewards,  but  a  dia- 
logue with  new  acquaintances  always 
beats  a  monologue.  Each  day  you  pile 
into  a  van  (or  the  ski-lift  cable  car) 
to  head  to  different  trails,  and  you 
get  to  know  campers  in  a  way  that 
wouldn't  have  been  possible  across  a 
conference  table.  Galloway's  camps 
attract  more  single  women  than  men, 
though  the  idea  of  a  long-distance 
(running)  romance  doesn't  excite  you 
as  much  as  the  miles  of  advice  you  get 
for  your  regimen. 

During  a  clinic  on  "form,"  Galloway 
introduces  cues  like  "puppet-on-a- 
string"  (to  help  you  visualize  running 
upright)  and  "light-on-your  feet"  (to 
keep  you  from  running  too  heavily 
and  fatiguing  your  muscles).  As 


further  reinforcement,  campers  are 
videotaped  outside  the  lodge  each 
morning — running  uphill,  downhill, 
fast  and  slow — for  later  gait  analysis) 
in  a  screening  room.  Galloway  als< 
meets  with  campers  in  small  groups  to 
plot  customized  training  schedules 

An  "endurance-training"  talk  dwells 
on  the  fat-burning  and  stress-release 
value  of  weekly  run-walks  of  an  houi 
or  more.  You  learn  in  a  "mental  train- 
ing" session  how  to  stay  motivated 
A  nutrition  discussion  focuses  on 
"grazing":  low-fat  snacking  through- 
out the  day  in  lieu  of  large  meals  tc 
enhance  fat  burning.  You  pick  up 
few  upper-body  "postural"  lifts — sucl 
as  sit-ups  or  running  with  dumb 
bells — to  strengthen  back  and  ab- 
dominal muscles.  And  you  find  ou' 
how  to  select  shoes  compatible  to  th( 
way  your  feet  function. 

Then  it's  time  to  run  on  home 
You  leave  with  a  list  of  training  reso 
lutions,  three  invitations  to  run  wii 
fellow  campers  around  the  count 
and  a  renewed  love  of  the  sport. 

When  you  come  back  next  ye 
you'll  lead  every  hill  climb.  • 


lSlgj 


These  camps  welcome  runners  of  every  ability  and  offer  training  guidance 
and  customized  workouts  from  top  coaches  and  athletes.  Some  fill  to 
capacity,  so  call  soon  for  a  brochure. 

Jeff  Galloway's  Fitness  Vacations:  Squaw  Valley/Lake  Tahoe,  CA, 
July  9-16  and  July  16-18;  Canterbury  Trails/England,  September; 
Athens  Marathon  Camp,  Greece,  October.  Directed  by  former  Olympian 
Jeff  Galloway.  $325  and  up.  (800)  200-2771,  ext.  10. 
Nike  Running  Camps:  Asheville,  NC,  June  12-15,  $395;  June  12-1 
$635;  Stratton,  VT,  June  26-29,  $395;  San  Rafael,  CA,  July  8-11,  $495 
Tabernash,  CO,  September  16-19,  price  TBA.  All  are  directed  by  promine 
coaches:  Roy  Benson  or  Priscilla  Welch.  (800)  NIKE-CAMP. 
Craftsbury  Running  Camps:  Craftsbury  Common,  VT,  June  20-July  31 
Six  one-week  sessions  tailored  to  triathletes,  marathoners,  5K/10K  runners, 
racers,  runners  over  40.  One  of  the  sessions  culminates  in  a  road  race 
Dorms  or  cabins  on  140-acre  sports  complex.  $530-$630.  (800)  729-77 
Maine  Running  Camps:  Bar  Harbor/Acadia  National  Park,  ME,  June 
20-July  24.  Five  one-week  sessions;  bike  touring  and  kayak  instruction 
available;  camp  guests  include  former  Olympians  Bill  Rodgers  and  Anne 
Audain.  Comfortable  housing.  $650.  Andy  Palmer,  (770)  455-6086. 
Davis  Mountain  Fitness  &  Training  Camp:  Fort  Davis,  TX,  Augus 
1-7.  Running,  mountain  biking,  swimming,  hiking  and  fitness  classes,  ail 
at  mile-high  altitude  in  the  Big  Bend  region.  Cabins  or  hotel  rooms.  $370 
$530.  Diane  Weidner,  (512)  858-4161. 
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If   U-topia.   \±>  de-fined  a:s  a   place 

inhere  eve-cuHning  te  perfect, 

-tinen   u)e  -fining   loe've.  already  found  i-t. 


ts  here,  among  -tine,  rolling  fields  of   Marion 
prvtLj  -that  m^   fa-ther   fir  si-  had  -tine   idea 
Icrea+e   Maker's   Mark..   Ulrthou-t  -the  husHe 
I  bus-He  of  -the  crtu  -to  dislrac-t  him,  he 
Id  mull  over  ideas  until  -tnew  toere  yjs-t 
i-t. 'Tna+'s  hou)  he  came  up  u)iiin  such  a 
leJ  tuau  of  making  bourbon. 

t  of  -the  -things   Dad  figured  ou-t  u>as 
|-t  if  he  used  ioin-ter  u>hea-t  instead  of 


cue.,  he  could  improve  -the  -taste  of  -the 
bourbon.   I-t  toould  -takLe  on   soft  and  sub-tie 
charac-teris+ics  tohile  remaining  full  flavored. 
Doggone  i-t  if  he  loasn'-t  right. 

LO'rtln  an  a+mosphere  iina-t  nur-tures  such 
toonderful  ideas,   I  can'-t  imagine  living  anw- 
u)here  else.   So  tohile  -the  -township  tohere  our 
dis-tillerw   srts  mau  not  be  named  "u-topia," 
Lore-tto"  is  close  enough. 


~R°Jdl  5^^  v^ 


Pre.side.rrt- 


Maker's 
Mark? 

PS.    Visit   us    a.+   DL>vdrt.tT\d.Y-e.C£>rr\d.cY-.Cocr\ 
Maker's  MarkL   Dis-tille.ru,  Lore-f+o,  HY  400?>7,  4t>%  Alc./Vol.  (90  Proo-fi,  follu   Ma+ored 
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The  first  and  only  pill  clinically 
proven  to  treat  hair  loss  in  men. 

PROPECIA  is  a  medical  breakthrough -the  first  pill  that  effectively  treats  male  pattern 
hair  loss  on  the  vertex  (at  top  of  head)  and  anterior  mid-scalp  area. 

By  all  measures,  the  clinical  results  of  PROPECIA  in  men  are  impressive:* 
•83%  maintained  their  hair  based  on  hair  count  (vs.  28°/o  with  placebo). 
•  66%  had  visible  regrowth  as  rated  by  independent  dermatologists 

(vs.  7%  with  placebo). 

•80%  were  rated  as  improved  by  clinical  doctors  (vs.  47%  with  placebo). 
•Most  men  reported  an  increase  in  the  amount  of  hair,  a  decrease  in  hair  loss, 

and  improvement  in  appearance. 

*Based  on  vertex  studies  at  24  months  of  men  18  to  41  with  mild 
to  moderate  hair  loss. 

Scientists  have  recently  discovered  that  men  with  male  pattern  hair  loss  have  an 
increased  level  of  DHTin  their  scalps.  PROPECIA  blocks  the  formation  of  DHTand,  in  this  way, 
appears  to  interrupt  a  key  factor  in  the  development  of  inherited  male  pattern  hair  loss  in  men. 
Importantly,  PROPECIA  helps  grow  natural  hair- not  just  peach  fuzz- and  is  as  convenient  to 
take  as  a  vitamin:  one  pill  a  day. 

Only  a  doctor  can  determine  if  PROPECIA  is  right  for  you.  PROPECIA  is  for  men  only. 
Further,  women  who  are  or  may  potentially  be  pregnant  must  not  use  PROPECIA  and  should 
not  handle  crushed  or  broken  tablets  because  of  the  risk  of  a  specific  kind  of  birth  defect.  (See 
accompanying  Patient  Information  for  details.)  PROPECIA  tablets  are  coated  and  will  prevent 
contact  with  the  active  ingredient  during  normal  handling. 

You  may  need  to  take  PROPECIA  daily  for  three  months  or  more  to  see  visible  results. 
PROPECIA  may  not  regrow  all  your  hair.  And  if  you  stop  using  this  product,  you  will  gradually 
lose  the  hair  you  have  gained.  There  is  not  sufficient  evidence  that  PROPECIA  works  for 
recession  at  the  temporal  areas.  If  you  haven't  seen  results  after  12  months  of  using  PROPECIA, 
further  treatment  is  unlikely  to  be  of  benefit. 

Like  all  prescription  products,  PROPECIA  may  cause  side  effects.  A  very  small  number 
of  men  experienced  certain  side  effects,  such  as:  less  desire  for  sex,  difficulty  in  achieving  an 
erection,  and  a  decrease  in  the  amount  of  semen.  Each  of  these  side  effects  occurred  in  less 
than  2%  of  men.  These  side  effects  were  reversible  and  went  away  in  men  who  stopped  taking 
PROPECIA. 

So  start  talking  to  your  doctor.  And  stop  thinking  further  hair  loss  is  inevitable. 

CALL  1  -800-344-6622  or  visit  our  website  at  www.propecia.com  today  to 
receive  detailed  product  information,  including  clinical  "before  and  after"  photographs. 
Please  read  the  next  page  for  additional  information  about  PROPECIA. 


MERCK 


Fropecia 

(finasteride) 

Helping  make  hair  loss  history 


Propecia 

(Finasteride)  Tablets 


Patient  Information 
about  PROPECIA® 

(Pro-pee-sha) 

Generic  name:  finasteride 
(fin-AS-tur-eyed) 


PROPECIA"  is  for  use  by  MEN  ONLY. 


Please  read  this  leaflet  before  you  start  taking  PROPECIA.  Also,  read  the  information  included  with  PROPECIA  each  time  you 

renew  your  prescription,  just  in  case  anything  has  changed.  Remember,  this  leaflet  does  not  take  the  place  of  careful  discussions  with 

your  doctor.  You  and  your  doctor  should  discuss  PROPECIA  when  you  start  taking  your  medication  and  at  regular  checkups. 


What  is  PROPECIA  used  for? 

PROPECIA  is  used  for  the  treatment  of  male  pattern  hair  loss  on  the 
vertex  and  the  anterior  mid-scalp  area. 
PROPECIA  is  for  use  by  MEN  ONLY  and  should  NOT  be  used  by 
women  or  children. 

What  is  male  pattern  hair  loss? 

Male  pattern  hair  loss  is  a  common  condition  in  which  men  experience 
thinning  of  the  hair  on  the  scalp.  Often,  this  results  in  a  receding 
hairline  and/or  balding  on  the  top  of  the  head.  These  changes  typically 
begin  gradually  in  men  in  their  20s. 

Doctors  believe  male  pattern  hair  loss  is  due  to  heredity  and  is 
dependent  on  hormonal  effects.  Doctors  refer  to  this  type  of  hair  loss 
as  androgenetic  alopecia. 

Results  of  clinical  studies: 

For  12  months,  doctors  studied  over  1800  men  aged  18  to  41  with  mild 
to  moderate  amounts  of  ongoing  hair  loss.  All  men,  whether  receiving 
PROPECIA  or  placebo  (a  pill  containing  no  medication)  were  given  a 
medicated  shampoo  (Neutrogena  T/Gel**"  Shampoo).  Of  these  men, 
approximately  1200  with  hair  loss  at  the  top  of  the  head  were  studied 
for  an  additional  12  months.  In  general,  men  who  took  PROPECIA 
maintained  or  increased  the  number  of  visible  scalp  hairs  and  noticed 
improvement  in  their  hair  in  the  first  year,  with  the  effect  maintained 
in  the  second  year.  Hair  counts  in  men  who  did  not  take  PROPECIA 
continued  to  decrease. 

In  one  study,  patients  were  questioned  on  the  growth  of  body  hair. 
PROPECIA  did  not  appearto  affect  hair  in  places  otherthan  the  scalp. 

Will  PROPECIA  work  for  me? 

For  most  men,  PROPECIA  increases  the  number  of  scalp  hairs,  helping 
to  fill  in  thin  or  balding  areas  of  the  scalp.  Men  taking  PROPECIA  noted  a 
slowing  of  hair  loss  during  two  years  of  use.  Although  results  will  vary, 
generally  you  will  not  be  able  to  grow  back  all  of  the  hair  you  have  lost. 
There  is  not  sufficient  evidence  that  PROPECIA  works  in  the  treatment  of 
receding  hairline  in  the  temporal  area  on  both  sides  of  the  head. 
Male  pattern  hair  loss  occurs  gradually  over  time.  On  average, 
healthy  hair  grows  only  about  half  an  inch  each  month.  Therefore,  it 
will  take  time  to  see  any  effect. 

You  may  need  to  take  PROPECIA  daily  for  three  months  or  more  before 
you  see  a  benefit  from  taking  PROPECIA.  PROPECIA  can  only  work  over 
the  long  term  if  you  continue  taking  it.  If  the  drug  has  not  worked  for  you 
in  twelve  months,  further  treatment  is  unlikely  to  be  of  benefit.  If  you  stop 
taking  PROPECIA,  you  will  likely  lose  the  hair  you  have  gained  within  12 
months  of  stopping  treatment.  You  should  discuss  this  with  your  doctor. 

How  should  I  take  PROPECIA? 

Follow  your  doctor's  instructions. 

■  Take  one  tablet  by  mouth  each  day. 

■  You  may  take  PROPECIA  with  or  without  food. 

■  If  you  forget  to  take  PROPECIA,  do  not  take  an  extra  tablet.  Just 
take  the  next  tablet  as  usual. 

PROPECIA  will  not  work  faster  or  better  if  you  take  it  more  than  once  a  day. 


•Trademark  of  MERCK  &  CO ,  Inc. 
"Registered  trademark  of  MERCK  &  CO.,  Inc. 
"'Registered  trademark  of  Johnson  &  Johnson 
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Who  should  NOJ  take  PROPECIA? 

■  PROPECIA  is  for  the  treatment  of  male  pattern  hair  loss  in 
MEN  ONLY  and  should  not  be  taken  by  women  or  children. 

■  Anyone  allergic  to  any  of  the  ingredients. 
A  warning  about  PROPECIA  and  pregnancy. 

■  Women  who  are  or  may  potentially  be  pregnant: 

-must  not  use  PROPECIA 

-  should  not  handle  crushed  or  broken  tablets  of 
PROPECIA. 
If  a  woman  who  is  pregnant  with  a  male  baby  absorbs  the  active 
ingredient  in  PROPECIA,  either  by  swallowing  or  through  the  skin, 
it  may  cause  abnormalities  of  a  male  baby's  sex  organs.  If  a  woman 
who  is  pregnant  comes  into  contact  with  the  active  ingredient  in 
PROPECIA,  a  doctor  should  be  consulted.  PROPECIA  tablets  are 
coated  and  will  prevent  contact  with  the  active  ingredient  during 
normal  handling,  provided  that  the  tablets  are  not  broken  or  crushed. 

What  are  the  possible  side  effects  of  PROPECIA? 

Like  all  prescription  products,  PROPECIA  may  cause  side  effects.  In 
clinical  studies,  side  effects  from  PROPECIA  were  uncommon  and  did 
not  affect  most  men.  A  small  number  of  men  experienced  certain  sexual 
side  effects.  These  men  reported  one  or  more  of  the  following:  less 
desire  for  sex;  difficulty  in  achieving  an  erection;  and,  a  decrease  in  the 
amount  of  semen.  Each  of  these  side  effects  occurred  in  less  than  2% 
of  men.  These  side  effects  went  away  in  men  who  stopped  taking 
PROPECIA.  They  also  disappeared  in  most  men  who  continued  taking 
PROPECIA. 

The  active  ingredient  in  PROPECIA  is  also  used  by  older  men  at  a  five- 
times  higher  dose  to  treat  enlargement  of  the  prostate.  Some  of  these 
men  reported  other  side  effects,  including  problems  with  ejaculation, 
breast  swelling  and/or  tenderness  and  allergic  reactions  such  as  lip 
swelling  and  rash.  In  clinical  studies  with  PROPECIA,  these  side  effects 
occurred  as  often  in  men  taking  placebo  as  in  those  taking  PROPECIA. 

Tell  your  doctor  promptly  about  these  or  any  other  unusual  effects. 

■  PROPECIA  can  affect  a  blood  test  called  PSA  (Prostate-Specific 
Antigen)  for  the  screening  of  prostate  cancer.  If  you  have  a  PSA 
test  done,  you  should  tell  your  doctor  that  you  are  taking 
PROPECIA. 

Storage  and  handling. 

Keep  PROPECIA  in  the  original  container  and  keep  the  container 
closed.  Store  it  in  a  dry  place  at  room  temperature.  PROPECIA  tablets 
are  coated  and  will  prevent  contact  with  the  active  ingredient  during 
normal  handling,  provided  that  the  tablets  are  not  broken  or  crushed. 

Do  not  give  your  PROPECIA  tablets  to  anyone  else.  It  has  been 
prescribed  only  for  you.  Keep  PROPECIA  and  all  medications  out  of 
the  reach  of  children. 
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A  Fan's  No 


When  sport  became  theater,  one  baseball  buff  walked. 
By  Jonathan  Yardley 


Unlike  many  American  males  who  love 
baseball,  I  was  brought  to  the  game  not  be- 
cause of  but  in  spite  of  my  father.  I  got  to  the 
game  on  my  own.  Now,  near  the  end  of  my 
sixth  decade,  I  find  myself  leaving  baseball 
just  as  I  discovered  it:  on  my  own. 

My  father,  born  in  1911,  was  an  intellectual 
of  sorts  who  found  baseball,  indeed  all  sport, 
■Death  him;  he  would  have  sneered  at  the  in- 
tellectuals of  today  who  make  careers  out  of 
exploring  the  game's  Inner  Meaning  and — to 
quote  one  such — "spiritual  transcendence." 
Once,  in  the  late  1940s,  while  we  were  living 
in  suburban  New  York,  he  attempted  to  ful- 
fill paternal  duty  by  taking  me  to  a  game  in 
Yankee  Stadium,  but  he  was  bored  far  past  his 
:onsiderable  powers  of  expression. 

No,  I  did  baseball  by  myself  and  with  the 
lelp  of  my  friends.  When  I  was  eight  my 
:amilv  moved  to  an  isolated  small  town  in 
rural  Virginia,  where  baseball  was  a  country 
2;ame  played  by  small  boys  in  half-mowed 
fields,  where  the  closest  connection  to  the 
nriajor  leagues  was  the  black  plastic  radio  that 
Drought  them  to  my  bedside  in  the  dark. 
Unlike  city  boys,  I  grew  to  know  big-league 
ball  not  as  quotidian  and  intimate  but  as  dis- 
:ant  and  mysterious.  In  1949  my  mother  gave 
lie  a  book  about  the  Cleveland  Indians;  I  be- 
:ame  their  ardent  acolyte,  cheering  and 
seeping  with  them  through  the  epic  season 
jf  1954,  and  in  my  mind's  eye  I  tried  to  imag 
ne  what  it  would  be  like  to  see  them  play  in  that  big  ballpark  by  the  lake. 

Baseball  was  my  train  whistle  in  the  night,  calling  me  to  the  city.  When  I  got 
here,  in  1961,  the  city  was  Washington  and  the  team  was  the  Senators.  That 
vas  the  great  summer  of  Mickey  Mantle  and  Roger  Maris  and  their  joint  yet 
'ivalrous  assault  on  Babe  Ruth's  home-run.record.  It  was  my  privilege  to  see 
:hose  sluggers  park  pitch  after  pitch  in  the  bleachers  of  Griffith  Stadium,  fur- 
■t  her  humilating  the  Senators,  for  whom  "hapless"  was  coined.  Once,  sitting  in 
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The  Red  Sox  in  1 967,  when  the  average  salary  for  players  was  $1 9,000. 


the  upper  deck  behind  third  base,  I 
watched  with  astonishment  as  Sen- 
ator Leverett  Saltonstall  of  Massach- 
usetts, the  very  embodiment  of  dignity 
and  East  Coast  Establishment  Repub- 
licanism, worked  his  smiling  way  to 
the  worst  seat  in  the  park's  worst  sec- 
tion, an  instance  of  self-effacement 
that  I  have  not  since  seen  repeated  in 
our  nation's  capital. 

Then,  a  year  later,  I  moved  to  New 
York,  just  in  time  to  spend  innumer- 
able hours  in  the  Polo  Grounds  before 
it  was  razed,  and  Yankee  Stadium  be- 
fore it  was  remodeled.  I  was  in  atten- 
dance at  the  former  for  the  triumphant 
return  of  Willie  Mays,  exiled  along 
with  the  other  New  York  Giants 
to  California,  and  at  the  latter  when 
Mantle,  pinch-hitting  in  the  ump- 
teenth inning  of  a  meaningless  game 
against  the  Kansas  City  Royals, 
smacked  the  mightiest  home  run  in 
the  whole  history  of  home  runs,  a  shot 
against  the  right-field  upper-deck  fa- 
cade that  was,  he  said,  the  hardest  ball 
he  ever  hit;  nobody,  as  every  fan  well 
knows,  ever  hit  the  ball  harder. 


I  left  New  York  in  1964  and  again 
entered  baseball  Umbo.  For  a  decade, 
living  in  North  Carolina,  I  was  no 
closer  to  the  big  leagues  than  I  had 
been  as  a  boy.  I  resumed  my  old  radio 
habits,  following  the  splendid  Boston 
Red  Sox  of  1967,  and  by  the  time  I 
moved  to  Miami  in  1974 1  had  become 
that  most  insufferable  of  creatures,  a 
die-hard  Red  Sox  fan.  If  I  attended 
Baltimore  Orioles  spring  training 
games  each  March  in  Miami  it  was 
usually  to  see  the  Red  Sox;  the  Orioles, 
I  thought,  were  too  accomplished  in 
their  manifold  skills,  too  mechanical, 
while  the  Red  Sox  appealed  to  my 
affinity  for  futility  and  irrational  hope. 

Then  a  funny  thing  happened.  I 
took  a  job  in  Washington  but  decided 
to  live  in  Baltimore,  which  was  cheaper 
and  more  suited  to  my  old-shoe 
tastes.  Friends  in  Miami  gave  me,  as  a 
going-away  present,  tickets  for  all  the 
1979  Red  Sox  games  in  Baltimore,  as- 
suming— as  I  certainly  did — that  my 
loyally  was  unwavering. 

But  by  Opening  Day  1979  my  heart 
had  gone  out  to  my  new  city  and  its 


team.  The  Orioles,  who  for  a  decac 
had  been  baseball's  best  and  most  i 
cessful  club,  had  slipped  back  into  1 
pack,  yet  they  emerged  from  it 
year  and  presented  me  with  the  mo 
precious  gift  of  my  life  in  baseball:' 
team  endlessly  endearing,  a  seasc 
heart-stoppingly  dramatic  and  in 
probable,  an  ending — a  loss  to  till 
Pittsburgh  Pirates  in  the  seventh  ganl 
of  the  World  Series — that  was  abscl 
lutely  perfect  because  perfection  itsel 
would  have  been  too  much  to  bear.  \ 
Even  now,  two  decades  later,  menl 
ories  of  1979  have  the  power  to  mo' 
me.  I  am  a  reserved  and  self-coil 
tained  man,  but  that  summer  brougl 
me  to  unwonted  and  wholly  thrilliil 
emotional  heights.  I  stayed  up  unl 
ungodly  hours  listening  to  broadcasl 
of  games  on  the  West  Coast,  I  dicl 
mad  dance  on  the  kitchen  floor  whif 
Doug  DeCinces  hit  an  nth-ho 
home  run  to  win  an  essential  game 
read  the  sports  pages  of  the  (O  los 
Baltimore  News-American  with  T; 
mudic    intensity.    I    was    blissfu 
happy,  caught  in  a  world  of  baseh 
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Even  now,  two  decades  later,  memories 

of  1979  have  the  power  to  move  me.  I  am  a 

reserved  and  self-contained  man,  but  that 

summer  brought  me  to  unwonted  and  wholly 

thrilling  emotional  heights. 


that  consumed  my  heart  and  life. 

For  many  more  years  I  thought  it 
would  last  forever.  When,  in  1983, 
the  Orioles  won  the  World  Series,  I 
too  was  on  top  of  the  world;  their 
young  star,  the  shortstop  Cal  Rip- 
ken, Jr.,  captured  my  fancy  and 
promised  me — as  in  fact  he  subse- 
quently delivered — years  of  pleasure, 
culminating  in  those  successive 
evenings  in  the  late  summer  of  1995 
when  he  tied  and  then  broke  Lou 
Gehrig's  "unbreakable"  record  of 
2,130  consecutive  major-league  games 
played.  What  I  did  not  know  was 
that  the  seeds  of  disenchantment 
even  then  had  been  planted  and  had 
begun  to  take  root. 

Although  I  only  dimly  sensed  it  at 


the  time,  baseball  in  1983  was  well  in- 
to a  period  of  acute  transformation. 
Players  had  at  last  won  the  right  to 
sell  their  services  just  as  others  do  in 
the  marketplace  of  capitalism.  The 
changes  in  the  game's  salary  structure, 
though  not  immediate,  were  dramatic. 
Four  decades  ago  the  Yankees  agreed 
to  pay  Mantle  an  annual  salary  of 
$100,000,  one  of  the  highest  salaries 
paid  to  any  player  to  that  date.  That  is 
approximately  $540,000  in  today's 
dollars;  but  in  1998  the  average  salary 
for  major-league  players,  bench- 
warmers  and  .204  hitters  included, 
was  $1,398,831,  and  two  players  (Albert 
Belle  and  Gary  Sheffield)  made  in  ex- 
cess of  $10  million  a  piece.  Reportedly, 
there  are  already  11  players  who  will  be 


making  $10  million  or  more  in  1999. 

I  endorsed  free  agency  for  player 
then  as  I  do  now,  but  it  has  had  un 
foreseen  consequences.  To  pay  th  I 
.money  that  players  demanded,  own 
ers  had  to  enter  an  economy  to  whicl  I 
all  but  a  handful  were  unaccustomec 
People  who  had  bought  ball  clubs  be 
cause  they  loved  the  game  or  becaus 
ownership  satisfied  their  need  for  sta 
tus  and  recognition  suddenly  foun  \ 
themselves  not  in  sports  but  in  enter 
tainment,  competing  not  merely  wit 
each  other  but  with  all  the  other  ele 
ments  in  that  vast  gaudy  mix  know 
as  American  popular  culture. 

In  Baltimore  this  meant  that  Ec; 
ward  Bennett  Williams,  the  resourcsi?' 
ful  and  engaging  Washington  lawytL 
who  had  bought  the  Orioles  in  197^  ^ 
was  compelled  by  economic  nece:|> 
sity — as  well  as  his  own  inside-the- 
Beltway    mentality — to    make   tlj 
Orioles  a  regional  rather  than  a  loc 
franchise.  The  Orioles  cannot  be  sa  | 
to  have  spread  themselves  thin,  f<| 
they  got  fatter  and  richer  by  the  da 
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ins  and  Mantle  with  former  President  Harry  Truman  during  the  home  run  race  of  1 961 . 


but  they  began  to  turn  themselves  into 
something  I  did  not  like.  They  became 
a  business  rather  than  a  ball  club. 

These  are,  I  well  know,  strange 
words  to  write  for  readers  of  a  maga- 
zine the  parent  of  which  proudly  calls 
itself  "Capitalist  Tool."  They  are 
stranger  still  because  I  myself  believe, 
with  Calvin  Coolidge,  that  the  busi- 
ness of  America  is  business  and  that 
business,  in  and  of  itself,  is  good.  Yet, 
as  many  others  have  said  and  written, 
baseball  occupies  a  territory  some- 
where between  private  enterprise  and 
public  trust.  Even  though  it  long  ago 
lost  the  hold  on  American  hearts  and 
imaginations  that  it  once  enjoyed,  it 
remains  our  distinctly  national  pas- 
time; we  expect  things  of  it  that  we  do 
not  expect  of  other  sports,  or  of  other 
places  to  which  we  turn  for  diversion 
and  renewal. 

I  am  not  a  sentimentalist,  at  least 
not  so  far  as  baseball  is  concerned; 
nostalgia  has  never  had  much  to  do 
with  my  love  for  the  game.  I  do  be- 
lieve, though,  that  baseball  is  most 
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true  to  its  true  character  when  the 
game  itself,  rather  than  the  ruffles  and 
flourishes  and  frills,  matters  most.  I 
do  have  a  nostalgic  longing  for  days 
when  the  brief  space  between  innings 
was  filled  with  silence,  or  the  reedy 
music  of  an  organ,  rather  than  with 
the  rant  and  blare  of  rock  'n'  rolh  I 
like  to  sit  in  the  stands  with  ordinary 
people,  kids  most  particularly,  rather 
than  with  three-piece-suit  narcissists 
wielding  cellular  phones;  I  reserve 
my  greatest  admiration  for  players 
whose  loyalty  is  to  their  fans  and  the 
cities  where  they  play  rather  than  to 
inflated  contracts  that  too  often  bear 
no  relationship  to  the  real  worth  of 
their  performance  on  the  field. 

In  my  long  life  as  a  baseball  fan,  the 
metaphor  for  the  transition  from  the 
old-fashioned  game  that  I  loved  to  the 
new  game  that  I  dislike  is  the  Orioles' 
move  from  Memorial  Stadium  to 
Camden  Yards.  The  former,  in  which 
the  team  played  from  1954  through 
1991,  was  an  ungainly  concrete  lump 
with  narrow  aisles,  uncomfortable 
seats,  inadequate  pissoirs  and  poor 
lines  of  vision,  yet  it  is  where  all  but  a 
handful  of  the  happiest  hours  of  my 
baseball  life  were  spent.  It  was  there 
that  the  summer  of  1979  unfolded, 
there  that  at  the  end  of  the  1982  season 
the  Orioles  and  Milwaukee  Brewers 
played  the  most  thrilling  four-game 
series  I  have  seen,  there  that  I  sat  in 
wonder  and  delight  as  Tippy  Martinez 
of  the  Orioles  picked  off  three  straight 
Toronto  runners  foolish  enough  to  be 
perched  at  first  base.  It  was  there,  too, 
that  a  cabdriver  named  Wild  Bill 
Hagy  led  a  motley  gang  of  echt  Balt- 
imoreans  in  exuberant,  boozy  cheers 
from  Section  34  in  the  upper  deck, 
there  that  I  discovered  what  I  still  be- 
lieve to  be  the  heart  of  that  dear,  un- 
pretentious, blue-collar  city. 

Camden  Yards  made  its  debut  on 
April  6,  1992.  The  day  clearly  meant 
much  to  me,  for  a  handsome  poster 
commemorating  it  hangs  on  a  wall 
across  the  room  as  I  write  these  words. 
Camden  Yards,  as  no  one  needs  to  be 
told,  quickly  became  the  most  ad- 
mired and  imitated  new  ballpark  in 


the  country,  and  a  cash  cow  for  tft  '^n 
Orioles  of  utterly  unprecedented  pre 
ductivity.  It  was,  and  to  this  day  n  ■ 
mains,  an  astonishing  success  and 
great  gift — from  the  taxpayers  wr 
underwrote  it,  not  from  the  Orioles- 
to  Baltimore. 

But  as  I  began  to  attend  games 
Camden  Yards — I  had  been  a  fviadsl 
season  ticket-holder  since  1984  ar)  m 
had  what  I  still  think  were  the  beu^ 
seats  in  the  entire  park — I  began  1  ^ 
understand  that  for  all  its  beauty  ai-1  -•« 
creature  comforts,  it  was  not  my  kits  ae  ti; 
of  place.  Camden  Yards  is  not  aba#sk 
park  but  a  stage,  a  platform  for  tij&p 
enactment  of  rituals  only  marginal  "di; 
connected  to  the  game  on  the  fielfrfttop 
The  music  blasting  through  the  lou  Much 
speakers,  the  immense  machinery  h  .sep 
vending  food  and  souvenir  gimcracln  mgei 
the  sky  boxes  isolated  by  their  priv;  '±w. 
concourse  from  the  hoi  polloi.-.l^or 
this  may  be  baseball  as  it  has  to  ex  mil 
in  order  to  meet  the  competing  ":etr 
of  basketball  and  video  games  ai  iindii 
heaven  knows  what  else,  but  it  is  r ft<o  eel 
baseball  as  I  once  knew  and  loved 

The  game  has  changed  on 
field,  too.  The  designated  hitter,] 
roundly  scorned  by  the  illuminati! 
all  right  by  me,  though  I  miss  the  to 
sion  and  potential  surprise  of 
pitcher  coming  to  bat.  What  troub 
me  more  is  the  aggressive,  belligj 
endy  assertive  attitude  of  the  umpi] 
goaded  by  their  contemptible  uniorl 
a  union  that  seeks  to  make  the  u| 
pires  as  visible  and  important  as 
players  themselves — and  the  lul 
crously  extravagant  amount  of  til 
it  now  takes  to  play  a  nine-inn f 
game,  which  has  increased  from  a  [ 
tie  over  two  hours  in  my  youth  I 
nearly  three  in  1998.  It  is  a  telll 
measure  of  the  extent  to  which  inij 
minability  has  been  institutionali 
that  Roger  Angell,  the  finest  base' 
writer  of  the  postwar  years,  actul 
praised  the  Yankees  of  1998  beca 
"they  play  the  slowest  games  in 
majors,  over  three  hours,  on  ai  I 
age — almost  a  pictorial  stat,  illust 
ing  the  grave  attention  that  tlj 
batters,  top  to  bottom,  give  to 


(I/Lch  and  the  situation,  and  to  the  fate 
jjthe  base  runner." 
i)  So  slow  play  has  a  lot  to  do  with 
ipat  baseball  folk  like  to  call  "strat- 
f|y,"  but  it  is  also  the  fault  of  the  um- 
■res,  who  somehow  find  endless 
£mes  in  their  self-interest;  in  part 
(is  fault  of  television,  which  de- 
fends long  between-innings  spaces 
1:  commercials;  in  part  the  fault  of 
my,  self-indulgent  players  who  daw- 
U'  at  the  plate  or  on  the  mound.  But 
Mierever  one  lays  the  blame,  my  pa- 
■nce  has  expired;  Ufe  is  too  short  for 
■"ee-hour  games  in  which  nothing 
■ppens,  after  which  one  must  fight 
ftwds  and  traffic  to  get  home,  at 
It,  far  past  bedtime. 
■Much  of  this  has  to  do  with  noth- 
jt  except  me.  For  nearly  two  decades 
■reraged  50  games  a  year  in  the  ball- 
Mk,  more  than  double  that  on  tele- 
Bon  or  radio.  I  have  had  all  the 
meball  I  need,  and  that,  in  the  end, 
My  be  that.  This  explains  my  near- 
fcal  indifference  to  the  season  of  1998, 
a?  so  celebrated  by  so  many  others 


The  home-run  derby  of  1961  thrilled  me,  but 
1998's  merely  bored  me.  McGwire  is  a 
one-dimensional  ballplayer  and  Sosa  may 
merely  have  enjoyed  a  freakish  power  surge, 
but  for  whatever  reason,  I  tuned  out. 


and  so  widely  welcomed  as  the  game's 
conclusive  recovery  from  the  self-in- 
flicted wounds  of  the  strike  of  1994. 
The  home-run  derby  of  1961  thrilled 
me,  but  1998's,  by  Mark  McGwire  and 
Sammy  Sosa,  merely  bored  me;  per- 
haps this  is  because  McGwire  is  a  one- 
dimensional  ballplayer  and  Sosa  may 
merely  have  enjoyed  a  freakish  power 
surge,  but  for  whatever  reason,  I  tuned 
out.  Similarly,  though  I  was  an  invol- 
untary and  lonely  bachelor  during  a 
week  of  the  postseason  playoffs,  I 
watched  only  a  few  minutes  of  them, 
and  could  not  work  up  any  interest  in 
what  was,  by  all  accounts,  a  genuinely 
estimable  Yankee  team. 

So  it's  probably  just  me.  But  I  do 
find  myself  wondering  from  time  to 


time — as  I  read  about  H.  Wayne 
Huizenga  buying  a  world  champi- 
onship in  Florida  and  then  disband- 
ing the  team  that  won  it,  about 
overpaid  players  nursing  imaginary 
ailments,  about  one  team  or  another 
blackmailing  taxpayers  into  subsidiz- 
ing a  new  playpen — whether  my  old 
love  of  the  game  might  have  held  firm 
had  the  atmosphere  surrounding  it 
not  altered  so  radically. 

The  question,  obviously,  is  unan- 
swerable; others,  equally  obviously, 
feel  quite  differently  about  the  game 
as  it  now  exists.  All  I  know  is  that  on 
Opening  Day  1999,  as  on  Opening 
Day  1998,  my  mind  and  my  heart  will 
be  elsewhere.  My  baseball  days  are 
over.  Ave  atque  vale.  • 


>u  h^vcn'r  Re<xdy  (ivcd  til  you've  hdd  A  cucc  6ir  op  Scotland 


V*±£** 


; 
k1 


•a 


*. 


" 


SCOTOSg 

V.  Mc*Tio.N  Pi  .  -*— * 


w 


•"■!.   -  ■■■'■ 


^M«-~                 M 

1    x- 

1,                     fflj    \* 

mmmimmmS^ 

. 

SBW    SW1 


>r  your  free  seventy-six  page  Vacation  Planner,         "1  _ftf)r)_Q^\Q_^/~,{Yr< 

'irial  miino  \r\  enranithina  ^r-ntlann  Viae  tr\  nffpr  S         S      *— '^-*^-^  M. 


GUCCI 


WHAT'S  WHAT 


■A 


he  Hall  of  Lame 

When  Who's  Who  in  America  makes  everybody 
important,  nobody  is  important.  By  Tucker  Carlson 


MARQUIS 

WhtfsWrfio 


ICHAEL  BOLANOS  MADE  IT  INTO   Who's  Who  IN  AMERICA  LAST  YEAR. 

celebrate,  Bolanos,  who  runs  a  celebrity-oriented  website  in  New  York, 
ed  off  a  full-page  press  release  to  "entertainment  and  business  editors" 
raiding  his  triumph.  "To  be  chosen  for  inclusion,"  read  the  release,  "can- 
dates  must  have  held  a  position  of  responsibility  or  have  attained  a  signif- 
nt  achievement  in  their  field."  Who's  Who,  Bolanos  reminded  the  editors, 

a  "guide  to  today's  most  influential  people." 

Congratulations,  Mr.  Bolanos.  Now  meet  Anita  Dawn  Sawyer,  a  fellow  in- 
ential  person  of  significant  achievement  who  also  recently  earned  a  place  in 

Tto's  Who  in  America.  Sawyer,  a  1986  graduate  of  the  University  of  Central 
kansas,  teaches  junior  high  school  special  education  ^——-—^^—i^^^— 
sses  in  Little  Rock.  Since  1991  she's  coached  bowling 

d  floor  hockey  in  the  Alpena  (Arkansas)  Special  Olym- 

Ics.  According  to  Who's  Who,  her  hobbies  include  cook- 
reading,  crafts,  playing  piano  and  singing. 
Or  say  hello  to  Stephen  Geiman,  who  teaches  gym  at 
llson  Memorial  High  School  in  Fishersville,  Virginia. 
om  1970  to  1972,  Geiman,  a  graduate  of  the  physical 

lucation  program  at  Appalachian  State  University,  was 

le  school's  driver's  ed  instructor.  Or  David  Dolsen,an 

idertaker  in  Denver.  Or  Amy  Fung,  an  accountant 

om  Staten  Island.  And  let's  not  forget  Mary  Morgan, 

y-year-old  social  worker  in  Elizabethtown,  Kentucky. 

r  Lila  Licens,  an  administrative  assistant  from  Tacoma, 

Washington,  who  has  been  president  of  the  Mt.  Rainier 

lapter  of  Professional  Secretaries  International  since  1994.  Or  Courtland  Paul, 

landscape  architect  in  San  Juan  Capistrano,  who  implores  Who's  Who  read- 

s  to  "Be  on  time,  produce  more  than  is  expected  and  always,  ALWAYS  be 
!!!"  And  of  course  there's  Marguerite  Gearhart,  a  school  nurse  in  Jupiter, 

orida,  who  lists  among  her  myriad  accomplishments  a  1968-69  stint  as  "co- 
der" of  a  Campfire  Girls  troupe.  Never  heard  of  these  people?  Then  you 
ven't  read  Who's  Who  lately. 

Not  that  anybody  has  read  Who 's  Who  lately,  or  ever,  at  least  not  very  closely. 
e  point  of  Who's  Who  is  not  to  read  it,  but  to  be  in  it.  One  hundred  years  after 

was  first  published  by  Chicago  newspaper  publisher  Albert  Nelson  Marquis 

ho  despite  his  ostensible  commitment  to  accuracy  pronounced  his  name 

arkwis"),  Who's  Who  has  been  a  fairly  reliable  guide  to  who  has  made  it  and 

.0  has  not.  That's  been  the  marketing  strategy,  anyway.  Flip  through  the  lat- 

tvolume,  however,  and  it's  hard  not  to  conclude  that  something  has  changed, 
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that  the  selection  criteria  for  "Honored 
Biographees"  in  Marquis's  Who's  Who 
have  become — how  to  put  it? — more 
democratic. 

Though  the  number  of  entries  in 
Who's  Who  in  America  has  grown  to 
over  100,000  in  recent  years,  the  pub- 
lication has  tried  hard  to  convey  the 
impression  that  standards  for  inclu- 
sion have  remained  the  same.  Being 
accepted  into  Who's  Who  is  "an  honor 
that  only  a  select  few  ever  enjoy,"  the 
company  boasts.  Every  person  in  the 
book  is  subjected  to  "painstaking  se- 
lection, research,  rigorous  nominee  re- 
view, and  thorough  editorial  review." 
And  who  does  the  painstaking  nom- 
inating and  selecting?  Marquis  im- 
plies that  members  of  the  publication's 
Board  of  Advisors  play  a  large  role  in 


Honored  Biographee  in  Who's  Who  in 
America,  the  flagship  Marquis  publi- 
cation, a  person  must  meet  "quali- 
tative and  quantitative  criteria."  An 
artist,  for  instance,  "will  have  to 
have  pieces  in  multiple  collections  at 
recognized  museums  and  have  one- 
person  shows.  For  Fortune  500  compa- 
nies, senior  vice  presidents  and  above 
are  listed."  Some  people,  said  Can- 
ning, make  the  cut  automatically. 
"We  have  a  thick  binder  of  all  the 
people  who  must  be  included,  like 
artistic  directors  at  ballet  companies 
in  major  U.S.  cities,  or  CEOs  of  For- 
tune 1000  companies.  We  look  for 
writers  on  The  New  York  Times  best- 
seller list.  We  have  Nobel  Prize  win- 
ners, Oscar  winners." 

Fair  enough.  But  Who's  Who  inAm- 


It's  hard  not  to  conclude  that  the  selection 

criteria  for  "Honored  Biographees"  in 

Marquis's  Who's  Who  have  become — how  to 

put  it?— more  democratic. 


the  nomination  process,  but  they  don't 
seem  to  know  much  about  it. 

"The  reality  is,  I  don't  do  anything," 
says  John  Fox  Sullivan,  publisher  of 
National  Journal  and  a  member  of 
the  board  for  the  last  decade.  "There 
is  almost  no  communication  back  and 
forth.  Once  a  year  I  get  a  piece  of  pap- 
er asking  me  if  I  want  to  recommend 
someone.  It's  not  as  if  there's  an  annual 
retreat  somewhere  where  we  sit  around 
and  decide  who  makes  it  this  year.  Or 
if  there  is,  I  haven't  been  invited." 

Mindy  Aloff,  a  dance  critic  whose 
name  is  also  on  Who's  Who  letterhead, 
seems  to  have  been  left  off  the  guest 
list,  too.  "They  didn't  give  us  any 
guidelines  for  nominating  people," 
says  Aloff,  who  rarely  forwards  names 
to  the  publication. 

Then  who  is  making  the  deci- 
sions? Paul  Canning,  the  publica- 
tion's editorial  director  from  1992  to 
1997,  wouldn't  give  a  specific  answer, 
though  he  did  say  that  the  admissions 
process  is  relatively  simple.  According 
to  Canning,  in  order  to  become  an 
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erica  also  appears  to  contain  a  lot  of 
relatively  unaccomplished  people  who 
simply  nominated  themselves.  To 
make  the  process  of  self-promotion 
easier,  Reed  Elsevier,  the  publication's 
parent  company  and  the  owner  of 
Lexis-Nexis,  now  has  a  site  on  the 
Internet  where  would-be  biographees 
can  complete  a  "biographical  data 
form."  Spaces  are  provided  for  "career 
history,"  as  well  as  for  "awards,  hon- 
ors, and  grants."  Applicants  who  are 
uncomfortable  with  sending  personal 
information  over  the  Web  are  invited 
to  fax  their  biographies  to  a  number 
provided  on  the  screen. 

There's  not  a  word  about  qualita- 
tive or  quantitative  criteria.  Does 
everyone  who  applies  get  into  Who's 
Who?  "I'll  say  a  majority,"  admitted 
Canning,  "but  I  can't  get  any  more  de- 
tailed than  that.  I  think  the  majority 
are  appropriate  for  one  of  our  regional 
or  topical  publications.  I  think  I  need 
to  leave  it  at  that."  In  other  words,  just 
about  everyone  who  tries  hard  enough 
will  get  his  name  in  print. 


Donald  Ray  Grubbs  of  Portlan 
Texas,  is  proof  that  persistence  pa) 
off.  From  1973  to  1986,  Donald  Ra 
worked  as  a  pipe  fitter  and  welder  fc 
the  Pipefitters  Local  195  in  Beaumon 
Now  an  employee  of  Longview  Ir 
spection,  a  company  that  assesses  tf 
structural  integrity  of  industrial  site1'  Pi 
Grubbs  has  been  appearing  in  varioi 
Who 's  Who  publications  for  a  decac 
or  so.  Only  a  couple  of  years  ago,  1 
said,  was  he  "elected"  to  Who's  Wi>  •■'■-■ 
in  America.  "You  work  up  the  chail  -~>M 
of  Who's  Who  documents,"  GrubW  -•'•  ■* 
explained.  "I  was  in  Who's  Who  inAmeria- 
Education,  Who's  Who  in  the  World,  ar  '"-"-- 
then  Who's  Who  in  America"  Whenvi  s 
talked    to    Grubbs,    he    had   ju    -J 
received  a  letter  indicating  that  1  -n 
had  been  inducted  into  yet  anotto   ^ 
volume,  Who's  Who  in  the  South  a.    rJ 
Southwest.  He  sounded  pleased.  ^  *ir 
have  nothing  but  praise  to  say  abol;  -^ 
them  because  I  think  they're  serving   :  ill 
good  job.  People  like  me  who  rea     ^ 
don't  get  out  there  in  the  limeligl    : 
this  is  one  of  our  ways  of  getting  a  1     ne 
tie  bit  of  recognition.  And  it  fei  :&  : 
good."  So  good,  Grubbs  said,  that    - 1.: 
has  purchased  a  number  of  Who's  H  t-1 
products  over  the  years,  includi     1-  a 
a  commemorative  wall  plaque.  (T    ..:■ 
plaque,  he  confided,  wasn't  oft  1  • 
highest  quality.)  Yet  despite  1    .cc 
achievements  in  the  world  of  Wk    ':.  • 
Who,  Grubbs  doesn't  put  on  airs.    .:  - 
don't  profess  to  be  a  nationally  recc 
nized  welding  instructor,"  he  said.  < 
the  other  hand,  Grubbs  pointed  0    \\ 
neither  are  a  lot  of  other  people  in 
book.  "Probably  half  of  the  weld:      • 
staff  at  Ohio  State  University 
members  of  Who's  Who. " 

Nationally  recognized  welding 
structor  or  not,  Donald  Ray  Gru1 
seems  like  a  fairly  straightforward  f 
son,  which  is  more  than  can  be  said 
many  of  his  fellow  biographees 
most  of  those  listed  in  the  bookkn' 
entries  in  Who's  Who  are  mosdy  s 
reported  and  largely  unchecked,  m 
ing  it  the  ideal  place  to  tidy  up 
uneven  educational  or  work  hist* 
When  Larry  Lawrence,  the  late  : 
bassador  to  Switzerland,  wanted  tc 
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nee  his  years  at  Wilbur  Wright 
Inior  College  with  a  degree  from 
I;  University  of  Arizona,  he  turned 
I  Who's  Who.  Unfortunately  for 
■wrence,  he  got  greedy,  giving  him- 
if  a  membership  in  a  veterans  as- 
Mriation  to  back  up  his  spurious  war 
Btory  and  a  spot  on  the  Nobel  Peace 
Jpze  Nominating  Commission  be- 
■e  he  was  finally  caught  (though  not 

■  Who's  Who)  and  exhumed  from  his 
mve  at  Arlington  cemetery.  Pamela 
■irriman,  another  deceased  ambas- 
Bor,  never  completed  college,  but 
Mimed  in  Who's  Who  to  have  done 
«t-graduate  work  at  the  Sorbonne. 
I  this  day,  columnist  Carl  Rowan 
Is  22  different  college  degrees  in 

■  entry,  none  of  them  identified  as 
Aiorary.  According  to  Who's  Who, 
Mwan  graduated  from  three  different 
■Leges  in  1966  alone,  all  while  work- 
Has  a  syndicated  columnist. 
•*Jot  all  attempts  at  resume  laun- 
Ang  are  so  blatant,  though  some  are 
Asiderably  more  sinister.  In  1995, 
Hneone  at  the  Anti-Defamation 
Ague  of  B'nai  B'rith  noticed  that 
■llis  Carto,  founder  of  the  lunatic 
•erty  Lobby,  was  listed  in  Who's 
Mo  as  a  "publishing  executive." 
Mhough  the  ADL  promptly  notified 
Mxquis  that  Carto's  publishing 
•tures  consisted  of  printing  anti- 
Hnitic  tracts,  his  entry  was  not 
Hpped  until  1998.  ("He  never  did 

■'  the  book,"  chuckles  Carto's 
■kesman.) 

■.n  the  mid-1980s,  Joe  Queenan, 
■n  it  American  Business  magazine, 
Hided  to  test  the  Who's  Who  fact- 
•cking  apparatus.  Queenan  sub- 
■jted  an  application  on  behalf  of  a 
•nexistent  magazine  editor  named 
■'.  Webster.  Webster,  Queenan 
»te,  had  graduated  with  a  master 
Mine  arts  degree  from  F&M  T8cA 
Mversity  and  received  doctorates 
■n  Quaker  State  University  and 
■University  of  Ron  (Ron,  France) 
H>re  moving  on  to  edit  such  mag- 
Mies  as  American  Business,  Latin- 
mirican  Business,  The  Business  of 
miness,  Your  Business  and  Our 
mhness  Monthly.  Webster  and  his 


wife,  the  former  Trish  Abigail  Boogen, 
had  children  named  Cassette,  Lothar, 
Skippy  and  Boo-Boo.  A  member 
of  the  Association  of  Men  and  the 
Bureau  of  People,  he  listed  his  hobby 
as  "managing  editing."  Who's  Who 
printed  most  of  the  entry  in  its  fol- 
lowing edition. 

It  was  an  embarrassing  episode  for 
Marquis,  and  thanks  to  improved 
scrutiny,  most  of  the  people  listed 
in  Who's  Who  in  America  these  days 
almost  certainly  exist.  But  the  book  is 
still  not  edited  thoroughly,  which 
means  that  many  entries  are  printed 
at  lengths  curiously  out  of  proportion 
to  their  importance.  Margaret  Estelle 
Vorous,  for  example,  an  elementary 
school  librarian  in  Berkeley  Springs, 
West  Virginia,  who  counts  among 
her  achievements  being  a  blood  donor, 
receives  49  lines  in  Who's  Who.  Henry 
Kissinger  gets  only  34.  Anita  Dawn 
Sawyer  of  Harrison,  Arkansas,  mean- 
while, gets  twice  the  space  of  Diane 
Sawyer  of  ABC  News,  who  is  listed 
three  entries  down. 

Still,  with  105,000  biographies, 
there  are  bound  to  be  worthwhile  tid- 
bits buried  in  Who's  Who  in  America, 
and  there  are.  Who,  for  instance, 
apart  from  girls  who  grew  up  in  the 
'80s,  knew  that  Pat  Benatar's  real 
name  was  Pat  Andrzejewski?  Or  that 
the  rap  singer  Ice  Cube  was  born 
O'Shea  Jackson?  And  it's  undeniably 
interesting — if  a  little  sad — to  learn 
that  Playboy  founder  Hugh  Hefner 
was  first  married  way  back  in  1949. 
Other  "facts"  in  the  volume  make  for 
less  scintillating  reading. 

Indeed,  the  first  clue  that  Who's 
Who  is  a  vanity  publication  is  the 
"Thoughts  on  My  Life"  feature  that 
appears  beneath  some  entries.  This  is 
the  part  where  biographees  are  in- 
vited to  reflect  upon  their  achieve- 
ments using  their  own  words.  It's  all 
pretty  amusing,  and  it  must  be  prof- 
itable, too,  because  Marquis  recently 
decided  to  expand  the  concept.  For 
$150,  those  listed  in  Who's  Who  in 
America  can  now  write  up  to  200 
words  about  themselves  and  their 
work.  A  1997  direct-mail  pitch  sug- 
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gests  that  biographees  use  the  "En- 
hanced Biography"  option  to  draft 
their  own  personal  classified  ads,  sure 
to  be  seen  by  "industry  leaders  and  ex- 
ecutive recruiters."  "Over  22  years  of- 
progressively  responsible  experience 
in  the  food  service  industry  in  key  de- 
cision-making sales  and  marketing 
roles,"  reads  one  sample  entry.  "Recent 
accomplishments  include  successful 
product  introductions  into  local  mar- 
kets, which  generated  $12.3  million 
growth  in  annual  incremental  sales." 
Perhaps  "executive  recruiters"  really 
do  pore  over  Who 's  Who  looking  to  fill 
highly  paid  CEO  slots.  Or  perhaps 
not.  Either  way,  it's  hard  to  see  how 
information  like  this  is  valuable  to  ref- 
erence librarians,  the  group  for  whom 
the  volume  is  ostensibly  written. 

That  is,  until  you  notice  the  large 
number  of  librarians  who  are  listed  in 
Who's  Who  in  America.  "We  think  li- 
brarians are  important,"  explained  Paul 
Canning.  "We  think  they  contribute 
to  society."  They  are  certainly  in  a  po- 
sition to  contribute  to  Who's  Who.  The 
ever-growing  Marquis  list  now  in- 
cludes 20  different  Who's  Who  volumes, 
including  various  CD-ROM  versions, 
many  of  which  are  updated  annually. 
A  single  three-volume  edition  of 
Who 's  Who  in  America  can  cost  more 
than  $500.  A  three-year  subscription 
to  the  entire  Who's  Who  product  line 
goes  for  $5,686.  Suddenly  it  becomes 
clear  how  Ruth  Ferro-Nyalka,  a  li- 
brarian at  the  Hinsdale  (Illinois) 
public  library,  might  have  breezed 
through  "Marquis'  unique  and  time- 
proven  compilation  process"  to  earn  a 
spot  in  Who  !s  Who  in  America. 

Which  is  not  to  imply  that  vain  li- 
brarians are  Marquis's  only  source  of 
income.  The  company  won't  say  who 
buys  its  books,  or  even  how  many 
copies  it  prints.  "I  will  not  elaborate 
on  anything  about  Who's  Who  to 
someone  over  the  phone,"  said  pub- 
Usher  Randy  Mysel,  brusquely.  "A  fax 
won't  do  it,  either."  A  call  to  the  com- 
pany's business  office  proves  more 
fruitful.  Who's  Who,  it  turns  out,  does 
a  pretty  good  business  renting  the 
names  and  addresses  of  its  250,000 


Honored  Biographees  to  direct  rrl 
marketers.  People  who  are  listed! 
Who's  Who,  Marquis  assures  ml 
keters  in  its  promotional  literarJ 
"are  interested  in  many  types  off 
fers,"  including  pitches  for  new  ere 
cards,  magazine  subscriptions,  cal 
logues,  association  memberships ; 
"fundraising  opportunities."  The  1 
tire  database  can  be  rented  on  col 
puter  tape  for  about  $22,000.  Or,  1 
woman  on  the  phone  says,  the  list  •) 
be  broken  down  by  profession,  si 
political  affiliation  or  religion.  Thl 
are  17,600  self-identified  Catholic! 
Who's  Who,  she  explains  by  way  of  I 
ample,  and  5,300  Jews. 

It  must  be  a  good  list,  since  ml 
Honored  Biographees  clearly  hail 
weakness  for  ordering  schlocky  prj 
ucts  through  the  mail.  Marquis  ma 
certain  they  have  plenty  to  buy.  r\ 
company's  "Reflections  of  Succ| 
catalog  advertises  an  entire  lina 
Who's  Who-Tt\2ittd  junk,  from  wi 
Who  lapel  pins  (at  $52.95  plus  shipp 
and  handling,  they  "quietly  decj 
your  accomplishments")  to  Who's  i 
key  rings,  paperweights  and  cr 
boxes.  The  home  office  seems  tcl 
a  particularly  brisk  business  in  ccl 
memorative  wall  plaques,  whicll 
close  to  $100  apiece  doubtless  ml 
for  a  profitable  little  sideline. 

One  of  the  latest  offerings  fil 
Marquis  is  the  Who's  Who/Ch\ 
Chase  Bank  MasterCard.  Cardh<[ 
ers  are  eligible  for  a  discount  on  j 
merchandise  they  buy  from  the  Ml 
Who  catalogue,  which  brings  the  f 
tire  enterprise  full  circle.  I'm  notli 
in  any  of  the  Who's  Who  volumes,! 
I  decided  to  order  one  anyway,  mc 
to  see  if  I  could.  I  could.  The  mon 
my  MasterCard  arrived,  I  called  h 
Who.  "One  sterling  lapel  pin,  pie;  I 
I  said.  "I'm  interested  in  quietly 
claring  some  of  my  achievemei 
"Which  book  are  you  included 
the  woman  asked.  None,  I  said, 
didn't  seem  fazed  in  the  sligh  | 
"Well,  you  have  to  be  listed,"  she 
brightly.  "But  you  can  talk  to  I 
editorial  department  about  that 
transfer  you."  • 
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Higher  learning  in  Hong  Kong. .  .cave  dwelling  in  Turkey, 
wallpaper  in  Alsace... a  few  good  guidebooks... 


...More.. .Millennium.. .Suggestion...:  Insatiable 

rants  still  searching  for  an  out-of-the-way  place  to  take 
the  New  Year  should  check  out  the  Dance  of  the  Dateline 
ur.  Beginning  December  27,  Sky  Trekking  Alaska, 
air  tour  outfit  in  Wasilla,  will  lead  an  11-day  blitz  of 
:  rugged  outdoors  and  Eskimo  culture  of  the  northern 
ntier.  For  $12,375  per,  revelers  get  two  New  Year's  cele- 
ations — technically  the  first  and  last  of  the  day — at  Little 
iomede,  an  Eskimo  village  on  the  International  Date  Line 
5t  a  tew  miles  from  the  Russian  border.  Then  the  Sky 
ekking  crew  fires  up  the  Cessnas  and  heads  for  some  of 
aska's  most  spectacular  scenery  and  culture.  Stops  include 
nch  with  the  subsistent  Yu'pik  Eskimos  on  Sarichef 
land;  the  Great  Kobuk  Sand  Dunes;  a  dip  in  the  Manley 
ot  Springs;  the  Arrigetch  Peaks;  Mt.  McKinley;  the 
ward  Peninsula;  a  chance  at  seeing  the  400,000-head 
rcupine  Caribou  herd,  and  more.  Sky  Trekking  is  a  first- 
ss  outfit  (see  Forbes  FYI,  Summer  1997)  so  it  should  be 
emorable  celebration.  Sky  Trekking  Alaska,  485  Pioneer 
ve,  Wasilla,  AK  99654;  (800)  yy  0-4966;  fooy)  jyj-4966; 
w.skytrekkingalaska.  com.  — Stephanie  Turrett 

rks  &  Caicos:  If  vou  can  manage  to  snag  a  reservation, 
Ick  your  best  Malatesta  pareo  and  head  to  Parrot  Cay,  a 
ivate  1,000-acre  island  in  the  British  West  Indies.  The  ex- 
lsive  retreat,  tucked  in  the  Turks  8c  Caicos  archipelago,  is 

!  newest  and  most  seductive  beach-fringed  sanctuary  anywhere.  (So  there.) 

Masterminded  bv  B.S.  and  Christina  Ong,  owners  of  London's  cutting-edge 
[etropolitan  and  Halkin  hotels,  the  luxurious  resort  opened  quietly  last 

ecember.  It  became  a  "paradise"  a  few  days  later  when  rafts  of  glamorous 
jgnoscenti  descended  on  it  with  entourages  of  kids,  nannies,  personal  train- 
5,  bodyguards  and  gobs  of  friends. 

Where  they'll  be  next  December  is  anybody's  guess,  but  there's  plenty  for  the 
5t  of  us  at  Parrot  Cay.  Start  with  more  than  three  miles  of  white  flour-sand 
{aches.  Add  sybaritic  accommodations,  a  rimless  eternity  pool,  tennis  courts 
j  d  state-of-the-art  fitness  center.  Top  it  off  with  heel-clicking  service,  a  holis- 

'  spa  and  remarkable  cuisine. 

Unlike  the  low-lying,  mosdy  uninhabited  islands  around  it,  Parrot  Cay  boasts 
j  o-foot  rise,  topped  with  the  pink  coral-trimmed,  Mediterranean-style  central 
'■ilding  housing  the  lobby,  bar  and  restaurant.  Boudoirs  are  in  colonial- style 


A  sky-high  New  Year's 
celebration  with 
Sky  Trekking  Alaska. 
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hillside  buildings  or  pine- 
clad  beach  villas.  There  are 
56  whitewashed  rooms  and 
suites  designed  by  Keith 
Hobbs,  London's  minim- 
alist scene-setter,  all  insou- 
ciantly  chic  and  inviting. 
Consistent  with  Hobbs' 
somewhat  hard-edged  vo- 
cabulary, they're  spare  but 
hardly  bare.  Rooms  are  cen- 
terpieced  by  a  pencil-post 
bed,  closet  and  louvered 
verandah  doors  hung  with 
miles  of  diaphanous  white 
fabric,  and  little  else  than 
a  few  pieces  of  plantation- 
style  Balinese  furniture. 
Conspicuously  absent  television  sets 
are  furnished  on  request. 

The  dining  room  is  outfitted  in — 
what  else? — white  starched  linen  and 
chalky  English  bone  china.  It's  a  nice 
backdrop  for  the  wild  Asia-meets- 
Islands  cuisine  by  the  Michelin- 
starred  chef.  Among  delicacies  that'll 
knock  your  Manolo  Blahniks  off  are 
lobster  risotto  and  stuffed  mussels, 
warm  foie  gras  and  zesty  Moroccan 
lamb.  And  the  wine  list  is  terrific. 

Diversions?  Energetic  astanga  vin- 
yasa  yoga  classes,  traditional  Thai  and 
Balinese  massages,  the  usual  water- 
sports,  an  offshore  barrier  reef,  or  just 
vegetating  under  the  white  linen  um- 
brellas on  the  beach.  You  can  also  do 
picnic  sorties  to  neighboring  Little 
Water  Cay  for  giant  iguana  peeping 
or  North  Caicos  to  see  flocks  of  pink 
flamingoes.  Parrot  Cay,  P.  O.  B0X14J, 
Providenciales,  Turks  &  Caicos  Islands, 
British  West  Indies;  (800)  628-8929, 
(649)  946-7788,  fax  (649)  946-7789; 
spring  rates:  doubles  from  $440,  two- 
bedroom  beachfront  suites  with  private 
pool,  $1,440.   — Marion  Laffey  Fox 

Hong  Kong:  The  Union  Jack  is 
gone;  in  its  stead  flies  the  Chinese 
flag.  That's  about  the  only  meaning- 
ful difference  discernible  to  travelers 
in  this  capital  of  21st-century  Asia. 
For  anyone  who  may  have  worried 
that  The  Peninsula  would  be  con- 
verted into  military  barracks,  rest  as- 


sured: Its  grand  lobby  still  takes 
breath  away;  its  harbor-view  roc 
overlooking  the  Hong  Kong  sky] 
will  still  make  your  jaw  drop;  its  qi 
flawless  service  still  sets  the  stand 
for  all  other  hotels,  everywhere. 

But  a  small  cultural  revolution 
taken  place  within  these  famed  w 
in  the  form  of  The  Peninsula  Ac 
emy:  a  series  of  classes,  semin 
excursions  and  demonstrations 
tended  to  share  with  guests  the  sec  s> 
that  make  Hong  Kong  so  spec 
Over  three  or  four  days,  guests  mi  1  ".?, 
learn  the  principles  of  feng  shui;  t  je  , : 
private  cooking  classes  in  any  of  f   : 
hotel's  restaurants  (including  Spi : 
Moon,  arguably  Hong  Kong's  1 
Cantonese);  become  acquainted  v 
Chinese  tea  rituals;  consult  witH 
herbalist  about  the  medicinal  bent 
of  Chinese  herbs  and  plants;  enjo; 
early-morning  workout  with  a  tai 
master;  learn  the  basics  of  Chir 
calligraphy,  and  more. 

Those  who  feel  they  need  tc 
rewarded  for  "working"  on  their 


cation  will  be  happy  to  know  1  >t 
whichever  emphasis  they  select —  \% 
sine,  culture,  lifestyle — the  progr  »s 
are  heavy  on  pampering:  wine-fi  a 
dinners,  use  of  the  fantastic  spa  fi 
ities  and  chauffeured  drives  to  a 
from  the  airport  in  one  of  the  ho  IS 
Rolls-  Royces  (from  a  fleet  often). 
Peninsula  Academy's  "Chinese  Cult 
Experience, "  around  $1,600  per  J 


I 


t  Worlds 


B/<fott^  occupancy  for  three  nights/ 
Wf  days  (call for  dates  and  availabil- 
H.  The  Peninsula  Hotel,  Salisbury  Road, 
Wtoloon,  Hong  Kong;  (852)  2920-2888, 
I  ftfp,)  2722-4170;  or  Leading  Hotels 
Mo)  22J-6800.    — JlkfTurrentine 

Iiuntain  Getaways:  This  sum- 
inr.when  you  visit  your  happy  campers 
■upstate  New  York  or  New  Eng- 
«d,  note  the  quality  of  their  accom- 
odations in  relation  to  your  own. 
hhibit  A:  The  Sagamore  Hotel, 
jjich  commands  a  private  island 
M^ake  George,  in  the  Adirondacks. 
rl  nbovvs  break  over  unspoiled  wood- 
lid  opposite  the  64-boat  dock.  The 
Itel  can  arrange  private  fishing 
^•editions,  or  you  can  charter  the 
•ramore's  72-foot  yacht,  The  Morgan. 
|Despite  the  size  of  the  Sagamore 
(b  rooms),  there  is  a  charm  and  sim- 
H:ity  in  its  New  England  manner. 
\arm  comes  from  staffers  such  as 
ill  Martin,  a  resident  guide  who,  last 
S'ing,  shepherded  my  group  of  copy- 


right lawyers  through  a  muddy  moun- 
tain trail,  calmly  stopping  us  well  short 
of  a  pair  of  black  rattlesnakes  coiled 
on  rocks.  (Though,  of  course,  we'd 
have  gotten  along  fine.)  Simplicity, 
alas,  comes  from  waiters  and  ser- 
vice staffers  who  too  often  show 
that  combination  of  familiarity 
and  poor  training  which  engen- 
ders responses  such  as  "I  dunno 
if  we  can  do  that." 

Exhibit  B:  Sayed  Saleh 
understands  that  service  is 
often  the  Achilles'  heel  of  the 
American  hotelier.  Mr.  Saleh  is  the 
owner  of  The  Orchards,  in  Williams- 
town,  Massachusetts — about  70  miles 
southwest  of  the  Sagamore,  in  the 
Berkshires.  A  49-room  property  cen- 
tered around  a  courtyard  and  pond, 
the  Orchards  is  decorated  in  English 
antiques.  The  guest  rooms  have  fire- 
places and  four-poster  beds.  The 
hotel  does  an  authentic  afternoon  tea, 
and  has  a  good  restaurant,  Yasmin. 

At  the  Orchards,  service  is  metic- 
ulous, discreet  and  refined.  I  was  a 
guest  during  the  lull  before  the  start  of 
the  Williamstown  Theatre  Festival, 
which  fills  the  hotel  in  the  summer. 
All  services  were  still  in  operation,  all 
requests  granted  and  often  antici- 
pated with  a  deference  which  never 
slid  into  unctuousness. 

There  is  maybe  a  five-percent  dif- 
ference between  what  is  good  and 
best  in  hotels.  But  what  a  difference. 
When  Junior  finishes  camp,  treat  him 
to  the  Orchards  for  the  weekend.  He's 
earned  it.  The  Sagamore,  no  Sagamore 
Road,  P.  0.  Box  450,  Bolton  Landing, 
NY  12814;  800-J58-J585;  rooms  from 
$145  (low  season),  $j6$  (high).  The 
Orchards,  222  Adams  Road,  Williams- 
town,  MA  0126J;  800-225-151J;  rooms 
from  $125  (low),  $165  (high). 

— Alan  Behr 

Bookshelf:  Sometimes  the  trickiest 
part  of  adventure  travel  is  figuring  out 
where  to  go.  The  Imagine  series  of 
travel  books  by  writer/photographer 
Peter  Guttman  can  help.  Each  coat 
pocketsize  hardcover  offers  around 
30  unusual  getaways,  along  with  se- 
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ductive  narratives  and  dreamy  photo- 
graphs. Worlds  to  Imagine  includes  a 
dugout  expedition  to  Venezuela's 
Angel  Falls,  barging  in  Holland  and 
gorilla-tracking  in  Uganda.  Adventures 
to  Imagine  stays  in  North  America, 
with  "land  yachting"  in  the  Mojave 
Desert,  climbing  the  Seneca  Rocks  in 
West  Virginia,  and  tornado-chasing 
across  the  Great  Plains.  Nights  to 
Imagine,  which  launched  the  series  in 
1996,  has  a  plethora  of  quirky  Amer- 
ican getaways.  Each  book  includes  a 
helpful  directory  of  tour  operators, 
and  Guttman — one  of  those  enviable 
characters  who's  been  everywhere  and 
figured  out  how  to  cash  in  on  it — has 
personally  experienced  each  adven- 
ture. From  Fodor's,  $18  a  piece,  (800) 
Hj-6478.  — Stiv  Gritters 

Caves  with  a  view — and  what  a  view — in 
Goreme  in  the  Cappadocia  region  of  Turkey. 


Cappadocia,  Turkey:  I've  stayed 
in  hotels,  motels,  trains,  ships,  tents, 
teahouses  and  RVs.  But  until  my  wife 
and  I  crawled  into  bed  in  cozy  No.  5  at 
The  Sarihan  in  Goreme — a  charming 
little  village  in  the  heart  of  Cappa- 
docia, some  400  miles  southeast  of 
Istanbul — I'd  never  slept  in  a  cave. 

We  weren't  doing  anything  radi- 
cal. Goreme  has  a  dozen  "cave-tels," 
and  1,000  natives  who  still  live  in  sur- 
prisingly comfy  grottos.  Thirty  million 
years  ago,  three  volcanoes  simultan- 
eously erupted  in  Cappadocia,  spread- 
ing a  thick  layer  of  ash  which  hardened 
into  a  soft,  porous  stone  called  tufa. 
Erosion  sculpted  the  tufa  into  a  stun- 
ning landscape  evocative  of  the  south- 
western U.S.,  but  entirely  its  own, 
especially  the  towering,  cone-shaped 
rocks  called  Fairy  Chimneys.  George 
Lucas  used  the  terrain  for  the  moon- 
scape scenes  in  Star  Wars. 

Some  6,000  years  ago  the 
Hatti,  the  first  people  to  inhabit 
Cappadocia,  dug  homes  out  of 
tufa,  and  most  who  followed 
(including  the  Persians  and 
Alexander  the  Great)  did  the 
same.  From  the  7th  to  nth  cen- 
turies, Christians  in  Cappa- 
docia discovered  that  tufa  was 
good  for  carving  out  churches, 
monasteries  and  underground 
cities  for  protection  against 
Phrygian  invaders. 

Goreme  is  the  place  to  stay 
when  visiting  the  region.  The 
resident  troglodytes  wear  Levis, 
drive  Renaults  and  have  satellite 
TV,  cordless  phones  and  micro- 
waves. Enterprising  business- 
men have  turned  several  of 
Goreme's  cave  dwellings  into 
motels  and  pensions,  updated, 
of  course,  with  modern  conven- 
iences. The  Sarihan  sits  high 
atop  a  hill  with  a  beautiful  view 
of  a  valley  full  of  Fairy  Chim- 
neys. Caves — I  mean  rooms — 
are  spartan  but  clean,  with  good 
heat  (it  gets  cold  at  night)  and 
there's  a  great  Turkish  breakfast 
of  olives,  feta,  cucumbers,  tom- 
atoes and  boiled  eggs. 


til 


The  best  way  to  see  Cappadocia 
by  foot  on  the  miles  of  well-mark 
hiking  paths.  It's  an  hour's  walk  fro 
the  village  to  the  Goreme  Open-/ 
*   Museum,  which  has  more  than  30  ca     -' 
churches,  many  with  well-preserv 
frescoes,  as  well  as  to  the  hilltop  to\ 
of  Uchisar,  with  a  fort  dug  out  0:! 
tufa  rock  the  size  of  a  Manhattan  a 
fice  building.  Cave-dwelling  locals  & 
very  friendly,  and  love  inviting  touri     ;i 
into  their  homes  for  apple  tea  aj 
nuts.  Sarihan  Hotel  Pension,  90-3&   : 
271-22-16.  Don't  miss  the  pizza  a\  m 
chicken  kebabs  at  the  Rose  Kebab  Din    m 
— Rick  Lips'- 


Isles,  Scepter'd  and  Emeral 

And  did  those  feet  in  ancient  tin    tn 
Walk  upon  England's  mountai 
green?  Well  if  they  did,  too  bad  tl  t 
didn't  have  Ogilvy's  Britain  and  1- 
land  for  a  guide.  Handy  for  travel!-.: 
accustomed  to  staying  in  luxury  dfcr 
and  hoping  to  steer  clear  of  all  thf  *■■;; 
dark,  Satanic  mills  that  pass  the1!  J 
selves  off  as  "quaint  lodging"  in  tj  •: 
UK  and  Ireland,  this  brand-new  : 
monthly  newsletter  delivers  only  ;   "~ 
best  in  accommodations,  restaurar1   \ 
shopping  and  excursions.  In  a  Is,  l[y 
where  every  other  building  seems  i    _ 
be  a  bed-and-breakfast  of  some  scjj  .  r 
perils  abound.  So  Ogilvy's  doesyl  " 
work  for  you,  narrowing  the  fielc    \»r 
contenders  to  those  in  whom  you  < I  |^ 
have  complete  faith.  A  recent  is  i 
looked  at  Sussex's  Spread  Eagle  i' 
London's  One  Aldwych  and  Eger 
House — not  to  mention  shopp 
in  Bath,  golf  at  the  K  Club  outs : 
Dublin  and  dining  in  and  out  of  L  - 
don.  It's  all  written  stylishly,  w  1 
smart  illustrations  and  lots  of  valu<  i 
clues  to  getting  the  most  for  your  t  2 
and  money.  $100  per  year  for  six  iss '.",' 
Ogilvy's  Britain  and  Ireland,  Co  s 
House,  Upper  Largo,  FifeKY86jF,  S 
land;  for  a  free  sample  and/or  subsc  '• 
tions,  888-OGILVYS. 

— Paul  Schwendim.- 
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Amusement  Between  Debau 

eries:  Perhaps  the  opposite  of  b( 
"too  rich  and  too  thin"  is  being  WAV 
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iig  in  Alsace,  the  province  with  the 
itatest  number  of  Michelin-starred 
jitaurants  outside  of  Paris.  Flung 
Ick  and  forth  between  France  and 
jrrmanv  four  times  in  the  last  hun- 
cd  vears  alone,  Alsace  has  delight- 
<|ly  retained  the  best  of  both:  the 
Ipnch  affection  for  the  raffine,  and 
%.•  Teutonic  predilection  for  culinary 
dress.  The  province  is  most  famous 
It  its  gingerbread-perfect  hundred- 
gle  wine  route,  including  the  superb 
ittmbach  vineyards,  producer  of  some 
■trance's  most  sublime  Rieslings  and 
^viirztraminers. 

flYet  even  the  most  dedicated  Dion- 
j(an  is  eventually  compelled  to  rise 
Mm  the  table.  The  Museum  of  Wall- 
iper  stands  as  a  bastion  of  restraint 
la  province  gone  mad  with  gastro- 
lgnie-  Tucked  just  outside  of  Mul- 
luse,  in  Rixheim,  it  houses  one  of 
■  largest  collections  of  wallpaper 
■the  world.  Originally  constructed 
Hi  headquarters  for  Teutonic  knights, 
tr  building  has  been  home  to  the 
^nch  wallpaper  industry  since  Jean 


Zuber  established  his 
factory  there  in  1797. 

Earliest  designs  were 
imitative  of  intricate  fa- 
brics and  architectural 
detail.  But  by  1800  wall- 
paper became  the  ulti- 
mate in  armchair  travel 
with  panoramic  images 
of  far-flung  lands  entic- 
ingly combining  reality 
and  exotic  fantasy:  the 
tropics  of  Brazil,  the 
mysteries  of  Hindoustan 
and  "Views  of  North 
America."  The  latter  was 
made  famous  when  a  cer- 
tain Francophile  First 
Lady  got  a  copy  for  the 
White  House. 

There  are  enough  stairs  to  let  am- 
bitious gourmands  pretend  that  the 
visit  has  been  not  only  cultural  but 
aerobic.  Having  thus  duly  justified  the 
next  indulgence,  steal  the  1930  Bugatti 
Royale  Coupe  Napoleon  from  the  Na- 
tional Automobile  Museum  in  Mul- 


Jackie  Kennedy's  favorite  wall  coverings — and  much 
more — at  the  Museum  of  Wallpaper  in  Rixheim,  Alsace. 

house,  and  drive  the  wine  route  to  the 
three-star  Auberge  de  1*111  in  Illhaeus- 
ern  for  their  exquisite  whole  truffle 
en  croute.  The  Museum  of  Wallpaper 
(Muse'e  du  Papier  Peint),  28,  rue  Zuber, 
68170  Rixheim;  33-3-89-64-24-56;  fax 
3J-J-S9S4-33-°6-         — JUD1  Farkas 
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Exclusively  from 
Rail  Europe 

Premier  Trains — a  new  dimension  in 
European  travel — whisk  you  in 
relaxed  comfort  from  city  to  city  at  cruis- 
ing speeds  of  up  to  200  miles  per  hour. 

Hot  links  around  Europe 

Premier  Trains  are  fast  and  convenient. 
Paris  to  London  takes  3  hours  on  the 
Eurostar.  Madrid  to  Seville  on  the  AVE  a 
mere  27.,  hours.  Paris  to  Brussels  on  the 
Thalys  172  hours.  And  with  the  TGV  you 
get  fast  links  throughout  France. 

The  next  generation  in  luxury 

The  Premier  Trains  experience  is  one  of 
the  high  points  of  a  European  trip.  All 
Premier  Tiains  offer  spacious  seats  and 
amenities  like  restaurants,  bars,  phones 
and  more.  Premier  Trains  first  class  ser- 
vice easily  matches  that  of  the  airlines. 

Call  Rail  Europe  toll-free  or  your 
travel  agent  to  make  your  Premier  Train 
reservations  now. 


-877-646-RAIL(7245) 

\  vw.raileurope.com 
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Reagan  biographer 
Edmund  Morris 

boards  the  sumptuous, 
sailing  Sea  Cloud. 

Photographs  by  Macduff  Everton 
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The  mighty  ship  enters 
the  Strait  of  Messina. 

Samuel  Johnson  once  feelingly  remarked  that  a  ship  is  like  a  jail,  "with 

the  chance  of  being  drowned."  And  the  good  Doctor  never  even  experienced  the  typical  twentieth-century 
cruise  ship,  which,  to  this  landlubber  at  least,  is  definitely  a  step  down  from  Death  Row.  •  Drowning, 
indeed,  would  have  been  a  merciful  release  from  one  cruise  I  remember,  linking  several  of  the  more  noi- 
some ports  in  the  Caribbean,  at  one  of  which  a  coffin  was  furtively  carried  ashore.  The  ship  was  laden 
with  so  many  overweight  persons  that  it  listed  to  one  side  at  the  entrance  to  the  Panama  Canal  and  dam- 
aged a  much-needed  stabilizer.  My  wife  and  I  were  alarmed  to  note  how  haggard  this  frightful  experience 
was  making  us,  until  we  discovered  that  every  mirror  on  board  was  deliberately  warped  to  give  passengers 
the  impression  that  the  sea  air  was  slimming  them.  •  All  the  above  prejudices,  and  more,  caused  us  to 
hesitate  for  several  seconds  before  accepting  a  suggestion  from  the  editor  of  this  magazine  that  we  take 
a  ten-day  "gourmet  cruise"  in  the  eastern  Mediterranean  aboard  Sea  Cloud.  A  four-masted  bark,  once  the 
toy  of  Marjorie  Merriweather  Post,  she  is  generally  conceded  to  be  the  most  luxurious  cruise  ship  afloat. 
One  glance  at  the  fares  quoted  for  the  trip,  rising  to  $10,500  for  A-category  staterooms,  was  enough 
to  reassure  us  we  were  unlikely  to  encounter  any  of  our  former  shipmates.  •  So,  packing  a  few  items 
of  finery  (most  importantly,  a  black  dinner  suit  and  some  spangly  tops),  we  flew  to  Palermo,  Sicily,  and 
joined  62  Americans  and  Germans  at  the  Grand  Hotel  Villa  Igiea  for  preembarkation  celebrations. 


i#   i«fti.^S^^ 


Sea  Cloud 'was  nowhere  to  be  seen  in  the  harbor  as  we 
strolled  through  Villa  Igiea's  palm-shaded  gardens,  in 
the  cool  of  a  Sicilian  spring  evening.  It  is  an  irony  of 
cruises  that  one  usually  enjoys  oneself  more  on  land  than  at 
sea — as  Ronald  Reagan  would  say,  how  many  whitecaps 
do  you  need  to  look  at? — and  I  personally  wouldn't  have 
minded  if  the  damn  tub  had  sprung  a  leak,  and  gone  down 
with  all  hands  off  Stromboli.  The  jasmine-scented  breeze 
stirring  those  leaves  and  flowers  was  so  luxurious,  after  a  long 
winter  in  Washington,  D.C.,  that  I  felt  like  buying  a  white 
suit  and  applying  for  permanent  quarters  upstairs. 

In  order  to  encourage  my  wife  to  subscribe  to  this  fantasy, 
I  read  seductive  extracts  from  the  Villa's  literature,  written 
in  the  bejeweled  prose  for  which  Italian  hoteliers  are  famous: 

Basile,  superimposed  it,  at  art,  to  one 
construction  already  preexisting,  inspired  to 
the  "400  Siciliano" previously  belonging 
to  an  English  gentleman,  such  Downviller. 

We  were  a  bit  baffled,  so  I  took  her  inside  to  see  Signor 
Ernesto  Basile's  handiwork,  a  ground-floor  salon  (1908) 
of  such  art  nouveau  exuberance  that  it  would  not  shame 
the  best  bordellos  in  Paris.  I  don't  know  what  Mr.  Down- 
viller thought  of  it,  but  horny  King  Edward  ("I  Serve")  VII 
naturally  felt  at  home  here,  and  became  the  first  of  many 
European  tetes  couronne'es  who  wintered  in  Palermo  in  the 
Belle  Epoque. 

Their  photographs  line  the  Villa's  long,  spacious,  mar- 
ble-floored corridors,  sweet  with  the  smell  of  lavender  wax: 


splendid  ladies  and  gentlemen  in  flowing  linen,  cane-t  i 
ping,  fan-waving,  looking  at  me  in  my  airplane-crea 
blazer  with  calm  disdain. 

"I  think  you'd  better  change  before  dinner,"  my  i 
said. 

It's  a  good  thing  I  did,  because  the  impresario  of 
cruise,  memorably  named  Annemarie  Victory,  is  awl 
connected  and  multilingual  lady  who  makes  sure  that  \ 
clients  move  in  the  best  circles  on  evenings  ashore.  If 
particular  night,  for  example,  she  somehow  persuadt 
Viennese  contessa,  married  to  the  racing-driver  scio  M 
one  of  Palermo's  oldest  families,  to  entertain  us  all  to  <  1 
ner  in  their  downtown  palazzo. 

We  followed  Annemarie  along  a  succession  of  anc  1 
streets  whose  paving  stones,  buffed  by  a  constant  swisl 
soles  over  the  centuries,  have  achieved  such  a  satiny  g  I 
that  the  approach  of  a  scooter,  with  its  headlamp  dip]  j 
and  swaying,  made  me  think  of  those  luminous  persj 
tives  you  see  in  old  editions  of  Dante's  Inferno.  Duel  J 
out  of  the  way  of  this  oncoming  one-eyed  monster 
found  ourselves  crowded  into  a  dark  courtyard,  whei 
like  some  vision  of  superior  days,  a  '35  Fiat  Coppa  d' 
gleamed.  Only  an  aristocrat  could  have  parked  it  so  1 
ligently  in  everybody's  way,  its  front  tires  splayed  at  1 
an  insolent  angle. 

We  ascended  into  the  Count's  house — a  series  of 
and  rather  shabby  galleries  rendered  sinister  by  a  pre] 
derance  of  pictures,  books  and  videocassettes  to  do 
Richard  Wagner,  of  all  people.  When  I  asked  the  Con 
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ifc^ut  them,  she  explained  that  the  composer  of  Tristan 
Yd  to  stay  here,  when  he  would  come  to  Sicily." 

:>he  showed  me  an  ancient  Pleyel  piano  in  the  dining 
h  that  Wagner  used  to  play,  and  menacingly  announced 
lit  she  had  herself  been  "a  performance  artiste"  before 
Jurying  "Mr.  Mille  Miglia."  Sure  enough,  we  were 
^irnaded  right  through  dinner,  although  I  am  happy  to 
nprt  that  she  eschewed  the  "Liebestod,"  and  rendered 
*(ie  Neapolitan  canzoni  with  delightful  brio.  On  the 
■r  out  we  were  encouraged  to  peek  into  the  Count's 
si' ly,  which  more  or  less  conformed  to  the  size  and 
ifcpe  ot  a  racing-car  cockpit. 


Shortly  before  dawn,  a  couple  of  mornings  later,  I  woke, 
as  one  often  does  on  a  cruise,  trying  to  figure  out  why 
my  bedroom  was  swaying  gently  from  side  to  side. 
Then  the  pale  blue  of  a  porthole  reminded  me  that  I  was 
ensconced,  courtesy  of  Annemarie  and  a  convenient  can- 
cellation, in  Sea  Cloud's,  third  most  sumptuous  cabin.  It  was 
improbably  large,  for  such  a  small  ship,  with  a  marble 
bathroom  and  enough  walk-in  closet  space  to  satisfy  the 
wardrobe  needs  of  an  Imelda  Marcos. 

"Do  you  want  to  come  up  on  deck  and  see  the  Strait  of 
Messina?"  I  asked  my  wife.  "It  should  be  light  soon,  and 
Mount  Etna  might  show." 

She  gave  off  certain  sleepy  signals  that  indicated  that 
Mount  Etna  could  erupt  for  all  she  cared.  So  I  white-robed 
it  up  the  central  stairway,  and  stepped  out  onto  the  clean 
teak  deck  just  as  a  tangerine  rind  of  sun  uncurled  over  the 
hills  of  Calabria. 

Sea  Cloud's  four  great  masts  spiked  the  sky,  bare  of  can- 
vas, while  a  quiet  engine  thrummed  astern.  It  is  an  under- 
standing on  cruises  that  the  ship  will  deploy  full  sail  at  least 
once  a  day,  weather  permitting.  But  the  air  this  morning 
was  so  still — even  the  sea  barely  heaved — that  I  suspected 
it  would  be  a  while  yet  before  anything  was  unfurled.  Etna, 
alas,  was  veiled  in  cloud,  but  as  we  moved  slowly  between 
the  toe  of  Italy  and  the  shoulder  of  Sicily,  I  was  vouchsafed 
one  of  those  sights,  common  in  the  Mediterranean,  that 
connects  our  present  civilization  with  those  of  Greece  and 
Rome,  and  the  enduring  rhythms  of  Nature:  a  lone  dolphin 
arching  alongside,  exactly  as  fast  as  we  were  moving,  his 
back  hardly  disturbing  the  silky  smoothness  of  the  water. 

As  the  sun  notched  higher,  the  sea  turned  pink.  Had  I 
an  ounce  of  sensibility  I  would  have  composed  a  sonnet  on 
the  spot.  But  gross  gourmand  that  I  am,  I  could  only  com- 
pare the  pink  to  that  of  ham,  and  the  puffy  cumulus  to 
scrambled  eggs,  and  the  spirals  of  wrapped  sail  to  crois- 
sants. A  timely  fragrance  of  coffee  brewing  summoned  me 
below  to  breakfast.  By  then  Sea  Cloud  was  through  the 
Strait,  and  pointing  her  bowsprit  toward  Taormina. 


One  glance  at  this  bark's  breakfast  buffet  (not  to 
mention  a  general  luster  of  brass  and  glossy  white 
paint),  and  you  can  tell  that  Sea  Cloud 'is  owned  by 
Germans.  The  prodigious  array  of  mueslis  and  cheeses  and 
hams  and  albumen-rich  mock  crab  and  jams  dropsical  with 
fruit  bespeak  a  heartier  culture  than  our  own.  Personally 
I  can  do  without  a  wheel  of  cold  Gouda  when  the  day  is 
young,  but  the  old  ceramicist  from  Munich  lining  up  in 
front  of  me  had  no  such  scruples,  and  cut  himself  a  chunk 
big  enough  to  hold  open  the  dining-room  door. 

That  swinging  mahogany  fixture  (still  watertight,  after 
67  years)  disclosed,  as  I  sat  with  my  cappucino,  a  succession 
of  fellow  voyagers.  They  were  fairly  typical,  I  would  guess, 
of  Sea  Cloud's  usual  cruise  complement:  two  lanky  honey- 
mooners  from  the  Main  Line;  a  lusty  old  lady  who  owns 
a  national  trucking  company;  one  of  New  York's  last 
gentleman  editors  and  his  poetic  wife,  in  a  turban;  the 
inevitable  relative  of  Marjorie  Merriweather  Post,  deter- 
mined to  talk  genealogy;  an  interior  designer  and  his  care- 
fully tanned  companion;  three  or  four  meaty  executives 
whose  complexions  bespoke  membership  of  the  Chev- 
aliers du  Tastevin;  some  surgically  enhanced  widows  in 
Pucci  prints;  a  melancholy  Dane  with  cataracts;  a  languidly 
elegant  young  couple  from  Greenwich  Village  (she  in 
oversize  shades,  he  wearing  a  Panama  hat  that  must  have 
cost  him  more  than  my  mortgage),  and  finally,  my  col- 
leagues on  this  assignment,  a  photographer  and  a  painter 
from  Santa  Barbara,  and  a  small,  pretty  writer,  last  seen 
by  me  in  bed. 

Together  we  marveled  at  the  only  pair  aboard  who  did 
not  quite  fit  in:  a  quiet  old  chap  from  one  of  the  smaller 
maritime  states,  and  his  splendidly  busty  daughter,  whom 
shipboard  rumor  held  to  be  a  receptionist  in  an  Indian 
casino.  They  looked  askance  at  all  the  silverware,  and  kept 
shyly  to  themselves. 

Taormina,  where  we  disembarked  at  noon,  is  a  hilltop 
town,  one  of  those  three-star  "worth  a  journey"  sites  that 
have  been  so  determinedly  uglified  by  the  tourist  industry 
as  to  cast  desolation  on  the  soul.  Its  souvenir  shops  coalesce, 


street  by  street,  into  a  sort  of  ghetto  of  kitsch.  My  wife 
I  took  refuge  in  the  ancient  Greek  theater — pine-fragii^-  •  [ 
bird-haunted,  with  panoramic  views — and  from  its  h  a 
est  seats  looked  down  on  Sea  Cloud,  moored  next  tcf    :i 
own  reflection  in  the  bay  of  Naxos.  A  jovial  conversant  .- 
in  German  disturbed  us.  Incredibly,  it  came  from  the  s 
far  below.  Every  umlaut  was  audible  in  the  still  air. 

■•; 

Mutiny  was  brewing  as  we  set  sail  that  afterr ) 
for  Corfu.  Apparendy  young  Mr.  and  Mrs.  M  [m 
Line  wanted  to  re-plight  their  troth  on  the  Mo 
Deck  before  dinner,  surrounded  by  family  members  a 
whomever  else  wished  to  join  them  for  champagne! 
wedding  cake.  A  romantic  idea,  but  in  order  to  be  spJ  ^ 
at  sea,  one  needs  a  certain  degree  of  cooperation  fronB^ 
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Kter  of  the  vessel.  There  was  no  way  in  holy  hell  that 

pbtain  Richard  T.  Shannon,  a  faithful  followher  of  th' 
ris  o'  th'  Mother  Church,  was  goin'  to  marry  a  pair  of 

■ruscophalians  who  had  gone  down  the  aisle  already.  I 

dhot  know  what  arguments  were  brought  to  bear,  dur- 

jp  the  course  of  hours  of  frenzied  negotiations,  but 
w  Jdn't  be  surprised  if  a  new  chapel  isn't  going  up  right 
nv  in  County  Cork,  financed  by  the  stepfather  of  the 

Bile.  Anyway  the  ceremony  took  place  as  planned,  Bible 
a;  all,  and  I  must  say  those  two  tall  infidels  looked  good 

•ihey  danced  around  the  deck,  shouting  with  laughter, 

iHer  the  early  stars. 

I  Due  to  a  seating  vacancy,  brought  about  by  the  defec- 
ts of  some  of  my  companions  to  the  Captain's  table,  I 
kind  myself  obliged  to  entertain  the  busty  young  recep- 
tiiist.  "Dad's  sick,  he  won't  be  joining  us,"  she  said,  as- 

m  ting  her  carpaccio  di  bocca  con  pesto  with  the  largest 

■bible  fork. 

Urhe  next  course,  a  tomato  consomme  con  broccoli  ag- 
mtti,  was  more  to  her  taste,  and  she  loudly  enjoyed  it,  dis- 

Bsing  with  bread.  "I  have  to  watch  my  weight." 
I  found  myself  watching  her  weight  too,  at  least  the 

Msiderable  proportion  of  it  that  she  displayed  above  the 

■meter  of  her  tight  evening  gown.  There  are,  I  believe, 
»  ie  men  in  the  world  who  can  resist  such  tours  d'hori- 
I .  but  I  am  not  of  that  disciplined  ilk.  She  was  obviously 
I  re  of  my  awareness,  and  seemed  not  unpleased.  After 
*  uple  of  cocktails  and  half  a  pound  of  sauteed  rock  lob- 

M,  she  waxed  confidential  about  her  "college  days." 
Bllege?)  "I  hardly  touch  liquor  now,  but  you  shoulda 
li  the  libations  we  used  to  concoct  at  Lauderdale  during 


spring  break.  There  was  one  called  Slippery  Nipples — " 

I  choked  on  a  flageolet.  "Excuse  me?" 

"Slippery  Nipples."  She  listed  the  agglutinative  ingre- 
dients, not  one  of  which  I  can  recall  because  of  a  riot  of 
unavoidable  mental  imagery. 

"And  another  one  might  interest  you,  since  you  come 
from  Bill  Clinton's  hometown.  It  was  called  Blow  Job.  The 
trick  was,  you  had  to  bite  the  rim  of  the  glass — " 

Cooling  off  on  the  rear  deck  later,  I  regaled  my  wife,  the 
photographer,  the  painter,  and  Mr.  and  Mrs.  Panama 
Hat  with  details  of  our  conversation.  Again  we  wondered 
how  Ms.  Nipples  and  her  father  could  swing  such  an  ex- 
pensive cruise.  But  the  beauty  of  the  moon  (oscillating 
back  and  forth  between  the  still-stark  masts)  reduced  us  at 
last  to  silence. 

We  spent  the  whole  of  the  next  day  at  sea,  and 
Captain  Shannon,  rather  grudgingly,  I  thought, 
ordered  the  sails  up  for  a  couple  of  hours.  A  pas- 
sel  of  fresh-faced  young  crew — boys  and  girls,  most  of  them 
German  or  Dutch — scurried  over  the  rigging  like  squirrels, 
and  shook  out  the  heavy  canvas.  The  engine  died,  and  in 
place  of  its  thrum  came  the  hypnotic  sounds  of  a  white  hull 
hissing  through  water,  wind  through  ropes,  and  the  creak- 
ing of  a  thousand  comfortably  coexisting  timbers.  Standing 
alone  beneath  the  fore  topsail,  I  recited  the  simplest  and 
most  eloquent  explanation  of  what  was  happening,  from 
Coleridge's  Rime  of  the  Ancient  Mariner. 

The  air  is  cut  away  before, 
And  closes  from  behind. 
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All  too  soon,  the  engine  was  back  in  action,  and  we  did 
not  see  sail  again  until  another  reluctant  deployment  three 
days  later.  If  I  had  been  forking  out  ten  thousand  clams  to 
experience  "all  the  historical  aura  of  long-forgotten  wind- 
jammers," I'd  have  felt  a  mite  miffed. 

While  in  the  negative  mode,  I  might  add  that  the  fea- 
tured wines  on  this  so-called  gourmet  cruise,  all  Italian  ex- 
cept for  a  couple  of  welcome  Croatian  alternatives  when 
we  got  to  Dubrovnik,  were  uniformly  too  new  and  hence 
laced  with  tannin.  Labels  less  prestigious,  and  vintages 
more  mature,  would  have  gone  down  better,  and  caused 
a  lot  less  mal  de  mer.  (And  talking  of  seasickness,  there's 
nothing  like  the  nausea  brought  on  by  trying  to  compose 
on  a  laptop  amidships,  when  the  horizon  is  rising  and 
falling  in  one's  porthole.) 

The  food,  however,  was  copious  and  for  the  most  part 
good.  I  remember  some  sublime  garlicky  scampi,  fresh 
plump  red  mullet,  pork  medallions  with  foie  gras  (greatly 
to  the  taste  of  the  Munich  potter),  and  a  variety  of  volup- 
tuous desserts — ricotta  parfait  spiked  with  chocolate,  a 


This  year  Annemarie  Victory  will  host  two  cruises  aboard 
Sea  Cloud:  April  22-30  (with  Patrick  O'Brian  and  Walter 
Cronkite)  and  September  8-18  (A  Voyage  Through  Ancient 
History);  for  info:  (212)  486-0353. 


pastry  swan  suppurating  with  raspberry  sauce,  a  pral 
mousse  over  poached  apples  that  gave  off  intoxicatl 
fumes  of  Calvados. 

We  enjoyed  a  leisurely  tour  of  Corfu,  where  the  nl 
beautiful  sight  I  saw  was  something  quintessentially  Ml 
iterranean:  a  slow  stringing-out,  high  over  the  street,  of  pi 
after  piece  of  fresh  laundry.  The  hand  movements  of  the  f 
seen  spooler;  the  prismatic  colors  of  each  new  square  or  ij 
angle;  the  perfume  of  their  scented  dampness;  and  tl 
more  strings  and  more  colors  until  the  warm  air  fluttenj 
stood  paralyzed  until  the  pageant  came  to  an  end. 

Too  soon,  we  had  to  re-embark  and  move  on  up  I 
Adriatic  coast  to  Dubrovnik,  with  the  hills  of  Alb: 
brooding  darkly  in  the  distance.  Dubrovnik,  which  s«  I 
Italians  still  insist  on  calling  Ragusa,  is  an  exquisite  II 
walled  city,  remarkably  unscarred  by  Serb  bomb  art: 
during  the  Bosnian  war.  Which  is  to  say,  it  has  repaj 
most  of  the  damage  inflicted  by  those  bona  fide  bar 
ians — who  deliberately  concentrated  their  mortars  or 
Franciscan  Monastery  Library,  in  an  attempt  to  destrc 
medieval  manuscript  collection. 

Annemarie  had  arranged  for  a  concert  of  songs  f  I 
this  same  collection  in  the  monastery  cloister.  The  yo 
ful  performers  were  in  period  dress,  and  they  san 
sweedy,  with  perfect  command  of  old  ornamentation,  I 
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I  guessed  they  were  students  from  the  local  conservatory. 
I  nudged  to  the  front  of  our  little  crowd,  until  I  could  see 
no  twentieth-century  clothes,  and  then  had  no  trouble  in 
believing  that  I  was  back  in  the  age  of  Botticelli. 

Although  Western  commercialization  has  yet  to  spoil 
Dubrovnik,  espresso  machines  have,  thankfully,  arrived,  and 
we  imbibed  several  slugs  with  the  gendeman  editor  and  his 
wife  before  circling  the  city  by  its  ramparts.  Caffeine  fueled 
our  stride,  and  the  sea  wind  smelled  of  wet  shells.  Descend- 
ing again,  we  traversed  the  city's  marble  main  street,  which 
proved  to  be  even  more  satiny  than  the  calle  in  Palermo, 
and — the  eternal  frustration  of  cruise  travelers — regretted 
that  a  bus  was  waiting  to  pluck  us  back  to  the  docks. 

That  night,  a  choppy  one,  was  spent  crossing  over  to 
Ravenna,  where  my  wife  and  I  had  to  disembark,  missing 
Sea  Cloud's  final  voyage  to  Venice,  and  a  gala  closing  din- 
ner. Mr.  and  Mrs.  Panama  Hat,  by  now  our  firm  friends, 
had  a  farewell  cappucino  with  us  and  retailed  the  latest  ship- 
board gossip.  "Slippery  Nipples  is  an  heiress!  Apparently 
her  old  man  just  won  the  New  Jersey  lottery!" 

All  the  way  home  across  the  Atlantic,  as  I  juggled  for 
space  in  coach,  I  fantasized  about  the  life  I  could  be  living 
now,  if  I  had  taken  my  chance  to  ask  Ms.  Nipples  if  she 
would  like  a  stroll  in  the  moonlight,  that  night  she  and  I 
were,  uh,  tete-a-tete.  But  that's  the  way  it  is  with  shipboard 
romances.  They  blow  away  on  the  breeze.  • 

Edmund  Morris's  long-awaited  biography,  Dutch:  A 
Memoir  of  Ronald  Reagan,  will  be  published  this  month. 


'  ie  Unsinkable  Marjorie  Merri weather  Post  by  syivia  jukes  Moms 

.  .e  70  crew  members,  in  immaculate  world — her  fortune  was  estimated  at  $250  band,  Ambassador  Joseph  E.  Davies,  she 
ite  uniforms,  lined  up  to  greet  the  million — Marjorie  lived  as  if  she  were,  stunned  the  Soviets  by  importing  two 
ig  of  Norway's  consort  as  she  em-  entertaining  lavishly,  buying  furniture  tons  of  food  and  40  freezers  to  facilitate 
ked  on  Sea  Cloud  for  lunch.  Moving  once  owned  by  French  monarchs  and  the  catering  of  her  lavish  receptions. 
o  the  wood-paneled  dining  salon,  its  acquiring  the  largest  collection  of  Czar-  Marjorie  was  a  sensual  and  passion- 
)le  dressed  with  antique  lace,  shim-  ist  jewelry,  Faberge  eggs  and  other  ob-  ate  woman,  but  she  was  not  lucky  in  mar- 
ring crystal  and  silver,  the  royal  guest  jets  outside  Russia.  riage.  Her  first  husband  was  a  sedate 
tied  to  Marjorie  Merriweather  Post,  Though  beautiful  and  pleasure-loving,  WASP,  her  second  a  dashing,  incurable 
J  said,  "Why,  you  live  like  a  queen!"  she  was  also  an  astute  businesswoman,  philanderer,  her  third  a  possessive  lar- 
ndeed,  as  heir  to  C.W.  Post,  the  Mid-  having  been  exposed  to  all  facets  of  her  cenist  and  her  last  a  homosexual.  All  four 
stern  cereal  tycoon,  Marjorie  lived  in  father's  business  from  an  early  age.  When  divorces  cost  her  millions,  because  she 
;al  style  on  her  360-foot  yacht — as  CW,  a  depressive,  shot  himself  at  the  age  was  too  much  of  a  romantic  to  insist  on 
;  did  at  her  estates  in  Washington,  of  60,  Marjorie,  only  27,  was  more  than  prenuptial  agreements.  Ever  an  optimist, 
lm  Beach,  Long  Island,  South  Car-  ready  to  take  over.  she  tried  for  a  fifth  union  in  her  early 
na,  an  Adirondack  camp  and  a  70-  Unlike  her  niece,  the  Woolworth  heir-  80s,  but  the  object  of  her  affection,  a 
im  mansion  in  New  York  City.  She  ess  Barbara  Hutton,  she  knew  how  to  much  younger  man,  was  unwilling. 
d  designed  the  vessel  (built  in  a  Ger-  protect  and  expand  her  assets.  She  The  prospect  of  a  dotage  with  dimin- 
m  shipyard  in  1931),  and  was  soon  thwarted  unscrupulous  salesmen  by  be-  ished  mobility,  sight  and  hearing  ap- 
;nding  half  the  year  cruising  all  over  coming  a  gemologist,  and  increased  palled  "Mrs.  Post"  (by  then  she  had  re- 
:  globe  with  her  adored  husband,  E.F.  her  wealth  tenfold  by  founding  General  verted  to  her  maiden  name),  so  she 
itton,  and  their  daughter,  the  future  Foods  and  making  it  the  largest  corpo-  simply  stopped  eating.  When  she  died 
tress  Dina  Merrill.  ration  on  the  planet.  In  1937,  when  she  at  86,  the  last  of  her  kind,  American  so- 
fhough  not  the  richest  woman  in  the  arrived  in  Moscow,  with  her  third  hus-  ciety  was  duller  and  less  kindly. 
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\e  New  York  Times  most 

peripatetic  correspondent  picks 
40  of  his  favorite  US.  eateries. 


ofp     Johnny  Apple 

alb  America 

By  R.W  Apple  Jr.  /  Photographs  ByTriaGiovan 


The  first  proper  restaurant  that  I  ever  ate  in  was  an  Italian  joint  called 
Tony's  on  the  north  side  of  Akron,  Ohio,  where  I  grew  up.  It  was  just  before  the 
War,  I  was  about  six  and  the  menu  ran  to  exotica  like  antipasto  (anchovies,  peper- 
oncini  and  rolled-up  salami  on  iceberg  lettuce),  spaghetti  with  meatballs  and 
spumoni  for  dessert.  I  guess  we  drank  Coke  or  Pepsi;  wine  was  even  more  foreign 
to  my  parents  than  anchovies,  and  Tony  didn't  do  iced  tea.  •  Tony's  is  long  gone, 
like  most  of  the  restaurants  where  I  have  engaged  in  my  own  idiosyncratic  form 
of  body-building  over  the  last  half-century.  That's  the  thing  about  restaurants: 
They  disappear.  The  other  day,  I  was  looking  through  a  book  called  Great 
Restaurants  of  America,  published  in  i960,  which  I 
used  as  a  gastronomic  vade  mecum  during  the  pol- 
itical campaigns  of  the  late  1960s  and  early  1970s.  Of 
103  places  it  recommends,  only  a  dozen  or  so  survive, 
four  of  them  in  New  Orleans,  a  city  immobilized 
by  time  like  a  shrimp  in  aspic.  •  Charlie's  Cafe  Ex- 
ceptionale  in  Minneapolis  (specialty:  planked  steak 
with  a  gazillion  vegetables)  is  defunct.  Scandia  in  L.A. 
has  vanished,  with  its  Veal  Oscar,  and  so  has  Miller 
Bros,  in  Baltimore,  with  the  terrapin  that  H.L. 
Mencken  loved  so  much,  and  Luchow's  and  the  Coach 
House  in  New  York,  favorites  of  my  college  years.  (At 
the  first,  the  thing  to  order  was  a  gigantic  sweet  pan- 
cake, filled  with  cranberry  jam,  doused  with  kirsch  and 
flamed  tableside,  of  course,  and  at  the  second,  my 
heart  belonged  to  the  smoky  black  bean  soup  with 
sherry.)  •  All  of  which  is  a  convoluted  way  of  saying 


Commander's  i  di2lC6, 
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that  the  names  I'm  about  to  whisper  in  your  ear  are  per- 
ishable. These  are  my  Top  40  in  the  spring  of  1999.  By  the 
millennium  some  of  them  may  be  history;  by  then  surely 
there  will  be  new  wonders  to  behold. 

Northeast 

Bob's  Clam  Hut,  Rte.  1,  Kittery,  Me.;  (207)  439-4233.  This 
is  roadside,  seaside  nirvana.  All  of  New  England's  seafood 
fast-food  masterpieces  are  here:  blessedly  unthickened 
clam  chowder,  hyper-crisp  fried  clams,  and  lobster  rolls — 
chunks  of  lobster  in  mayonnaise,  served  on  those  special 
regional  buns  that  resemble  two  small  toasted,  buttered 
pieces  of  bread,  hinged  together. 
Hamersley's  Bistro,  553  Tremont  St.,  Boston;  (617)  423- 
2700.  My  stepson  was  playing  football  for  Harvard  on  my 
60th  birthday,  so  we  celebrated  here.  Working  in  an  open 
kitchen,  wearing  a  Red  Sox  cap,  Gordon  Hamersley  turns 
out  relaxed,  robust  dishes  ranging  from  a  mushroom  and 
garlic  "sandwich"  to  Platonic  roast  chicken.  Fiona,  his 
English  wife,  chooses  the  judiciously  priced  wines. 
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Olives,  10  City  Sq.,  Charlestown,  Boston;  (617)  242-19(1 
Darkly  handsome  and  unfailingly  creative,  Todd  Engl 
started  with  a  storefront  and  built  it  into  the  city's  favor 
restaurant.  He  serves  hearty  bistro  fare  like  foie  gras  fl 
with  truffles  and  wild  mushrooms  and  brisket  with  Par 
esan  risotto.  No  reservations,  long  waits,  worth  it. 

New  York 

Aquavit,  13  W.  54th  St.;  (212)  307-7311.  Housed  in  a  de 
converted  Rockefeller  town  house,  with  casual  eating 
the  bar  and  capital-D  dining  in  the  flag-draped,  two-st 
atrium,  this  is  America's  best  Scandinavian  restaura 
Don't  miss  the  herring,  marinated  or  pickled,  wh 
comes  with  a  knee-buckling  shot  of  one  of  the  ho 
aquavits.  The  barely  cooked  salmon  is  sensational 
Le  Bernardin,  155  W.  51st  St.;  (212)  489-1515. 1  admi 
Gilbert  and  Maguy  Le  Coze's  places  in  Paris;  I  adrr 
even  more  the  Manhattan  restaurant  where  Maguy  c 
ries  on  alone  after  Gilbert's  depressingly  premature  dee 
Nobody  anywhere  does  more  sophisticated  fish  cookin) 
prime  products,  mostly  grilled  or  roasted,  subtly  sauc 
Try  black  bass  with  cabbage,  or  the  prix  fixe. 
Cafe  des  Artistes,  1  W.  67th  St.;  (212)  877-3500,  j 
Living  National  Treasure,  the  perfect  place  for  si 
per  after  the  concert,  ballet  or  opera  at  Lincoln  Cen 
Howard  Chandler  Christy's  mildly  risque  murals,  d 
paneling,  gruff  waiters,  a  sublime  pot-au-feu  and  exc 
tionally  well-chosen  small  wines.  George  and  Jenifer  L    n$\ 
deserve  a  medal  for  keeping  this  show  on  the  road 
Four  Seasons,  99  E.  52nd  St.;  (212)  754-9494.  There  i 
no  better  expressions  of  timeless  New  York  style  than 
Pool  Room  and  Grill  Room,  filled  with  the  rich,  the  p< 
erful  and  the  wannabes.  Picasso,  Mies,  Philip  Johnson 
Richard  Lippold  made  the  place  an  icon  of  modern 
sign;  Alex  von  Bidder  and  Julian  Niccolini  are  peer 
hosts.  The  food  is  up-to-date  but  never  faddish. 
Gramercy  Tavern,  42  E.  20th  St.;  (212)  477-0777.  W 
Jean-Claude  Vrinat,  owner  of  Paris's  Taillevent,  ga 
party  for  his  American  clients,  this  is  where  he  gave  it. 
is  widely  considered  the  most  accomplished  restaura 
in  France,  and  he  considers  Danny  Meyer  his  New^ 
counterpart.  Me  too.  Tom  Colicchio's  roasted  sadd 
rabbit  with  mashed  potatoes  suits  the  hearty  mood. 
Jean  Georges,  1  Central  Park  West;  (212)  299-3900.. 
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le  Garden  District 


w  Orleans  knows  its  shrimp. 


:orges  Vongerichten  seems  immune  to  the  (con)fusion 
sine  that  infects  many  modern  kitchens.  Sweetbreads 
yored  with  carrot  essence  and  licorice,  squab  paired 
:h  Moroccan  spices  and  onion  confit — the  flavors  are 
ong  but  the  balance  is  perfect.  Gala  desserts,  often 
;ed  on  chocolate,  bananas  or  pineapple, 
n  Domenico,  240  Central  Park  South;  (212)  265-5959. 
ny  May  has  worked  tirelessly  to  promote  fine  Italian 
>d  in  the  United  States.  For  this,  his  gleaming  flagship 
taurant,  he  imports  the  very  best  Parmesan  and  the 
shest  white  truffles  in  season.  The  spaghetti  alia  chi- 
ra,  the  duck  breast  with  olives  and  the  wines,  especially 
•  big  Barolos,  are  all  comme  ilfaut. 

Mid-Atlantic 

Bee-Fin,  1523  Walnut  St.,  Philadelphia;  (215)  567-1000. 
orges  Perrier  is  a  classicist  from  Lyons,  a  champion  of 


France's  most  distinguished  gastronomic  tradition.  Dishes 
like  his  galette  de  crabe  and  warm  fish  mousseline  are  un- 
matched on  this  side  of  the  Atlantic.  If  the  opulent,  for- 
mal dining  room  puts  you  off,  visit  the  snug  little  bar 
downstairs;  the  food  is  almost  as  good. 
Susanna  Foo,  1512  Walnut  St.,  Philadelphia;  (215)  545- 
2666.  Many  have  tried,  but  few  have  succeeded  as  well  as 
Susanna  Foo  in  blending  Chinese  ingredients  and  tradi- 
tions with  French  finesse.  Inventive  dim  sum  and  eight- 
treasure  quail  are  two  standouts  on  a  lengthy  menu,  which 
includes  bland  and  spicy,  steamed,  roasted  and  stir-fried 
dishes.  The  service  is  refined,  and  so  is  the  room. 
Inn  at  Little  Washington,  Middle  &Main  Sts.,  Wash- 
ington, Va.;  (540)  675-3800.  Ninety  minutes  from  Wash- 
ington, D.C.,  in  the  lee  of  the  Blue  Ridge,  Reinhardt 
Lynch  and  Patrick  O'Connell  have  created  a  stately  plea- 
sure dome  that  would  have  wowed  Kubla  Khan  (and  cost 

FORBES  FY1  87 


Ask  for  Mom  S  dumpling: 


> 


Kft* 


<3^ 


him  plenty).  Flawless  techniques  are  applied  to  local  prod- 
ucts; e.g.,  seared  foie  gras  with  country  ham.  Remarkable 
wines  and  opulent  bedrooms. 

Kinkead's,  2000  Pennsylvania  Ave.  NW,  Washington, 
D.C.;  (202)  296-7700,  is  my  canteen.  I  could  eat  Bob 
Kinkead's  food,  especially  his  seafood,  every  night,  and 
drink  his  classy  wines  until  they  locked  the  doors.  Lobster 
with  white  beans  and  savoy  cabbage,  Thai  fish  soup, 
whole  crispy  snapper  and  brimming  shellfish  platters 
never  disappoint.  Discreet  piano  jazz  helps  create  an 
easygoing  mood. 

South 

Commander's  Palace,  1403  Washington  Ave.,  New  Or- 
leans; (504)  899-8221.  Owner  Ella  Brennan,  the  doyenne 
of  New  Orleans  restaurateurs,  never  lets  Commander's, 
the  gem  of  the  Garden  District,  go  stale.  Jamie  Shannon's 
haute  Creole  cooking  ranges  from  seared  shrimp  with  hot 
sauce  and  tasso  (a  local  ham)  to  whole  redfish  or  snapper 
baked  in  rock  salt.  Jazz  brunch  every  weekend,  with  lethal 
Sazerac  cocktails. 

Galatoire's,  209  Bourbon  St.,  New  Orleans;  (504)  525- 
2021.  La  Vrai  Nouvelle  Orleans  lives  on  in  Galatoire's  el- 
derly waiters,  sleepy  paddle-fans  and  tin  ceilings.  On  the 
menu,  too:  definitive  versions  of  trout  meuniere,  shrimp 
remoulade,  crabmeat  ravigote  and  bread  pudding  with 
whiskey  sauce,  defiantly  unmodernized.  No  reservations 
except  foi  !>ig  groups,  so  go  for  lunch  early  or  late. 
Uglesich's,  ^.38  Baronne  St.,  New  Orleans;  (504)  523-8571. 
New  Orleam  s  about  good  times,  and  no  place  is  more 
fun  than  Ugl  >ich's,  a  beat-up  grocery  store  far  from 
the  lights  of  the  French  Quarter.  Deep-fried  anything  is 
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good — oysters  and  soft-shelled  crabs,  for  instance 
hot  sauce  is  applied  with  reckless,  delicious  abandJ 
Drink  beer  from  the  bottle,  like  the  locals. 
Elizabeth  on  37th,  105  E.  37th  St.,  Savannah,  Ga.;  (9I 
236-5547.  Elizabeth  Terry  comes  from  Ohio,  but  her  coil 
ing  has  an  accent  as  Southern  as  Spanish  moss.  Georl 
products  feature  in  dishes  like  stuffed  Vidalia  oniol 
pecan-crusted  fish  cakes  and  grits  with  shrimp  and  r«l 
eye  gravy.  Her  husband,  Michael,  a  Harvard  B-schf 
graduate,  adeptly  handles  the  wines. 
Magnolia  Grill,  1002  Ninth  St.,  Durham,  N.C.;  (919)  2I 
3609.  Ben  Barker,  a  genial  giant  of  a  man,  does  Asian ; 
Provencal  and  Italian  riffs  on  Southern  tradition,  prod  I 
ing  dishes  like  soft-shell  crabs  in  basil  tempura  withj 
heirloom  tomato  salad.  His  wife,  Karen,  the  pastry  cl| 
makes  something  called  sour  cream-brown  sugar 
cream  that  tastes  so  good  it  ought  to  be  illegal. 
Norman's,  21  Almeria  Ave.,  Coral  Gables,  Fla.;  (305)  4I 
6767.  Norman  Van  Aken  is  the  real  thing.  His  M 
World  cuisine,  which  marries  foods  and  spices  ot  Floil 
and  the  Caribbean,  making  bold  use  of  exotic  fnl 
sometimes  sounds  goofy  ("rhum  and  pepper-painted  fi 
for  example,  or  "Venezuelan  chocolate  love  triangle"), 
it  is  unfailingly  fresh,  colorful  and  delectable. 

Midwest 

Arun's,  4156  N.  Kedzie  Ave.,  Chicago;  (773)  539-ic  j 
Catch  a  cab  to  this  slighdy  seedy  neighborhood  north\ 
of  downtown  and  prepare  to  be  dazzled — by  the  best  1 1 
food  outside  Bangkok,  the  bright,  magical  decor  and  c  '• 
Austrian  wines  that  suit  the  complex,  spicy  food  to 
Let  Arun  Sampanthaviavat,  a  charmer,  order  for  you, 
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sure  he  includes  his  mother's  dumplings. 
terest,  440  South  LaSalle  St.,  Chicago;  (312)  663-8920. 
Hn  Joho,  whose  sparkling  establishment  sits  40  floors 
■pve  the  Loop,  breaks  an  iron  rule  of  the  restaurant 
Bne:  Great  views  and  great  food  don't  go  together. 
Jftatian-born,  he  is  as  much  at  home  with  Maine  lobster 
■poppvseed  crepe  souffle,  and  occasionally  he  turns  out 
■ieroic  choucroute.  The  Alsatian  wines  are  unequaled. 
Ijijmtera  Grill,  445  North  Clark  St.,  Chicago;  (312)  661- 
H4.  Rick  Bayless  returns  to  Mexico  each  year  to  re-im- 
Hrse  himself  in  chiles  and  mole.  You  can  taste  it  in  his 
■nningly  authentic  cooking.  The  appetizer  platter 
Kicken  taquitos,  marlin  ceviche,  Mexico  City-style  que- 
■alillas  with  epazote)  will  give  you  the  idea,  as  will  tan- 
•Sine  ice  cream  with  fabulous  Mexican  chocolate  sauce. 
bawingo,  950:  Lake  St.,  Ellsworth,  Mich.;  (616)  588- 
jji.  Far  from  the  madd(en)ing  crowd,  Harlan  Peterson 
•Irks  wonders  with  the  superb  ingredients  of  northern 
alchigan,  including  cherries,  morel  mushrooms  and 
■fchwater  fish  like  trout  and  pickerel.  A  former  automo- 
:mi  designer,  he  sends  out  plates  that  are  artistic  without 
fcng  precious.  The  woodsy  setting  is  lovely. 
5  enson's,  18  S.  Hawkins  Ave.,  Akron,  Ohio;  (330)  864- 
'■6.  You  can  take  the  boy  out  of  Ohio.. . .  Call  it  home- 
■jvrn  bias,  but  I  think  this  tiny  drive-in,  which  dates  back 
tithe  Depression,  serves  the  best  cheeseburgers  any- 
Mere.  My  dad  used  to  say  that  they  used  molasses  in  the 
Ijle  patties  to  help  them  caramelize  on  the  grill.  The  buns 
at  perfect;  is  the  cheese  Cheez-Whiz? 

Southwest 

C:e  Annie,  1728  Post  Oak  Blvd.,  Houston;  (713)  840-1111. 
Lbert  Del  Grande's  approach  to  cooking  is  regional,  in- 


tellectual and  emotional,  resulting  in  vibrant,  carefully 
controlled  flavors.  Mussel  soup  with  cilantro  and  serrano 
chile  cream  and  cinnamon-roasted  pheasant  reflect  skill- 
ful marriages  of  tradition  and  innovation.  Mimi,  the  chefs 
superbly  fizzy  wife,  makes  the  dining  room  go. 
Sonny  Bryan's  Smokehouse,  2202  Inwood  Rd.,  Dallas; 
(214)  357-7120.  So  you  stand  in  the  cafeteria  line,  maybe 
behind  a  matron  in  blue  jeans,  diamonds  and  mink,  and 
fill  your  plate  with  brisket  and  french  fries.  You  carry  it 
back  to  a  rickety  old  schoolhouse  desk,  along  with  a  beaker 
of  sweet  iced  tea,  and  douse  the  slow-cooked  beef  with 
sauce,  hot  or  mild.  You  smile.  Hell,  you  rejoice. 
Star  Canyon,  The  Centrum,  3102  Oak  Lawn  Blvd.,  Dallas; 
(214)  520-7827.  For  my  money,  Stephan  Pyles  is  Dallas' 
premier  chef.  He  refines  the  Tex-Mex  tradition  in  his 
tamale  tart  with  roast  garlic  custard,  celebrates  the  cow- 
boy tradition  in  his  classic  rib-eye  steak  and  evokes  the 
Texas  fondness  for  self-indulgence  in  his  peanut  butter 
cake.  A  well-honed  technique  underlies  the  fireworks. 

West 

Wild  Ginger,  1400  Western  Ave.,  Seattle;  (206)  623-4450. 
In  a  bare-wood  setting,  the  gifted  Jeem  Han  Lock  turns 
out  a  true  pan-Asian  cuisine,  ranging  from  Cambodian 
barbecued  prawns  to  Penang  beef  curry.  Each  flavor  and 
national  culinary  tradition  comes  through  loud  and  clear, 
with  no  reaching  for  sensation.  Cantonese  restraint  and 
Thai  exuberance  are  both  well  served. 
Sam  Choy's,  73-5576  Kauhola  St.,  Kailua-Kona,  Hawaii; 
(808)  326-1545.  Sam  Choy,  a  mountain  of  a  man,  knows 
Pacific  fish  like  few  others,  and  he  knows  how  to  handle 
them,  too.  His  fried  poke  sandwich  is  a  model,  as  is  his 
grilled  big-eye  tuna.  The  methods  are  simple  and  reliant 
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for  their  success  on  absolute  freshness  of  raw  materials;  the 
setting  and  presentation  are  equally  unadorned. 
Roy's,  6600  Kalanianaole  Highway,  Honolulu,  Hawaii; 
(808)  396-7697.  Out  near  Diamond  Head,  Roy  Yamaguchi 
blends  Hawaiian,  Asian  and  European  influences  with 
great  results.  Blackened  ahi  in  soy  mustard  sauce,  for  ex- 
ample, is  rich,  spicy  and  salty  at  the  same  time.  This  prince 
of  Pacific  Rim  cuisine  has  outposts  all  over  the  place. 

California 

Cafe  JapengO,  The  Aventine,  8960  University  Center 
Lane,  San  Diego;  (619)  450-3355.  Improbably  situated  next 
to  a  suburban  hotel,  high-tech  to  a  fault,  Cafe  Japengo 
demonstrates  what  fusion  cuisine  can  achieve.  Pot-stick- 
ers to  die  for,  Westernized  sushi  and  succulent  products 
of  the  wood-oven  provide  the  gastronomic  substance. 
Campton  Place,  340  Stockton  St.,  San  Francisco;  (415) 
955-5555.  There's  a  small  hotel... with  a  perfect  dining 
room.  Go  for  the  French  toast  at  breakfast  or,  at  dinner, 
try  Todd  Humphries'  beatific  braised  short  ribs  with 
pureed  potatoes  or  sea  bass  with  caramelized  endive. 
Chez  Panisse,  1517  Shattuck  Ave.,  Berkeley,  (510)  548-5525. 
Much  of  what  American  restaurants  have  achieved  in  the 
last  25  years  they  owe  to  Alice  Waters.  It  was  she  who  first 
developed  a  network  of  small  farmers  to  supply  her  needs, 
emulating  French  provincial  chefs,  and  she  who  created 
modern  classics  like  baked  goat  cheese  on  greens.  Set 
meals  downstairs,  a  la  carte  upstairs. 
French  Laundry,  6640  Washington  St.,  Yountville;  (707) 
944-2380.  My  colleague  Ruth  Reichl  calls  this  the  coun- 
try's best  restaurant,  and  I  wouldn't  argue  much.  Thomas 
Keller  can  cook  anything  and  make  you  take  notice.  He 
likes  to  have  fun  with  food — he  calls  one  specialty  tongue 


and  cheek — but  his  meltingly  tender  lamb  persillade  a 
dessert  spectaculars  are  no  joke. 

Tadich  Grill,  240  California  St.,  San  Francisco;  (415)  3<l 
1849.  There  are  booths  for  the  self-effacing,  but  the  pla 
to  sit  is  the  enormous  U-shaped  counter.  Tadich's  ser 
peerless  grilled  and  sauteed  fish — sand  dabs,  rex  sole  a] 
petrale  are  the  best — with  tartar  sauce  on  the  side.  Tj 
suits  love  the  place,  so  take  a  late  lunch  and  avoid  the  linl 
Chinois  on  Main,  2709  Main  St.,  Santa  Monica;  (310)  y\ 
9025.  Wolfgang  Puck,  and  his  restaurants,  are  everywhe I 
yet  the  consistency  at  this  brilliant  restaurant  never  vl 
vers.  Shanghai  lobster  with  spicy  ginger  curry  sauce,  an 
novation  two  decades  ago,  tastes  as  fresh  as  ever. 
Ginza  Sushiko,  218  Via  Rodeo,  Beverly  Hills;  (310)  2.1 
8939.  Forget  what  you  eat  at  your  local  sushi  bar.  Wl 
Masa  Takayama  prepares  for  a  handful  of  guests  e:| 
night  comes  from  a  different  planet.  The  toro  is  fatter, 
urchins  sweeter.  And  the  potentially  lethal  fugu  (flel 
then  skin,  aspic,  liver)  are  indescribably  delicious.  Brf 
serious  money,  it  costs  $500  for  two. 
Matsuhisa,  129  N.  La  Cienega  Blvd.,  Beverly  Hills;  (i| 
659-9639.  This  is  where  it  all  started.  Japan-born,  Pe 
trained,  Nobu  Matsuhisa  perfected  his  individualistic  s  [ 
in  this  humble-looking  spot  before  dazzling  New  Y 
and  London.  I'm  still  stunned  by  dishes  like  new-s 
(slightly  cooked)  sashimi  and  a  whole  repertoire  I 
morsels  from  the  sea  underutilized  by  everyone  else. 
Valentino,  3115  W.  Pico  Blvd.,  Santa  Monica;  (310)  8| 
4313.  This  is  the  best  Italian  restaurant  in  the  country, 
no  one  tops  Piero  Selvaggio  as  a  host.  Depending  on 
season,  he  will  recommend  a  scintillating  pasta,  or  ma 
porcini  mushrooms  or  freschissima  fruit.  The  earthqi 
decimated  a  great  cellar,  but  it  has  been  rebuilt.  • 
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Hawaii's  Mauna  Kea  Beach  Hotel  is  an  aesthetes  paradise. 


We'll 
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From  a  distance  it  looks  like  a  typical 
modern  Hawaiian  resort,  another  heap  of  con- 
crete by  the  water.  It's  not  until  you  enter  the 
Mauna  Kea  Beach  Hotel  that  you  understand 
its  mystique.  You  look  down  from  the  terrace 
to  see  a  perfect  crescent  of  sand  and  palm  trees: 
the  Platonic  ideal  of  a  beach,  the  sight  that 
inspired  Laurance  Rockefeller  back  in  i960, 
when  he  toured  the  islands  with  state  officials 
who  were  trying  to  start  a  tourist  industry 
beyond  Waikiki  Beach.  They  offered  Rocke- 
feller his  pick  of  coastlines,  and  he  settled  on 
this  remote  spot  next  to  a  desert  of  black  lava 
on  the  Big  Island's  northwest  coast.  It  had  no 
roads,  no  grass,  no  water — nothing  except  the 
beach,  but  that  was  enough. 

Rockefeller,  who  was  using  his  family's 
money  and  his  patrician  tastes  to  build  hotels 
called  Rockresorts,  opened  the  Mauna  Kea  in 
1965.  Skeptics  called  it  a  white  elephant — who 
would  pay  so  much  to  go  so  far? — but  it  became 
a  favorite  among  the  jet  set.  Eventually  other 
hotels  opened  along  the  coast,  and  the  Mauna 
Kea  lost  some  of  its  appeal  as  it  changed  own- 
ers and  aged.  In  1994,  it  was  closed  for  renova- 
tions that  lasted  two  years.  The  new  Japanese 
owners  have  restored  many  of  Rockefellers' 
touches,  and  the  result  is  a  modern  hotel  with  a 
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rare  quality  in  beach  resorts:  patina.  You  sense 
it  partly  in  the  architecture — by  now  the  1960s 
atrium  and  cantilevered  lounges  have  a  pleasant 
vintage  feel,  a  bit  like  a  Frank  Lloyd  Wright  cre- 
ation— but  you  especially  find  it  in  the  objects 
displayed  in  the  halls  and  lobbies  of  the  resort. 

They  are  the  kind  of  objects  that  you  nor- 
mally expect  to  see  only  in  the  company  of  a  uni- 
formed guard  who  keeps  saying,  "Please  step 
back  from  the  art."  Thanks  to  Rockefeller,  the 
Mauna  Kea  is  endowed  with  one  of  the  world's 
finest  collections  of  Asian  and  Pacific  art:  stat- 
ues, paintings,  tapestries,  canoes,  drums,  screens 
and  assorted  oddities.  The  tone  is  established 
nicely  at  the  front  entrance,  which  is  flanked  by 
exquisite  bronze  statues,  covered  with  gold  leaf 
and  inlaid  mirrored  glass,  from  18th-century 
Bangkok.  Each  of  the  figures  is  a  kneeling  Bud- 
dhist disciple.  Once  you  enter  the  hotel,  you 
find  the  object  of  the  veneration  sitting  cross- 
legged  in  a  garden  underneath  a  fig  tree:  a  six- 
foot- high  granite  statue  of  the  Buddha  himself, 
carved  in  southern  India  13  centuries  ago. 

This  statue  is  the  most  valuable  object  in  the 
art  collection  and  the  spiritual  centerpiece  of 
the  hotel.  Often  you'll  see  flowers  or  fruit  rest- 
ing in  the  hands  of  the  meditating  Buddha, 
offerings  placed  by  guests  who  have  come  to 
appreciate  the  moment  of  great  enlightenment 
depicted  in  the  statue.  At  first,  I  grant  you,  it 
may  be  difficult  to  imagine  a  close  link  between 
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the  philosophy  of  Buddha  and  the  philosophy  of  guests  at  a 
luxury  resort.  You  may  recall  that  the  Buddha  was  a  wealthy 
young  prince  who  renounced  all  worldly  luxuries.  But  after 
seven  years  of  asceticism,  he  decided  that  material  depriva- 
tion was  useless  too.  Meditating  under  a  fig  tree,  he  dis- 
covered that  the  key  to  happiness  is  to  follow  the  eightfold 
path,  a  code  of  right  thought  and  right  action  that  will 
enable  you  to  eliminate  the  desires  that  cause  suffering. 

After  a  day  meditating  under  a  beach  umbrella  at  the 
Mauna  Kea,  I  began  to  understand  the  serene  expression 
on  the  Buddha's  face.  I  read  a  little  about  the  Buddha's 
eightfold  path,  and  I  decided  that  the  Mauna  Kea  fulfilled 
all  eight  of  the  steps  he  prescribed: 

The  Mauna  Kea  shapes  the  proper  ambi- 
tions. You  arrive  with  intentions  to  visit  the  famous  sights 
of  the  Big  Island:  the  waterfalls  in  the  tropical  rain  forests; 
the paniolos  (Hawaiian  cowboys)  roaming  the  225,000-acre 
Parker  Ranch;  the  hot  lava  flowing  to  the  sea  from  vents  in 
the  Kilauea  volcano.  But  once  you 
reach  the  seclusion  of  the  Mauna 
Kea,  your  aspirations  change.  You 
might  still  decide  to  take  a  heli- 
copter ride  over  to  the  volcano,  but 
you  don't  feel  obliged  to  venture 
anywhere  beyond  the  resort.  Its 
1,839  acres  are  enough.  You  aspire 
merely  to  relax. 

The  absolutely  correct 
view  is  from  the  deluxe  rooms 
facing  the  ocean,  each  with  a  bal- 
cony that  gives  you  the  feeling  of 
being  suspended  over  the  water. 
But  even  the  other  views  aren't 
bad.  You  either  face  lush  gardens  or  the  13,796-foot-high 
snowcapped  peak  of  Mauna  Kea  (which  means  "white 
mountain"),  and  you  feel  blessedly  distant  from  civilization 
(including  the  other  hotels  hidden  down  the  coast). 


ugh. 


Everything  seems  to  be  a  little  quieter  in  these 
parts.  As  you  drive  up  the  coast  from  the  Keahole  Kona  air- 
port to  the  hotel,  in  the  black  lava  desert  next  to  the  road  you 
see  ecologically  correct  graffiti:  white  rocks  stacked  to  form 
a  polite,  nonpermanent  record.  The  hotel  staff  prides  itself 
on  subdued  discretion — the  management  makes  a  point  of 
not  naming  celebrities  who  have  stayed  there — and  eventu- 
ally the  attitude  seems  to  affect  even  guests  from  New  York. 
You  can  find  investment  bankers  speaking  as  softly  as  the 
natives.  And  somehow  the  golfers  who  have  to  deal  with  the 
Mauna  Kea's  third  hole — a  tee  shot  over  the  ocean  to  reach 
the  green — usually  manage  to  keep  their  voices  down. 

T  You  can  play  tennis  near  the  ocean,  ride  horses 
in  the  upcountry  pastures  of  the  Parker  Ranch  and  play  golf 
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on  two  verdant  courses  carved  out  of  a  5,000-year-old  la\ 
flow.  Surfers  and  boogie-boarders  will  find  most  excellei 
waves  crashing  onto  the  beach.  A  stickler  for  right  condu* 
might  be  disappointed  at  the  gym  faculties — a  few  exercio 
bicycles  and  other  ■basics — but  you  can  always  use  the  si 
and  fitness  center  in  the  big  new  sister  hotel  down  the  roa< 

You  don't  have  to  do  anything  except  sign  yo> 
name  on  the  checks  and  help  yourself  to  the  buffets  in 
pavilion  restaurant  overlooking  the  ocean.  (One  saluti 
effect  of  the  Japanese  influx:  The  breakfast  buffet  fea 
miso  soup,  which  is  better  than  you  might  imagine  at  th 
hour.)  The  staff  will  handle  everything  else,  whether  yc 
want  a  sandwich  on  the  beach,  a  cocktail  in  the  hot  tub, 
exhibition  of  hula  dancing,  or  a  blend  of  Euro  and  Asi 
cuisine  in  the  hotel's  formal  restaurant,  Batik. 

Like  Rockefeller,  the  hotel's  new  ma 
agers  have  paid  attention  to  the  details,  from  the  craft 
wicker  chairs  on  the  balconies  to  the  myna  birds  singing 
the  courtyards.  The  artwork  is  deftly  placed.  Bronze  dnu 
from  the  Far  East  serve  as  end  tables  in  the  lobby,  t\ 
wooden  horses  carved  as  temple  offerings  for  the  childr 
of  18th-century  Japanese  aristocrats  are  outside  the  gj 
shops,  where  20th-century  parents  seek  offerings  for  th 
children.  As  you  sip  a  drink  from  the  hotel's  Copper  B 
you  can  contemplate  masks  used  in  New  Guinean  init 
tion  rituals  involving  scarification  and  circumcision — a 
you  can  guess  that  the  people  wearing  those  masks  w< 
probably  sipping  a  fair  quantity  of  alcohol  themselves. 

Right 

In  Rockefeller's  day  the  Mauna  F 

was  a  retreat  without  televisions  in  the  guestrooms.  Toda  : 
has  TVs  in  all  the  rooms,  but  the  staff  will  remove  the  n  : 
if  you  ask.  You  can  sit  on  the  balcony  and  contemplate  I 
important  things  in  life,  such  as  the  whales  that  like  to  w: 
gle  their  tails  offshore.  And  you  will  probably  not  be  gre; 
distracted  by  stormy  weather,  because  Rockefeller  put 
hotel  in  a  desert  that  gets  only  10  inches  of  rain  a  year. 

)0D  This  is  the  tricky  part  of  the  eightfold  p; 
A  stay  at  the  Mauna  Kea  may  tempt  you  to  give  up  y<  f 
livelihood  altogether:  Who  wants  to  go  back  to  the  off)  I 
But  as  you  contemplate  the  prospect  of  staying  on  the  ; 
Island,  you  will  not  be  able  to  avoid  noticing  that  there  : 
certain  expenses  involved.  Hawaii  is  not  cheap.  So  at  * 
end  of  your  contemplation  you  will  probably  decide  1 1 
the  right  livelihood  is  one  that  enables  you  to  make  enoi  1 
money  to  afford  another  stay  at  the  Mauna  Kea.  1  s 
means,  of  course,  that  you'd  better  go  back  to  the  off  • 
But  at  least  you'll  go  back  enlightened.  • 

Mauna  Kea  Beach  Hotel:  guest  rooms  $j2j-$i,  250/ 'double  0  - 
pancy;  (800)  882-6060,  (800)  WESTINi;fax  (808)  88v-j 
wivw.  maunakeabeachhotel.  com 
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At  last,  something  to  show  for  all  your  hard  work. 

JVC's  FS  Music  Systems  represent  a  quantum  leap  in  sound 
-&  style.  From  the  state-of-the-art  1  bit  CD  player  to  the 
Hyper  Neo  Olefin  drivers,  the  benchmark  technology 
inside  FS  reinforces  the  breathtaking  exterior. 


rJ 


SFRIES 


For  convenience,  there  is  a  stand-up  remote  and  a 
Dual  Layer  Fluorescent  Display  that  allows  you  to 
choose  between  an  elegant  analog  clock  or  digital 
track,  time,  and  station  information. ..  at  will. 
There's  also  a  built-in  20  minute  backup  to  make  sure 
you  never  miss  an  important  meeting  or  tee  time. 


So,  if  music  is  a  big  part  of 
getting  you  through  the 
day— and  making  the  night 
feel  right,  JVC  FS  Music 
Systems  are  the  perfect 
24  hour  companion. 


JVC    1700  Valley  Road,  Wayne,  NJ  07470   www.jvc.com 


The  Forbes  Digital  Tool:  Forbes  and  mo 

What  is  the  Forbes  Digital  Tool?  Not  just  the  magazine.  The  Digital  Tool  is  the  place  to  go  to  search  and  screen  our 
databases  of  corporations,  rich  people  and  mutual  funds;  the  place  to  sound  off  or  query  the  editors  and  columnists 
who  bring  you  the  news  and  analysis.  The  Tool  is  the  place  to  turn  to  for  unique  daily  and  even  hourly  cutting-edge 
technology  and  financial  news  as  reported  and  written  by  the  Digital  Tool's  own  news  staff.  The  Tool  is  Forbes, 
only  faster. 
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Focus  oft  Internet .  telecom 


stocfcs 


By  Marius  Hrl«d 

A  Excite :  big  n»»s 


little  substance 


By  Charles  Dubow 
Vill  ttte  cbi»  equipment 


»jll— o  burst  this  yeefc? 


By  Om  Malik 


Cot  Capital? 

1     11 
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Tech  News 

From   Monday  through 
the  weekend,  the  Digital  Tool 
staff  covers  the  trends  and  com- 
panies shaping  the  most  explosive 
economic  growth  in  history. 

Interactive  Databases 

Want  to  know  how  many  unmarried 
there  are  in  the  state  of  California?  Nl 
the  best  small  companies  in  the  countr !? 
most  dynamic?  Log  into  the  Digital  T(  t 
and  search,  screen  and  calculate. 

Multimedia  Center 

Tools,  not  text  is  the  motto  of  the  Digit?  X 
we're  going  multimedia  with  the  best  c  | 
original  business  audio  and  video  c 
Tune  in  for  live  events  to  daily  news  br | 

Forbes  Columnists 

Ever  wanted  to  ask  Ken  Fisher  or  St< 
opinion  about  the  market?  Dr.  Thomas 
est  column  sparked  a  question?  Log  intc 
forums  and  watch  them  get  down  to  bu 

News  Wire 

If  an  issue  of  Forbes  every  two  weeks  is 
then  check  out  the  Forbes  Wire  Desk 
markets  and  tech  sector  are  covered  i 
every  hour. 

Mutual  Fund  Guide 

The  Tool  is  the  place  to  go  for  sophisti 
sis  of  more  than  8,000  mutual  fum 
daily    and    ranked    using    Forbes 
grading  system. 

Financial  Data 

From  stock  quotes  to  price  charts,  1 1 
the  markets  covered  and  is  adding  m<  * 
services  every  day 


n 


■and  accessones  for  every  occasion 
■online  shopping  environment. 


sponsored  by 


DigitalTool 

www.forbes.  com 


FOR  DECADES,  KEEPING  A  DECENT 
photographic  record  of  your  travels 
meant  lugging  along  a  camera 
that  packed  down — with  assorted 
lenses  and  accessories — into  a 
bag  large  enough  to  require  its  own 
porter.  Today,  however,  it's  by 
no  means  the  big  boxes  that  always 
take  the  best  pictures.  Here  are 
a  few  of  our  favorites  compacts. 

Among  the  smallest  and  most 
trendy  of  all  the  new  models  is  the 
Canon  Elph  370Z,  above  right, 
the  same  camera  the  stars  carry  in 
their  trembling  fingers  when  they 
attend  the  Academy  Awards  cere- 
mony. Like  many  of  the  compacts, 
the  Elph  uses  the  new  Advanced 
Photo  System  (APS)  film  technol- 
ogy (unlike  conventional  35  mm, 
you  don't  touch  the  film  and  you 
can  change  the  format  in  mid-roll). 
$500.  (800)  OKCANON. 


The  Olympus  /Zoom  75,  right, 
is  perhaps  the  most  economically 
satisfactory  of  all  the  little 
cameras.  Also  the  most  esthetically 
pleasing,  with  its  Champagne-gold 
exterior.  Producing  this  camera 
is  like  pulling  out  a  gold,  mono- 
grammed  cigarette  case  at  the 
roulette  table.  $454.  (800)  622-6372. 

The  Leica  Minilux  Zoom, 
below,  isn't  the  most  miniature  of 
all  the  minis,  but,  hey,  it's  a  Leica. 
It  shoots  conventional  35  mm  with 
a  35-70  mm  lens,  and  the  result 
is  pure  magic.  $995.  (800)  222-0118. 


Photographs  by  Ron  Reeves 


TANDARDS 

Remember  that  little  shirt  pocket  where  you  used  to  carry  your  cigarettes? 
\fell,  it  should  just  about  fit  one  of  these  compact  cameras. 
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THE  LONGEST  LENS  YOU  CAN  GET 
in  a  small,  point-and-shoot,  auto- 
focus  camera  comes  on  the  Pentax 
IQ  Zoom  200,  above.  The  48- 
200  mm  zoom  gives  you  more 
versatility  than  anyone  would  have 
thought  possible  just  a  few  years 
ago.  The  camera  uses  conventional 
35  mm  film.  $612.  (800)  877-0155. 
The  Nikon  Pronea  S,  left,  em- 
ploys the  best  features  of  both 
Single  Lens  Reflex  and  Advanced 
Photo  System  technology.  And, 
because  of  its  size,  it  has  the  feel  of 
point-and-shoot.  You  focus 
through  the  lens — which  always 
makes  for  better  pictures — and  the 
camera  will  handle  a  range  of  inter- 
,  changeable  Nikon  lenses.  This  one 
won't  fit  in  your  shirt  pocket,  but  it 
will  ride  nicely  in  a  small  waist 
pack.  $520.  (800)  645-6687. 


The  Minolta  Vectis  300  Beam, 

above  left,  is  small  enough  that  it 
might  get  lost  in  a  shirt  pocket.  But 
it  is  no  toy.  The  body  is  rugged 
stainless  steel  and  the  controls  are 
ergonomically  designed  so  your  fin- 
gers seem  to  go  where  they  need  to 
in  spite  of  the  camera's  size.  The 
lens  zooms  from  24  mm  (wide  for  a 
point-and-shoot)  to  70  mm.  The 
Beam  can  handle  subjects  as  close 
as  16  inches.  Auto-focus  with  vari- 
ous flash  options  (flash  fill,  night 
portrait,  etc.)  makes  it  the  ideal  tool 
for  weddings,  company  picnics  and 
other  occasions  when  you  would 
like  to  take  a  few  pictures  while 
keeping  your  hands  free,  most  of 
the  time,  for  hugs,  toasts  and  other 
eventualities.  $349.  (201)825-4000.  • 
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A  foil  day  01  snepping^ 
Now  that  calls  for  a  drink 
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Photographs  by  Michael  Myers  •  Produced  and  Styled  by  Mark  disc 


All  prices  approximate,  for  details, 

sec  last  page.  Cotton  dress, 

$860,  patent  leather  bag, 


Vuitton.  Opposite,  left  to  right:  green 
cotton-and-cashmere  sweater, 
$1,100,  and  cotton  pants,  $395; 

grey  cotton-and-cashmere  sweater, 
$1,100,  and  cotton  pants, 


and  cotton  pants,  $325;  all 


right.  A.  Testoni,  $385;  Johnston  8c 
Murphy,  5165;  and  Sebago,  $140. 


ings  best  clothes  are 


not-so-standard  issue 


lere  bomber  jacket,  $1,395, 

cashmere-and-silk  tank 

top,  $325,  and  silk  cargo  pants,  $1,150, 

by  Ralph  Lauren  Collection. 

Watch  by  Timex.  $25 

Opposite:  Linen-and-silk  hooded 

sweater,  $225,  and  cotton-and-nylon 

drawstring  pants,  $165,  by  Polo  ■• 

by  Ralph  Lauren.  Boots  by 

Chippewa.  $214.  Titanium  watch" 

by  IWC.  S3, 795. 
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|Cortonw,ndbreaker,s36o,vest> 

«425»  and  T-shirt,  $150, 

by  John  Bardert.  Opposite: 

iCashmere-and-silktanktopby 

Ralph  Lauren  Collection. 

*325-  Cotton  pants  by 

JfohnBartlett.  ,565.  Boots  by  Dr 
Martens  Air  Wair.  ,i4o 

fair  by  Dennis  DeVov  for  Garren 
New  York.  Makeup  bv  Lea 
el  for  Marek&  Associates. 
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TANINO  CRISCI 

Finest  shoemaker  in  Milan  since  1919 


795  MADISON  AVENUE  •  NEW  YORK 

For  your  copy  of  the  Tanino  Crisci  Worldwide  Catalog  call  (212)  535.1014  or  fax  (212)  535.1125 
($3.00  shipping  and  handling) 
www.taninocrisci.com 


Vmi  Valley  Summer 

VAIL    •   BEAVER   CREEK.  ■  AVON 


p.  Wake  up  in  a  hot 
air  balloon 


J 


Take  time  to 
study  columbines 


Dine  elegantly  in 
a  mountain  cabin 

See  a  symphony 
□  with  eagles 
soaring  above 

Buy  sweetie  a 
Golden  Bear 

^  Other 


Slow  Down 


www.vailvaneysummer.com/fyi 
1-800-207-2314  Ext.125 


Biking  &  Walking  Trips  for 
people  who  want  to  travel 
in  style.  Enjoy  medieval 
trails  by  day  and  luxe 
chateaux  by  night.  Five  and 
Eight  day  trips  to  France, 
Italy,  Morocco,  Nepal 
South  Africa  and  beyond. 

1-800-678-1  147 

Butterfield 
&Robinson 


ICE      1966 


www.butterfield.com 


the  detail: 

A.  TESTONI:  A.  Testoni,  New  Yorl 
and  Beverly  Hills,  (877)  TESTONI 

CHIPPEWA:  Hide  Out  Fashion, 

Los  Angeles;  Alcala's  Western, 
Chicago;  and  David  Z.,  New  York 

DR.  MARTENS  AIR  WAIR: 

Dr.  Martens  Air  Wair,  (800)  866-98 
(for  store  listings);  Villains,  San 
Francisco;  and,  to  order,  at  Five  Doo 
Up,  Seattle;  Signature  Shoes,  New 
York;  and  all  Nordstrom  stores 

IWC:  IWC,  (800)  432-9330;  Tournea.1* 
New  York;  Sidney  Garber, 
Chicago;  and  Geary's,  Beverly  Hills  I 

JOHN  BARTLETT:  Barneys,  New  1 
York  and  Beverly  Hills;  Traffic,  Los 
Angeles;  and  select  Saks  Fifth  Avenut  t 

stores;  her  pants,  Language,  New 
York;  Riccardi,  Boston;  and  Ooh-La.' 
La,  Calgary,  Canada 

JOHNSTON  &  MURPHY:  Johnsto 

8c  Murphy,  (800)  424-2854 

LOUIS  VUITTON:  Louis  Vuitton 
Soho,  New  York;  bag  also  at  select 
Louis  Vuitton  boutiques  nationwide  I 

MARC  JACOBS:  Barneys,  New  Yo 

Bergdorf  Goodman  Men,  New  Yort 
Louis,  Boston;  and  Wilkes  Bashford 
San  Francisco 

POLO  BY  RALPH  LAUREN:  Pole 

Ralph  Lauren,  New  York;  sweater  1 
at  Polo  Ralph  Lauren,  Chicago; 
Bloomingdale's,  New  York;  and  sele  J 
Saks  Fifth  Avenue  stores 

RALPH  LAUREN  COLLECTION: 

Polo  Ralph  Lauren,  New  York;  jackt 
also  at  Polo  Ralph  Lauren,  Chicago ; 
Palm  Beach;  cream  tank,  select  Barne 
pants,  select  Barneys  and  Blooming- 
dale's;  olive  tank,  select  Bloomingda! 
and  Saks  Fifth  Avenue  stores 

SEBAGO:  Sebago,  (800)  377-8474 

TUWEX:  (800)  FOR-TIMEX  or 

www.timex.com 

Photographed  at  the  Intrepid  Sea  A 
Space  Museum,  Pier  86,  W.  46th 
St.  at  12th  Ave.,  New  York,  NY  100 
(212)  245-0072  • 


I.S.V.P.  MORE  INFORMATION,  PLEASE    ™*ryX 


* 


BY  FAX: 
ttached  card  or  form  to  312-922-3165 


BY  MAIL: 
Fill  out  the  attached  post-paid  card 


i  Mfsdc  Sculpturally  inspired  Jorg  Hysek  pens 

k  design,  distinctive  materials  and 
Inor  functionality.  Each  pen  comes  with  its  own 
|dy  colored  leather  holder.  Call  800-608-7583. 


1  Shoe.  Manufacturer  of  custom-quality  shoes 
<oots  tor  discriminating  gentlemen  since  1884. 

li.  The  Canali  appeal  is  that  of  deliberate 
n  quality,  exceptional  fit,  elegant  interpretation 
idinonal  styles  and  refined  adaptations  of 
fkant  new  directions  in  men's  fashion. 

.Columbine  Shop.  The  manufacturer  ot  the 
I's  most  finest  sterling  silver  buckles  and  exotic 
970-920-1515  or  www.alexandersbelts.com. 

ey-Freeman  Sport,  for  nearly  a  century, 
ejr-Freeman  extends  the  preeminent  name  in 
Mate  and  casual  attire  to  the  American 
eman.  Call  1-800-295-3000. 

stoti  &  Murphy.  Hand-crafted  for  Gentlemen 
1850.  Check  out  what's  new  by  calling 

■  2  IS  for  a  tree  catalog,  or  visit  us  .it 
'.johnstonmurphy.com. 


Mi  Cigar  Company.  America's  oldest  cigar 
ifacturer  otters  the  greatest  selection  of 
|nal  brands  and  private  labels  at  reasonable 

.Call  800-221-0638  or  visit 
l.finckcigarcompany.com. 


T  Breakers.  Experience  The  Breakers-Palm  Beach's 
•nous  oceanfront  landmark.  Take  advantage  of 
■riety  of  affordable  year-round  getaways.  For 
m  information  contact  The  Breakers  toll  free 
!■<■)  BR1  \kl  RS  or  visit  The  Breakers  on-line  at 
■  thebreakers.com. 

1  Cloister,  Sea  Island,  Georgia.  Mobil  5-Star 
St,  five  miles  of  private  beach,  spa,  golf,  tennis, 
■ting  school,  horseback  riding,  dancing.  Full 
■*ican  Plan.  Winter  festivals.  Personal  Financing 
Sling.  Wine/cooking.  Bridge,  Garden  Series.  Call 
fc-SEA  ISLAND. 

•fnd  Lido  Resorts.  Luxurious  accomodations, 
Mrmet  dining,  24-hour  room  service,  premium 
Bars,  unlimited  water  sports,  tennis,  everything's 
Huded.  No  ripping.  Free  weddings. 
IpO-GO-SUPER. 


FOR  FREE  INFORMATION  ON 
ADVERTISERS  LISTED: 


BY  MAIL: 
Fill  out  the  attached  post-paid  card 

BY  FAX: 

Fax  attached  card  or  form  to 

312-922-3165 

VISIT: 
www.forbes.com/request 


1 1.  Halekulani.  Located  on  Waikiki  Beach,  Halekulani  is 
Honolulu's  only  AAA  Five  Diamond  hotel  with 
Hawaii's  only  Five  Diamond  restaurant.  Visit 
www.halekulani.com  for  more  information. 

12.  Summit  Hotels  Sc  Resorts.  Luxury  independent 
hotels.  Visit  www.summithotels.com  or  call 
1-800^157-4000. 

I  3.  Trump  Hotels  &  Casino  Resorts. 

The  "Ultimate  Atlantic  City  Experience."  The  only 
East  Coast  casino  hotels  awarded  the  coveted  1999 
Five  Star  Diamond  Award.  Visit  www.trump.com 
or  call  1-800-DJTRUMP. 


INSURANCF7FINANCIAI. 


14.  Mutual  of  America.  For  over  50  years,  Mutual  of 
America  has  specialized  in  quality  employee  pension 
plans.  For  the  latest  in  401  (k),  403  (b)  and  Simple 
IRA's  call  1-800-168-3785. 


IFWl  I  RY/WATCHES 


1  5.  Asch/Grossbardt.  A  unique  collection  of  fine  gold 
inlaid  jewelry  designs,  www.aschgrossbardt.com. 

If).  Fendi  Timcpieccs/Taramax.  Swiss  crafrmanship 
harmonized  with  Italian  artistry  in  the  ultimate 
timepiece  collection  for  men  and  women.  For 
further  information  and  a  catalog  featuring  the 
collection  please  call  1-800-95-FENDI. 


REAL  ESTATE 


17.  Fiddler's  Creek.  A  3,764-acre  master-planned 
resort  community  offering  a  magnificent  Club  & 
Spa,  54  planned  holes  of  championship  golf,  Club 
House,  Yacht  Glub  and  homes  from  $150,000  to 
$1.5  million,  www.gulfbay.com,  1-800-213-8573. 


18.  Bloomingdale's  -  The  Men's  Store. 

At  his  service  -  Our  complimentary  shopping  for 
gentlemen.  Please  call  Paul  Buckler  at 
212-705-3030  in  New  York  or  312-440-4520  in 
Chicago,  www.bloomingdales.com. 

19.  Mephisto.  Discover  the  world's  finest  walking 
shoes.  For  more  information,  retailers  list  and 
brochures  featuring  these  comfortable  walking 
shoes,  check  box#19.  Visit  www.mephisto.com 
or  call  1-800-MEPHISTO. 

20.  Paul  Stuart.  Men's  and  women's  fine  apparel  and 
accessories.  Stores  in  New  York  and  Chicago.  Call 
to  receive  current  catalogue.  1-800-361-5446. 


Visit  www.forbes.com/request 
to  get  instant  advertiser  information 


SPORTS/EXERCISE 


Taylor  Made.  Introducing  Taylor  Made"'  FireSole(t) 
drivers.  Titanium  clubhead  with  center  tungsten 
weighted  positioning  weight  where  it  is  needed  the 
most,  behind  the  sweetspot  for  increased  power  at 
impact.  Visit  www.taylormadegolf.com  or  call 
1-800-TAYLORMADE. 


22.  Idaho  Travel  Council.  Explore  amazing  Idaho! 
America's  unspoiled  outdoor  paradise.  Towering 
peaks,  famous  Whitewater,  amazing  lakes,  pristine 
forests,  incredible  year-round  activities  and  more! 
Send  for  a  FREE,  full-color  travel  guide.  Visit 
www.visitd.org  or  call  1-800-VISITID. 

23.  The  Lodge  at  Chama.  Exclusive  world-renowned 
haven  in  the  Northern  New  Mexico  mountains. 
Beguiling  lakes,  streams,  wildlife  galore.  Expert 
sports  guides,  top-notch  amenities,  Epicurian 
cuisine.  Call  505-756-2133  for  a  brochure. 

24.  Rail  Europe.  Your  one  source  for  European  travel 
including  Eurorail  Passes,  Europasses  and  Premier 
Trains  such  as  Eurostar.  Extensive  choices  give  you 
complete  flexibility  to  travel  any  way  you  like 
throughout  Europe.  Call  1-877-646-RAIL  (or  visit 
www.raileurope.com>  for  more  information. 

25.  Scottish  Tourist  Board.  Land  of  Braveheart  and 
Rob  Roy.  Castles,  history  and  scenic  splendor. 
Grand  cities  steeped  in  culture.  Free  comprehensive 
Scotland  Vacation  Planner.  Toll-free 
1-800-969-SCOT  or  www.scotland99.com. 

26.  South  Carolina.  It's  your  Life.  Fill  it  up. 

Free  travel  guide  and  map.  144  pages  of  beautiful 
beaches,  championship  golf,  historic  sites  and 
cities,  entertainment  and  outdoor  adventure.  Plus 
events  calendar.  Visit  www.travelsc.com  or  call  toll 
free  1-800-617-6200  for  more  information. 

27.  Vail  Valley  Summer.  Raft,  hike,  bike,  swim,  golf, 
shop  and  more  in  picturesque  Vail  Valley, 
Colorado.  Visit  http://vailvalleysummer.com/fyi 
or  call  1-800-207-2314,  ext.  517  for  a  free  guide. 


28.  Propecia.  A  medical  breakthrough  -  the  first  pill 
that  effectively  treats  male  pattern  hair  loss  on  the 
vertex  (at  top  of  head)  and  anterior  mid-scalp 
area,  www.propecia.com,  1-800-344-6622. 
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.aters  and  some  of  the  most  beautiful  scenery 
on  the  seas,  Norway's  Hurtigmten  is  the  on 
By  Neal  Santelmann 
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n  Your  Future 

Breathe  deep.  The  sharp  snap  of  salt  water  and  fish  slime.  Sun-stroked  barnacles 
and  wind-blown  algae.  Oil-stained  cement  and  greasy,  belching  trawlers.  Squawking  seag- 
ulls and  their  tangy,  staining  residue.  •  Ah,  the  Norwegian  fishing  village  in  all  its  crusty 
pungency.  It's  part  of  the  charm — yes,  charm — of  cruising  on  the  Hurtigruten,  Norway's 
venerable  coastal  steamer  line.  In  a  travel  genre  dominated  by  glitz  and  "eco-friendly"  ad- 
venture, the  Hurtigruten — the  word  means  "fast  route" — is  a  healthy  and  relaxing  dose  of 
Norse  reality,  to  say  nothing  of  some  of  the  most  beautiful  scenery  on  the  seas.  •  Marketed 
in  the  U.S.  by  Bergen  Line  as  the  Norwegian  Coastal  Voyage,  the  Hurtigruten  has  been 
chopping  the  craggy  coast  of  Norway  since  1893,  when  a  young  steamship  company  began 
regular,  year-round  runs  through  the  dicey  waters  between  Trondheim  and  Hammerfest. 
The  service  opened  up  numerous  tiny,  isolated  ports  along  the  way,  cutting  weeks  or  even 
months  off  overland  shipping  and  transportation.  These  days  the  route  takes  12  days 
from  Bergen  to  Kirkenes  and  back  again,  with  ships  hauling  cargo,  mail,  cars  and  passen- 
gers, and  calling  at  34  ports  each  way.  Many  vacationers  go  round-trip,  since  much  of 
what  one  misses  during  the  night  one  way  can  be  seen  in  daylight  on  the  voyage  back. 


I  boarded  the  Richard  With,  one  of  the  Hurtigruteris 
largest  ships,  in  Kirkenes,  a  northern  mining  town  just 
miles  from  the  Russian  border.  Not  the  prettiest  part  of 
Norway,  perhaps.  And  certainly  a  slow  start  for  the 
cruise,  with  an  hour's  delay  during  the  first  call  at  Vadso, 
the  homeliest  dock  I'd  ever  seen.  There  followed  long 
stretches  of  grey  cliffs  and  barren  snow-patched  hills, 
sullen  and  dreary  under  a  cold  July  sky,  and  broken  only 
occasionally  by  clusters  of  colorful  huts  on  the  shoreline 
and  distant  flocks  of  seabirds. 

But  the  cruise  picked  up  in  a  hurry.  The  second  stop 


The  Hurtigruteris  fleet  includes  11  ships,  from  the 

workaday  2,500-ton  HaraldJarl  (1960)  to  six  11,000-plus  tonners  built  in 
this  decade.  Dilemma:  Everyone  I  spoke  with  aboard  the  Richard  With  (1993) 
said  they  would  have  preferred  one  of  the  older  boats.  As  one  Norwegian  put 
it:  "They  have  soul."  Ja,  and  a  lot  less  deck  space.  Your  choice. 

Accommodations  aboard  the  Richard  With  are  nice  enough.  Cabins  have  fold- 
down  beds,  private  baths,  closet  and  desk  space,  and  curtains  thick  enough  to 
keep  out  the  midnight  sun.  Meal  time  was  a  highlight,  with  huge,  all-you-can-eat 
breakfast  and  lunch  buffets.  Dinner  was  less  interesting — even  the  Norwegians, 
it  seems,  haven't  mastered  the  art  of  steak  for  490.  Wine  and  spirits  are  extra. 

Though  Norwegians  use  the  line  to  travel  town  to  town,  many  tourists  go  Bergen 
to  Bergen,  the  whole  12  days.  High  season  (May  to  September)  per-person 
cost:  $1,162-$4,133,  including  meals  and  accommodations,  but  not  excursions. 
For  Bergen  to  Kirkenes  (seven  days):  $758-$2,688.  For  Kirkenes  to  Bergen 
(six  days):  $642-$2,275.  Bergen  Line:  (800)  323-7436;  fax:  (212)319-1390. 
For  brochures  only:  (800)  666-2374. 


was  the  little  fishing  village  of  Vardo,  the  easternmost' 
town  in  Norway.  With  an  hour  to  spare,  I  disembarkeA 
with  maybe  ioo  passengers  and  took  in  the  local  fort  J 
which  was  built  in  1737.  Armed  with  ten  cannons  that  havA:. 
never  been  fired  in  anger,  the  octagonal  structure  sur.l' 
rounds  a  pretty  red  church  and  Vardo's  only  tree,  an  oLf_ 
rowan  that's  wrapped  up  by  soldiers  each  October  anJc 
packed  away  before  the  winter  freeze.  On  the  walk  baclr 
to  the  ship  I  slipped  down  a  quiet  side  street  of  brightll' 
colored  wooden  houses.  At  the  dock  I  stood  listeninir 
to  the  creaking  pilings,  examined  a  weathered  trawler 
and  spent  a  half  dozen  photograph !>:;: 
on  the  buildings  and  stumpy  fishinl:- 
boats  that  fined  the  harbor. 

This  little  harbor  was  why  I'd  chosq  p 
the  Hurtigruten  in  the  first  place.  Tb|  :>: 
big  cruise  ships  that  ply  Norway 
coast — and  there  are  many — don't  sto  r 
at  towns  like  Vardo.  Most  can't  fit  <■  11  - 
the  small  docks,  nor  would  their  pa;  rTi 
sengers  likely  be  interested  if  they  coul<  h.  i 
And  so  I  sat  tight  on  the  deck  on  tl   b-t 
way  into  Batsfjord,  engrossed  by  hu£    ;;: 
striped  sandstone  cliffs  that  had  bee    • 
molded  and  folded  by  the  movement  n  •  nj 
the  ages.  Near  Berlevag,  I  stood  on  tl   r-toi 
bow  watching  the  cold  midnight  si    otli, 
fail  to  set  yet  again.  At  the  prettv  harbr  tlinf 
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f  Havoysund,  I  made  a  quick  dash  to  a  general  store.  In 
lammerfest,  I  wandered  through  the  streets  past  color- 
|l  houses  and  more  than  a  few  Nordic  beauties  who 
ised  to  smile  back.  In  Tromso — the  "Paris  of  the 
jrth" — I  window-shopped  around  the  harbor  in  the 
ight  of  r  a.m.  At  charming  little  Rorvik,  where  south- 
Lund  and  northbound  Hurtigruten  steamers  always 
:et,  I  lost  myseli  in  the  crowd  of  a  street  fair.  Near 
k>nnoysund  I  was  back  on  the  bow  again,  angling  for  a 
cent  photo  of  Torghatten — the  mountain  with  an 
led  hole  through  its  heart. 
So  it  went  up,  around  and  then  down  the  coast,  the  lit- 
:  ports  and  the  magnificent  scenery  surrounding  them. 
Jiere  wasn't  always  time  to  walk  around,  and  only  a  few 
is  offered  much  in  the  way  of  anything  to  buy  or  do. 
it  so  what?  I  telt  richer  for  having  seen  them  up  close. 
id  for  any  passenger  who  wanted  more,  there  were  ex- 
rsions  available:  to  the  Russian  border  near  Kirkenes, 
North  Cape,  the  Nidaros  Cathedral  at  Trondheim, 
ix  Tromso  by  cable  car. .  .to  name  a  few. 
|  The  Richard  With  got  busier  after  Hammerfest.  Lots 
I  day-trippers  hanging  around  on  the  snack  bar  deck, 
Etching  television  and  drinking  beer  and  kaffe.  No  prob- 
|n.  By  then  I  was  spending  all  my  time  outside  anyway, 
uiing  myself  on  deck  chairs  under  the  shadows  of 
>w-topped  mountains.  Countless  mountains — some 
taoth,  some  sharp  as  nails — rising  straight  from  the 
>reline,  and  as  tar  inland  as  I  could  see.  And  fjords — 


lots  of  fjords.  Funny  things  would  happen,  I  noticed, 
when  the  ship  entered  a  fjord.  Awed  by  the  majestic 
beauty,  passengers  would  get  quiet,  start  whispering  and 
walk  around  on  their  tip-toes.  Eyes  would  turn  bright. 
Faces  would  beam.  Great  therapy. 

The  route  passed  through  a  number  of  these  stunners, 
especially  during  the  last  day  and  a  half  above  the  Arctic 
Circle.  Most  memorable  was  the  12-mile-long  Raftsundet 
Fjord  south  of  Stokmarknes  and  its  famous  adjoining 
Troll  Fjord  where,  in  1880,  fishermen  in  oar-driven 
sailboats  waged  a  bloody,  pitched  battle  against  those 
in  steam-driven  boats.  Resplendent  green  mountains, 
narrow  walls,  aquamarine  pools  and  tumbling  water- 
falls— gorgeous. 

Eventually  the  seashore  rounded  out  again,  the  moun- 
tains and  caverns  fading  into  islands  and  islets,  the  rug- 
gedness  into  farmland  and  grass.  Still,  the  sea  remained 
calm,  and  I  was  just  a  bit  disappointed  at  never  having 
needed  the  Scopolamine  I'd  brought  along. 

The  Richard  With  was  a  sell-out  on  my  cruise,  as  is  usu- 
ally the  case  during  Norway's  short  summer  of  long  light 
and  tolerable  temperatures.  Europeans,  mostly,  with  a 
smattering  of  Americans.  "Ah,  the  air  is  wonderful,  clean," 
a  southern  Californian  told  me  on  deck  the  last  morning, 
sipping  air  through  his  nostrils  as  he  nursed  a  cigarette. 
He'd  come  to  relax  under  the  scenery,  and  seemed  to  have 
accomplished  it. 

I  had,  too.  • 


«J*-*    '     T"" 


Norwegian  coastal  towns  come 

in  all  shapes,  sizes  and  colors — here, 

Bergen  at  sunset.  Previous  page: 

Another  typical — and  typically 

beautiful — seascape,  in  the  Lofoten 

Islands  off  northwest  Norway. 
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n  which  the  author  bicyc 
vest  of  Ireland,  falls  in  to 
oses  weight  and  discovei 


I"  WAS  RAINING  OUTSIDE  THE  DUBLIN  AIRPORT,  AND  AS  I 

lood  in  the  taxi  line  getting  soaked,  I  congratulated  my- 
llf  for  booking  a  one-week  bicycle  ride  in  a  country  un- 
llebrated  throughout  the  world  for  its  aridity.  But  the 
[in  lifted  by  the  time  I  got  to  Heuston  Station  for  the 
lain  to  Galway,  which  pulled  out  at  the  prick  of  five,  with 
jlussolinian  punctuality.  The  train  that  brings  John 
Kayne  home  in  The  Quiet  Man  is  three  hours  "late.  •  The 
{act  morning  the  nearly  20  of  us  gather  in  the  lobby  of  the 
jreat  Southern  Railway  Hotel.  We  range  in  age  from 
rty-something  to  sixty-something.  We  are  all  accom- 


es  220  miles  through  the 
;e>  eats  and  drinks  too  much, 
1  the  joys  of  Butt  Balm. 

panied  by  our  spouses,  except  for  myself,  who  is  traveling 
with  my  buddy  Tom.  We  appear  to  be  mainly  Canadian, 
which  ensures  that  90%  of  the  sentences  spoken  during  the 
next  week  will  end  in  "Eh?"  We  include  a  Toronto  max- 
illofacial surgeon,  a  mutual  fund  manager  turned  gentle- 
man farmer,  an  owner  of  newspaper  printing  presses  and 
a  Hall  of  Fame  pitcher.  •  We  are  friendly.  This  seems  to 
be  a  characteristic  of  people  who  sign  on  for  bicycle  trips. 
Type  A's,  masters  of  the  universe,  people  who  bray  loudly 
and  interminably  into  cell  phones  while  sitting  next  to  you 
on  a  crowded  train  tend  not  to  go  on  bicycle  trips,  espe- 
cially in  Ireland,  where  the  day's  highlight  might  be  a  lec- 
ture about  bogs.  I've  also  come  to  the  conclusion  that  a 
bicycle  trip — especially  one  organized  and  guided  by  the 
superb  Butte rfield  &  Robinson  company  of  Toronto — 
may  be  the  best  way  to  experience  a  country.  •  On  a  bi- 
cycle, the  landscape  goes  by  at  just  the  right  pace.  You  can 


Why,  given  their  horrible  history,  are  the  Iris 
so  bloody  nice?  Could  it  be  the  Guinness? 


smell  it,  hear  it,  feel  it.  Boy,  how  you  feel  it.  Even  now,  I 
whimper  at  the  phrase  "gently  undulates."  This  is  the  eu- 
phemism, the  spin,  that  our  guides,  our  lovely  guides, 
would  use  to  prepare  us  for  some  grisly,  Himalayan  ascent: 
For  the  next  20  kilometers,  the  road  will  gently  undulate. 

"This  road, "  I  would  gasp  to  Tom,  "it  is. . .  [expletive  de- 
leted] gently.  . .  undulating.  ..again. "  (Actually,  Ireland  was 
not  an  arduous  pedal.  A  friend  of  mine  took  his  new  bride  on 
a  bicycle  trip  in  Switzerland  and  nearly  came  back  divorced.) 

There's  this  to  be  said  for  bicycling:  that  wonderful  feel- 
ing of  triumph,  at  the  end  of  a  60-mile  day,  of  pumping 
up  the  driveway  of  your  hotel,  feeling  like  a  bantam  cock, 
knowing  that  you  can  with  caloric  impunity  drink  every 
pint  of  Guinness  on  the  premises.  You  have  earned  them! 
Next  morning  at  breakfast  you  can  stuff  yourself  like  a 
capon,  with  bangers,  eggs,  kippers,  salmon,  porridge, 
toast,  jams,  fruit,  yogurt.  More  eggs!  More  bacon!  You 
need  your  nourishment.  You  are  a  machine,  a  road  war- 
rior! (Even  if  you  do  look  like  a  silly  in  those  butt-hugging 
Spandex  knee-pants  and  alien  mushroom  helmet.  Want 
to  look  like  a  dork  in  an  Irish  pub?  Dress  like  a  bicyclist.) 

Even  if  you  do  eat  like  a  trencherman  and  drink  like — 
an  Irishman? — a  couple  of  hundred  miles  of  gentle  undu- 
lation and  you'll  lose  weight.  This  is  not  a  claim  I  was  able 
to  make  after  spending  a  week  on  a  deluxe  barge  in 
Burgundy.  I  was  mistaken  by  locals  for  an  escaped  stuffed 
goose  and  chased  through  the  streets  for  my  liver. 

We  are  given  our  bikes,  24-speed  custom-made  Can- 
nondales  with  front  and  rear  shocks,  lovely  features  for 
which  your  southern  hemispheres  will  express  the  deepest 
gratitude.1  Each  morning  the  guides  gave  us  detailed 
printed  directions  for  the  day,  which  we  put  inside  a 
see-through  plastic  zippered  envelope  that  scrolls  through 
a  loop  atop  your  bike  basket.  You  can  navigate  and  steer 
at  the  same  time,  without  colliding  with  one  of  the  coun- 
try's four  jillion  sheep  or  driving  off  a  hundred-foot  cliff 
into  the  same  waters  that  once  drowned  the  Spanish 
Armada.  B&R's  attention  to  every  detail  is  masterful,  all 
of  it  supervised  by  our  two  guides,  whose  names — Happy 
and  Christian — were  out  of  Bunyan's  Pilgrims  Progress. 
They  were  attentiveness  personified;  almost  eerily  so.  At 
one  point,  in  the  middle  of  nowhere,  near  the  end  of  a  90- 
kilometer  day,  Tom  got  a  flat  tire.  The  two  of  us  had 
been  wrestling  with  it  ineptly  for  only  three  minutes 
when  Happy,  blonde  and  smiling,  hove  up  in  the 
chase  van,  full  of  drinks,  snacks  and  spare  parts. 
While  she  proceeded  expertly  to  change  the  tire 
.  >;£•'  like  a  one-woman  pit  crew,  we  fell  like  wolver- 

ines upon  her  stash  of  Cadbury  and  Tobler- 
ones.  And  they  say  that  chivalry  is  dead. 


We  had  bright  sunshine  for  six  of  the  seven  days.  Thi 
was,  apparently,  unusual.  "You  have  no  idea,"  Christian 
and  Happy  kept  repeating  to  us,  "how  lucky  you  are."  Thej 
had  led  three  trips  so  far  this  year,  and  on  one  of  them,  th 
sun  had  made  only  a  cameo  appearance.  Pedaling  221 
miles  in  zero-visibility  wet  is  not,  I  confess,  an  experieno 
I  would  seek  out,  much  less  pay  money  for.  This  being  tfo 
possibility,  let  us  pose  the  question:  Why  Ireland,  whe: 
for  the  same  money  you  can  have  sunny  France  or  Italy? 

Well,  for  starters,  Ireland  has  something  the  rest  0 
Europe  doesn't.  The  Romans  never  reached  here.  This  i 
aboriginal,  Celtic  Europe.  The  British  reached  it,  cer 
tainly,  and  for  800  years  or  so  did  their  best  to  make  lif 
intolerable.  (It's  hard  to  spend  a  week  in  Ireland  withou 
coming  away  hating  the  Brits  just  a 
little;  and  my  people  came  from  the 
north  of  Ireland.) 

Pity  the  Irish,  poor  buggers: 
Their  golden  age  ended  in  793, 
when  the  first  dreaded  redheads 
in  horn  helmets  arrived  from  Nor- 
way. Then  the  English  arrived 
in  1170,  ushering  in  centuries  of 
repression,  massacre,  penal  laws 
and  starvation.  (Between  1845  and 
1851,  one  million  Irish  starved  to 
death  while  food  was  exported 
from  the  island.)  That  was  fol- 
lowed by  100  years  of  domina- 
tion by  a  ruthless  Catholic  clergy. 
And  you  thought  you  had  a  bad 
hair  millennium?  Why,  given 
this  history,  are  the  Irish  so 
bloody  nice?  Is  it  the  Guinness? 
Where  are  my  notes? 

Lunch  at  the  Monk's  Pub  in 
Ballyvaghan:  Galway  oysters, 
as  briny  and  succulent  as  any 
that  have  quivered  their  obse- 
quies on  my  tongue,  followed 
by  mussels,  shrimp,  smoked 
salmon  and  trout.  (Tom  ate  so 

much  smoked  salmon  on  the  trip  that  he  turned  pink  1 
the  end  of  the  week  and  U.S.  Immigration  didn't  want  1 1 
let  him  back  in  the  country.)  Pedaling  past  roads  aflan 
with  gentian,  saxifrage  and  cranesbill,  coming  upc 
tenth-century  churches  overgrown  with  bramble,  tindir 
a  mossy  baptismal  font  full  of  rainwater.  An  Iron  Age  fo 
luminous  with  moss  in  a  glade  of  oak  trees.  Pumping  ha' 
up  onto  the  Burren,  a  wild,  rocky,  misty  landscape,  ar 


Nv 


Speaking  of  which,  let  me  turn  you  onto  something  ■  most  tisefill  piece  oi  information  I  will  be  conveying  here,  or,  anywhere:  Mueller's  Runner's  Lube.  It  looks  like  a  large 

Chap-Stick.  My  marathon-running  wile  told  me  about  it.  It  contains  lubricating  lanolin  and  am-sthctizingbciuocainc.  On  the  second  dav,  Tom  was  in  severe  distress.  Runner's  Lube  changed 
his  life.  We  nicknamed  it  Butt  Balm  and  fought  ficrcch  among  OUTSetves  each  morning  for  right  of  first  application.  It  is  made  by  Mueller  Sports  Medicine,  Prairie  du  Sac,  Wisconsin;  (800)  356-9522. 
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Left:  One  of  the  3,248  pints  of  Guinness 
consumed  by  the  author  during 
his  seven  days  in  Ireland.  Right  and 
below:l\\e  kind  of  roadside  detail 
one  observes  on  a  bicycle.  Opposite: 
Don't  leave  home  without  this. 
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ling  the  druid  tomb. 
T|i  lovely  downhill  coast  into  Lisdoonvarna  and  a  lunch 
oGuinness  and  warming  Irish  stew  at  the  Roadside 
Tl-ern,  where  the  bulletin  board  advertised  the  "3rd 
A|iual  Pilgrimage  of  Quality  to  the  Holy  Land,  Led  by 
tl|Bishop  of  Galway."  Poking  about  an  old  castle  on  the 
edit  and  being  set  on  by  a  friendly  boxer  and  Scotty. 


Dinner  with  Mary  Angela  Keane, 
lovely  lecturer  from  nearby  Limerick,  home  of 
Frank  McCourt,  author  of  best-selling  Angelas 
Ashes.  What  did  Mary  Angela  think  of  the  book? 
"He  exaggerated."  Imagine,  an  Irishman  exagger- 
ating. I  tumble  into  bed,  sleep,  deep  and  long. 

Wake  up  to  mist,  porridge  and  a  tough  grind  up 
the  aptly  named  Corkscrew  Road  to  Doolin,  where 
we  caught  the  ferry  The  Happy  Hooker  to  the  Aran 
Islands.  The  islands  are  wild  places  where  the  At- 
lantic slams  fiercely  into  300-foot  cliffs  and  people 
once  made  their  living  off  the  livers  of  basking  sharks.  Our 
B&B  was  on  a  site  that  has  been  occupied  for  over  4,000 
years.  The  abandoned  church  out  back  was  thriving  a 
thousand  years  ago. 

Here  we  were  joined  by  Michael  Gibbons,  archeologist 
and  raconteur,  a  lovely  talker  who  made  dull  rocks  sing 


with  history     5J| 
and  somehow  managed  to  make 
bogs  interesting,  even  fascinating. 
"Twelve  hundred  years  ago,"  he 
told  us,  "you  could  walk  from 
here  to  Hungary  and  never  be  out 

of  a  day's  walk  of  an  Irish  monastery.  The  Germans  would 
write  to  the  abbot  and  say,  please  come  found  one  here.' 
The  abbot  would  look  around  and  send  the  biggest  pain 
in  the  arse  among  his  monks.  So  today  all  the  revered  saints 
in  Europe  were  Irish  the  abbot  was  trying  to  get  rid  of." 

We  walked  along  the  edge  of  the  high  cliffs  where  the 
week  before  a  German  student  had  slipped  and  fallen  to 
his  death.  "His  parents  didn't  even  know  he  was  here, 
poor  devil."  It's  not  just  Americans  who  come  to  Ireland 
to  find  their  roots. 

It  was  to  this  part  of  Ireland,  a  century  ago  that  Yeats, 
J.M.  Synge,  Douglas  Hyde  and  others  came  to  learn  and 
promulgate  the  ancient  Gaelic  language,  and  to  wage  the 
ku/turkamff  that  eventually  led  to  the  1916  Uprising  and 
independence.  Gaelic  is  spoken  here,  not  that  it  will  do  you 
much  good.  Just  try  to  pick  up  a  few  useful  phrases,  such 
as,"Thank  you."  Go  raibh  maith  agat.  That's  pronounced, 
"Guriv  ma  agoot."  Ready  for  the  subjunctive? 

Michael  spoke  of  what  he  calls  the  "dark  ages"  between 
the  1850s  and  1950,  when  the  Catholic  Church  ruled.  His 
mother  has  an  early  memory  of  a  priest  rushing  into  their 
house  and  smashing  a  record  they  were  playing  of  a  tradi- 
tional Irish  ce'ili.  Priests  demanded  pregnancies  every  year, 
and  threatened  hell  for  contraception.  The  resulting  large 
families  were  at  the  mercy  of  unlovely  British  landlords. 

"We  always  had  an  easy  relationship  with  God,  and  that 
is  now  coming  back,  thanks  be  to  God,"  Michael  said, 
plucking  at  a  nettle.  It's  a  point  Thomas  Cahill  makes  in 
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spirit  world,  with  Christianity.  It  was  the  Irish 
who  came  up  with  the  idea  of  private,  instead  of  publ 
confession.  This  is  all  of  their  doctrine  that  was  incorp 
rated  into  the  Roman  church.  A  shame,  Cahill  write 
"How  different  might  Catholicism  be  today  if  it  had  taki 
over  the  easy  Irish  sympathy  between  churchman  and  la 
man  and  the  easy  Irish  attitude  toward  diversity,  author! 
the  role  of  women  and  the  relative  unimportance  of  sexi 
mores."  Hear,  hear,  but  now  we've  reached  Dun  Aengi 

Perched  on  the  cliff,  300  feet  above  the  roaring  A 
lantic,  it  was  built  300  years  before  Rome  was  founde 
about  the  time  the  Greeks  were  using  Celts  as  mercen; 
ies  in  their  wars  against  the  Persians.  It's  as  wild  a  redoi 
as  I've  ever  seen.  The  rear  is  protected  by  the  cliff.  In  fo 
is  a  chevaux-de-frise,  forerunner  of  the  modern-day  ta 
trap,  a  field  of  sharp,  waist-high  stones  embedded  in  t 
earth,  a  labyrinth  of  razors  to  halt  horseborne  warriors  a 
allow  Dun  Aengus's  protectors  to  come  in  and  gut  th< 
with  axes  and  swords. 

Michael  is  funny  on  the  subject  of  the  self-defeati 
customs  of  the  Celtic  leadership:  "One  of  the  weaknes 
of  the  Gaelic  law  was  that  if  there  was  no  agreement 
who'd  succeed,  any  relation  of  the  chief  could  beco; 
king.  But  no  one  could  become  king  if  you  had  a  blemi 
So  you'd  gouge  out  your  rival's  eye,  chop  off  his  tonguf 
his  leg.  You'd  generally  blemish  them  quite  seven 
Then,  when  you  were  elected  king,  the  tradition  was  t 
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A  DIFFERENT  PLACE. 


.  or  most  people,  flying  has  become  a  necessary  evil.  Comedians  joke  about  it.  Business  travelers  bemoan  it  Even 
the  airlines  themselves  seem  to  have  lost  their  pass.on  for  it.  Which  is  why  Aer  Lingus  is  such  a  refreshing  departure. 
Where  we  come  from,  certain  things  are  just  ingrained  in  us.  Like  caring  for  a  stranger  the  way  we  would  a  friend. 
And  going  the  extra  mile  in  everything  we  do.  So,  you  see,  flying  means  something  different  to  us.  It  means  antici- 
pating your  needs  instead  of  merely  meeting  them.  For  reservations,  call  us  at  1  800  IRISH  AIR  or  your  travel  agent. 
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Paddy  Power  and 
his  feisty  ferrets. 


you'd  go  out  on  an  inaugu- 
ral raid.  So  having  maimed 
half  your  family,  this  put 
you  at  a  distinct  disadvan- 
tage, as  you  could  hardly 
count  on  your  relatives 
for  support.  A  lot  of  kings 
were  killed  on  those  in- 
augural raids  because  the 
people  they  had  to  depend 
on  were  hobbling  around 
on  one  leg,  or  blind." 

On  Day  Four  we  fer- 
ried back  to  the  main- 
land and  pedaled  among 
salmon  and  trout  waters 
to  amazing  Ballynahinch  castle,  snug- 
gled at  the  foot  of  Ben  Lettery  (of  the 
Twelve  Bens)  and  rising  above  the 
Owenmore  river.  People  come  from  all  the  world  over  to 
fish  for  salmon  and  trout  here,  but  good  luck  to  you,  ac- 
cording to  two  stout  British  gents  who'd  been  here  all 
week  and  had  only  in  the  last  half  hour  caught  two 
(fine-looking)  salmon.  The  fishing  was  off  in  Ireland, 
owing  to  all  the  rain,  acid  from  the  recent  forestation  of 
pine  trees,  and  the  sea  lice  that  breed  in  the  salmon  farms. 
Still,  it  was  so  beautiful  that  I  contemplated  plunking 
down  90  pounds  for  a  day  just  to  stand  in  shivery  water  up 
to  my  callused  delicates.  Ballynahinch  was  owned  in  the 
eighteenth  century  by  a  Sir  Richard  Martin,  "Humanity 
Dick,"  founder  of  the  S.P.C.A.  (Society  for  the  Preven- 
tion of  Cruelty  to  Animals),  and  later  in  the  early  twen- 
tieth by  Maharajah  Jam  Sahib  of  Nawanagar,  "Ranji," 
famed  cricketeer  and  reputed  lover  of  Isadora  Duncan. 
More  to  the  point,  the  pub  was  warm  and  full  of  music. 
One  night,  set  to  bodhran  and  mandolin,  a  dark-eyed 
beauty  sang  Yeats'  "Down  By  the  Salley  Gardens": 

Down  by  the  salley  gardens  my  love  and  I  did  meet. . . 
She  bid  me  take  life  easy,  as  the  grass  grows  on  the  weirs; 
But  I  was  young  and  foolish,  and  now  am  full  of  tears. 

Next  day  morning,  intrigued  by  a  sign  advertising  the 
oldest  village  in  Ireland  for  sale,  Tom  and  I  encountered 
Paddv  Power.  That's  a  person,  not  a  political  movement, 
and  maybe  the  most  happily  eccentric  man  I've  ever  met. 
Ten  years  ago,  finding  himself  widowed,  with  a  nine-year 
old  daughter  he  wanted  to  protect  from  drugs,  sex,  and 
rock  'n'  roll,  he  gave  up  a  bowler-hatted  job  in  market- 
ing. He  built  a  sailboat  that  looks  like  the  dinghy  on 
Noah's  ark  and  sailed  it  to  the  Connemara  coast,  arriving 
in  a  full-blown  gale.  Here  he  planted  himself,  raising  his 
daughter,  horses,  pigs,  chickens  and  yellow  ferrets.  My 
i  enduring  visual  memory  of  the  whole  trip  is  the  fer- 
rets attaching  themselves  to  Paddy's  cardigan  by  their 
ts  he  fed  them  strips  of  pork  skin.  And  do  you  know, 
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Tom  and  I  were. .  .tempted.  We  took  down  Paddy's  num- 
ber. Pedaling  off,  we  rehearsed  our  explanations  to  the 
wives:  But  honey,  you  11  have  your  own  basket  to  gather  sea- 
weed, and  eleven  and  a  half  months  ofm  ist  will  be  marvelou 
for  your  complexion"  (If you  stand  a  chance  of  explaining  ; 
it  to  your  missus,  Paddy's  number  is  (353)  95-35981.  Hi 
quoted  us  a  price  for  his  100  acres,  eight  cottages,  two  har 
bors  and  stream  from  lake  to  sea  of  950,000  Irish  pound,  v 
($1.4  million),  but  I've  a  feeling  you  could  get  it  for  less; 
The  boat's  included.  I  don't  know  about  the  ferrets.) 

To  Clifden,  then  up,  up,  up  the  Sky  Road,  with  a  vie\i  ■. 
at  the  top  all  the  way  to  America.  This  is  about  as  west  a 
you  can  get  in  Ireland.  It  wasn't  far  from  here  that  Alcoc    ' 
and  Brown,  the  first  men  to  fly  across  the  Atlantic,  i:r  -; 
1919 — Lindbergh's  accomplishment  was  to  do  it  alone- 
crash-landed  and  sprinted  to  the  nearest  phone  to  clair 
their  reward. 

Next  day,  with  already  aching  muscles,  was  our  big  one 
89.1  kilometers  (55  miles).  Through  a  long  valley  with  th 
Bens  on  the  left  and  the  Maumturks  on  the  right,  alon 
a  long  lough  to  Kylemore  Abbey,  now  a  boarding  scho< 
for  girls  run  by  Benedictine  nuns.  As  we  stood  there  dor! 
ily  at  the  visitors  center,  a  13-year-old  girl  in  her  unifon 
passed,  talking  to  her  classmate  in  an  American  accent: 
want  to  be  a  lawyer,  so  I  can  sue  people." 

An  extract  from  the  chronology  of  the  castle's  histo: 
says  it  all: 

1902  The  castle  is  sold  to  a  Mr.  Zimmerman  of 
Cleveland,  who  gave  it  to  his  new  son-in-law,  the 
Duke  of  Manchester. 

ipij  The  Duke  of  Manchester  mortgages  the 
castle 
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Many  ungentle  undulations  later  we  hove  into  the  li 
tie  fishing  village  of  Leenaun  (where  they  filmed  7 
Field,  with  Richard  Harris)  for  our  noonday  Guinne; 
only  to  look  up  at  the  TV  screen  and  see  our  own  Pre 
ident  being  deposed.  It  used  to  be  you  couldn't  go  hor. 
anymore.  Now  you  can't  get  away  from  it. 

The  Irish  in  the  pub  gathered  around  it  for  a  few  mi 
utes,  until  he  got  to  the  part  about,  "That  depends  wl 
you  mean  by  sex."  This  produced  a  squall  of  delight 
laughter  and  everyone  went  back  to  darts  and  drinkir( 
If  only  we  were  as  wise  as  the  Irish  when  it  comes  to  t 
foibles  of  our  leaders.  Well,  they  love  the  man,  to  be£ 
with.  More  than  one  told  us,  "He  brought  us  peace."  I 
that  be  said,  along  with  all  the  rest. 

When  finally—finally — we  got  back  to  Ballynahin     •  D 
four  hours  later,  our  legs  blazing,  the  deposition  was  s 
proceeding  on  the  television  at  the  pub.  Enough, 
thought,  leave  the  poor  man  alone.  And  Tom  and  I 
what  you  might  call  staunch  Republicans.  Ireland  v 
rubbing  off  on  us.  Up  to  a  point.  The  next  day,  we  w 
informed  that  the  paint  markings  on  the  backs  of  the  e\ 
were  made  by  coloring  sticks  harnessed  to  the  rams,  sc  1 
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I  DISTINCTLY  different 


Vien  you  travel  the  globe,  expect  a  world  of 
cference      with      Summit      Hotels      &      Resorts. 

Emmit  Hotels  &  Resorts  is  a  distinguished  collection 
jjover  140  luxury  independent  hotels  and  resorts  in 
Sine  of  the  world's  most  exciting  destinations.  Each 
r  el  in  the  collection  has  been  hand-picked  for  its 
eeptional  standards  of  luxury  and  service,  yet  each 
wiintains    its    own    distinctive    character    and    style. 

A  Sample  Of  The  Summit  Portfolio: 

The  Colonnade  Hotel,  Boston,  MA 

The  Inn  at  Essex,  Burlington,  VT 

The  Siena  Hotel,  Chapel  Hill,  NC 

Ptmarnock  Hotel  &  Golf  Links,  County  Dublin,  Ireland 

The  Fitzwilliam  Hotel,  Dublin,  Ireland 

Mayfair  House,  Miami,  FL 

The  National  Hotel,  Miami  Beach,  FL 

H I  Moon  Golf,  Tennis  &  Beach  Club,  Montego  Bay,  Jamaica 

Edgewater  Beach  Hotel,  Naples,  FL 

The  Pelham,  New  Orleans,  LA 

The  Kitano  New  York,  New  York  City,  NY 

The  Michelangelo,  New  York  City,  NY 
•  Villas  of  Grand  Cypress,  Orlando,  FL 
Gtnoge  Bay  Resort  &  Golf  Club,  St.  Vincent  &  The  Grenadines 

Summit  Hotels  &  Resorts  - 
A  Distinctly  Different  Hotel  Experience. 
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HOTELS     &    RESORTS 

Ft  reservations  or  to  order  a  directory  call  1-800-457-4000.  www.summithotels.coi 


IF  YOU  CANT  RELAX  HERE,,* 
YOU  CANT  RELAX 


Vacation  in  your  own  private 
paradise.    As  tropical,  as 
quaint,  as  secluded  as  any 
undiscovered   island. 
Laucala,  a  Forbes  Magazine 

J  South  Pacific  Property'  -  the 

I  perfect  island  resort. 


Laucala  is  tor  people  who  want  the  ultimate  vacation 
experience  -  the  finest  amenities  without  the  formalities. 
Go  deep  sea  fishing  on  board  the  island's  private  fishing 
boat.    If  you  wish,  our  chef  will  prepare-  your  catch  for 
your  dining  pleasure.    Dive  in  azure  waters,  world 
renowned  for  the  beauty  and  abundance  ol  their 
tropical  fish  and  marvel  ai  their  coral  reefs.  Fish. 
Windsurf.  Sail.  Play  tennis.   There  are  no  sched- 
ules, none  ol  life's  pressures. 

All  this  for  just  $2,495  i  i.S.  pp  for  >s  days  and  ~ 

nights  (plus  Fiji  tax).    And  that  includes 
EVERYTHING.    ALL  meals    ALL  drinks 


UNLIMITED  use  of  ALL  recreational 
facilities,  whenever  and  as  often  as 
you  wish  at  NO  EXTRA  COST. 

Though  it's  far  from  the  stresses  of 
everyday  life.  Laucala  is  easily 
accessible.   Our  island  has  its  own 
private  runway  and  scheduled 
commercial  flights. 

Find  out  more  about  this  paradise 
owned  and  operated  by  Forbes 
Magazine. 

To  receive  our  brochure  inc 
information  on  our  Island 
Exclusive  call: 

I-80O-FORBES-5 

Or  write  to: 

Errol  Ryland,  Manager 

Box  149 

Fort  Garland.  CO  81  13 


Nastr 


ceep  track  of  who'd  been  doing  what  to 
>m.  We  ventured  that  such  a  system  might 
practical  in  the  current  White  House, 
final  day:  a  wee  54-kilometer  undulation  to 
lg.  Nothing  wee  about  it,  as  it  turned  out: 

I  kilometers  of  it  uphill  into  a  stiff  headwind 

II  gusts  of  biting  rain  in  your  face.  But  by 
1 -afternoon  we'd  retched  the  town,  imme- 
lely  recognizable  as  the  set  for  The  Quiet 
in.   In   the   movie,   the   town   is   called 

isfree,  which  comes  from  Yeats'  poem 
je  Lake  Isle  of  Innisfree": 

will  arise  and  go  now,  and  go  to  Innisfree, 
ind  a  small  cabin  build  there,  of  clay  and 
\tles  made: 

line  bean-rows  will  I  have  there,  a  hive 
be  honeybee, 
Ind  live  alone  in  the  bee-loud  glade. 

lere  was  the  Celtic  marker  past  which 

reen  O'Hara  and  John  Wayne  whizz 

leir  two-seater  bicycle.  Cong  resisted  when 

tor  John  Ford  declared  his  intention  to  shoot  the 

ie  there  in  the  summer  of  1951.  It  has  been  living  off 

er  since.  For  the  first  time  in  a  week,  we  found  our- 

»s  jostling  with  tour  buses  and  in-your-face-tourism. 

Idid  not  linger  long.  Soon  we  were  into  the  exquisite 

uids  of  Ashford  Castle,  our  Relais-et-Chateaux  hotel. 

Ie  much  of  the  film  was  shot:  the  opening  credits, 

h's  first  sight  of  Mary  Kate,  the  scene  where  he  dips 

lingers  in  the  holy  water  and  offers  it  to  her,  Father 

lergan's  losing  battle  with  the  giant  salmon,  the  fight 

Squire  Danaher  along  the  riverbank. 

Ve  left  our  bikes  for  the  last  time.  I  was  surprised  how 

:tant  I  was  to  get  off,  considering  that  both  knees  were 

shouting,  "Advil,  for  the  love  of  God,  Advil!"  We 

:  endless  hot  showers  and  changed  into  coat  and  tie  for 

IChampagne  cruise  on  misty  Lough  Corrib.  A  local 

Ihad  drowned  here  the  night  before.  For  the  second 

]:,  I  heard  the  phrase,  "poor  devil."  Yes,  poor  devil.  I 

*silent  toast  and  poured  some  Champagne  into  the 

|:r  for  his  ghost. 

Iy  notes,  made  at  our  last  dinner  in  the  Connaught 
|m,  built  in  1715,  are  hard  to  read.  Was  it  the  candle- 
f?  No,  let  us  be  honest:  I  was  with  drink  taken. 

ilet  de  boeuf  enveloppe  delad  [?]  et  roti  en  casserole 

et  oignons  rotis. 
1  Roti  d'agneau  de  la  montagne 
?  Connemara  garni  avec  une  couche  [?]  de  kidneys 

et  de  sauce  Madeira 
it  [ou?]  Ie  Menu  de  degustation. . . 
I'ueues  de  homard  de  Cleggan 

do  remember  that  it  tasted  grand  and  that  I  hoovered 
p  /ery  last  morsel;  I  dimly  remember  trying  at  one  point 


The  pot  of  gold  at  the 

end  of  the  road: 

Ashford  Castle,  in  Cong.       to  eat  the  waiter's  hand. 

It  was  boisterous  in  the  Connaught 
Room,  the  camaraderie  borne  of  aching  muscles,  free- 
flowing  cheer  and  the  memory  of  all  those  miles  gone 
under  our  wheels,  the  equivalent  distance  of  New  York 
City  to  Washington.  Happy  and  Christian  dispensed 
gifts  to  us  all,  reflecting  some  quality  they  had  perceived 
in  each  of  us.  The  Hall  of  Fame  pitcher  rose  and  toasted 
them,  saying  that  he  and  his  wife  Nancy — there's  your 
clue — had  been  on  many  such  bicycle  trips  and  this  had 
been  the  best  and  that  especially  went  for  the  guides.  Yes, 
I  thought,  how  simpler  life  would  be  if  every  time  you 
looked  over  your  shoulder,  there  was  Happy  or  Christian, 
smiling,  following  behind  in  a  van  full  of  chocolate,  cook- 
ies and  Guinness. 

But  Ireland,  too,  played  its  part  in  our  happiness.  Wait- 
ing for  the  car  next  morning  to  take  me  to  the  Galway 
airport  and  an  entirely  different  mode  of  transportation 
from  the  one  I'd  become  accustomed  to,  I  talked  with  the 
old  man  who  drives  the  horse  and  buggy  replica  of  the 
one  Sean  and  Mary  Kate  did  their  courting  in.  Until  The 
Quiet  Man,  he  said,  the  only  people  who  came  to  stay 
at  the  hotel  were  English  fishermen.  "It  was  the  fillum 
that  really  made  it.  An  American,  seeing  it,  said,  'Is 
that  scenery  real?'" 

Aye,  as  Frank  McCourt  would  say,  'tis.  • 


Butterfield  &  Robinson:  70  Bond  Street,  Toronto,  Ontario, 
Canada  M5B  1X3;  800-678-1147,  fax  416-864-0541, 
www.butterfield.com.  Seven  days,  seven  nights,  $4,125. 
May,  June  and  September  are  the  sunniest  months,  with  an 
average  six  hours  of  sunshine  per  day. 
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GaultMillau's  guidebooks  distinguish 
the  truly  superb  from  the  overrated.They 
target  new  talents  and  puncture  overin- 
flated  reputations. 

Witty,  frank  and  informative,  they  lead 
readers  to  "The  Best  of"  what  the  world's 
great  cities  have  to  offer — from  quick- 
bite  joints  to  fine-dining  palaces,  B&Bs  to 
luxury  hotels,  neighborhood  saloons  to 
trendy  nightclubs. They  point  out  the  best 
sightseeing  &  cultural  attractions,  and 
provide  tips  for  shoppers  looking  for 
everything  from  designer-name  clothing 
and  antiques  to  skin-care  spas. 

For  travelers  and  locals  who  want  to 
get  the  most  out  of  their  time  and  money, 
GaultMillau's  guidebooks  are  as  essential 
as  a  passport. 
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■  The  Best  of  France $25.00 
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■  NYC  Restaurants $14.00 

■  SF  Restaurants $12.00 
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Call  for  a  Brochure  or  a  complimentary  Newsletter. 

Distributed  by  Publishers  Group  West 
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American  Orient  Express 


|j}|pnilFI!IlfP''    s4E^Ep™■s*^IJ, 


Presidential  Suite 


Vintage  Dinning 


Relaxed  Viewing 


he  yfMmcM  Or,™,  Express  is  Americas  only  luxury  train.  Passengers  dine  on  gourmet  cuisine  in 
vintage  carnages  set  w.th  china,  crystal,  silver  and  linen.  Two  club  cars  with  baby  grand  pianos  and  a 
-         histor.c   observation    car   are    ideal    places    to    unwind    and   watch    the   passing   scenery.    Sleeping 
carnages,  from  the  Streamliner  Era  of  the  1940s  and  50s,  glisten  with  polished  mahogany  and  brass. 

The  American  Orient  Express  travels  on  custom  itineraries  through  North  Americas  most  beautiful  landscapes 
-the  canyonlands  of  the  Southwest,  the  majestic  Colorado  and  Canadian  Rockies,  the  Deep  South,  the  Pacific 
Coasthne  and  more.  All-inclusive  programs,  from  5  to  10  days,  include  guest  lecturers,  guided  excursions  and 
most  meals. 


Call  Now  For  1999  Dates  And  Itineraries! 


Itant. 
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Gemstone  Globe 


ie  wofitl^TirmtjIobe  which  is  hand-crcifte'cl  from  over20jU^n^mi-precious 
stones   The  gcean'^s1^df4j^m~kij)Jljind  the  (oujTtijej^^--ifT^^ignWrio? hereof  pearl, 

jnakite,  tigereye,  abaj£fle^f..Most  stories  are  placed 
of  origin.  In  all,  over  900  man  hour^ofjlabor  are 
Wflme  one  of  your  most  prized  family  heirlooms. 
We'arethe  largest  importer/distributor  in  the  United  States  for  the  Hong  Kong  work  shop 
where  these  are  made.  By  working  directly  with  this  workshop,  we  are  able  to  offer  you  the 
lowest  available  brite.  «■»  —  dimensions  w  I  stand-. 

_.._,    n9..-    <h%AC    r\e%  li'/2"xl2'/2"xl2'/2' 

OUR  PRJCE  $795.00  Globe 8„ diameter 

-    -jfj.UAY  MOMFf  bA^fcUAHANTEE    OPUEP  MOV/j, 


JMBINE  SHOP 

408  Eyt  Hyman  Avenue  Mall  •  Aspen  CO  8161 1  ■  (970)  920-J515 
FAX  (9701920-9864  •  1-800-645-5556  •  www.alexandersbelts.com 


S frail  yourself  during  your  stay  with  a  car  rental  from  ExotiCarsfi 


Bentley  Mercedes  Benz 


Dodge  Viper  Prowler 

Ferrari  Range  Rover 

Hummer  Rolls  Royce 

Jaguar  Limousine  Service 


Lamborghini 


Florida  •Atlanta 

Connecticut  •  New  Yon 

Los  Angeles 


Courtesy  transportation  to  and  from 

all  airport  locations  makes  it  easy  to  do 

business  with  HxotiCanF'. 

Special  rates  and  discounts  are  available. 

Open  seven  days  a  week. 

{'lease  call  us  for  more  information. 

1-888-541-1789 

www.exoticars.com 


*^XCrtlk^i 
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RENTALS 


W*,3 bay \f    •*'■>» 


Kor  business  or  pleasure,  ExotiCars*,  wide  selection  of 

high-end  models  and  styles  makes  it  easy  for  you  to 

choose  the  car  of  your  dreams. 


/"""  if"  OLDEST] 
CIGAR  COMPAl\ 

in 

AMERICA 


Try  our  introductory  sampler 
containing  10  cigars,  2  each  01: 

Macanudo  Baron  de  Rothschild  | 

H.  Upmann  Rohusto 

Don  Diego  Lonsdale 

Partagas  Sahroso 

Hoyo  de  Monterrey  Double  Cor 

Only  $292 

rWi-40%  OFF 
RETAIL  PRICES 


~i  J 1 1  fj>  fT>  t  tl  LJ     CZ91<J    OLA 

&-4    $?£XCJ<S    *?£z£cxf£>0 
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IK 


established     in      1893 

(800)221-0631 


www.tinckcigarcompany.com/ryisan: 
P.O.  Box  831007   San  Antonio,  Texas      | 

o/far  ^xp,^  5/31/ 99 


Occasion 


More  than  14,000  thoughts  on  the  business  of  life 
now  all  in  one  deluxe  volume 

There  is  no  true,  lasting  success 
n  business,  without  success  in  the 
nisiness  of  living,  of  life." 

-B.  C.  FORBKS,  Founder  of  Forbes  Magazine 


F 


Forbes 

Book  of 

Business 

Quotations 

THOUGHTS  ON 
THE  BUSINESS  OF  LIFE 


A  Gift  for  Every  Occasion! 


make  a  living  by  what  we  get,  The  ultimate  reference  for  speakers,  writers,  CEOs,  and  managers. 

lake  a  life  by  what  we  give."     This  unique  collection  is  arranged  alphabetically  by  subject — from 

ability  to  zeal — for  easy  access  and  endless  inspiration. 

Over  3,000  contributors  in  all — business  leaders  and  mavericks, 
philosophers  and  pundits,  poets  and  politicians — from  across  the 
centuries  and  around  the  world.  Deluxe  edition,  992  pages,  US$40.00 , 
plus  US$15.00  for  shipping  and  handling.  [F1 4]. 


-VINSTON  CHURCHILL 

"mdd  a  library  to  a  house  is  to 
m  that  house  a  soul." 

•llCERO 


T*      f\f*\rnm  ^ax — w*tn  Visa,  MasterCard  or  American  Express  card  number — to 
lO  UrQer  USA+515-246-6933.  Or  mail  (check  or  money  orders  in$USalso  accepted) 
to  Forbes  Products,  P.O.  Box  2064,  Harlan,  Iowa  51593-0247,  U.S.A. 


No  Time  To  Work  Ou 

The     Electronic    Wj/rkout     Solution 
Now  the  only  thing  you  don't  have  time  for  is  excuses! 

Help  to  tone,  firm,  flatten,  strengthen  your  body,  and  much 
more.  These  state-of-the-art  electronic  units  are  used  by 
professional  athletes  and  sports  trainers,  and  physical  therapists. 


Travelers,  don't  let  your  i 
body  or  your  fitness 
suffer!  A  Future  Tone, 
(Electronic  Muscle 
Exerciser)*  allows  you 
to  work  all  your  muscle  I 
groups  without  going  to 
the  gym  (or  can  be  used; 
to  supplement  your 
workouts).  It's  quick, 
easy  to  use,  lightweight    « 
and  compact  so  you  can 
take  it  and  use  it 
anywhere.  A  simple 
I  treatment  of  40  minutes 
can  be  equivalent  to  40ff 
sit-ups,  push-ups  or 
squats.  With  regular 
use,  see  and  feel  the 
difference  in  as  few 
as  30  days. 

I  *This  is  not  intendeq 
I  for  medical  use. 


Each  Machine  Includes: 

•  Easy-to-Follow  Instructions 

•  Detailed  Pad  Placement 


\_nari  Tor  cacn  iviuscie  vjiuup 
Two-Year  Unlimited  Warranty 

•  AC  Adaptor 

•  Portable  Battery  Option 

•  30-Day  Money  Back  Guarantee 
Less  a  1 5%  Restocking  Fee 


1  -800-466-8983 


$19995 

All  Credit  Cards  Accepted 
Easy  Payments  Available 


utureroixiE 


Habla  Espanol 
Habla  Portugese 
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COMMITMENT 


True  to  life. 
SOLGAR  VITAMII 
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VITAMINS  MINERALS  HEF 


M 

iUDEMARS  PIGUET 

The  master  watchmaker. 

«OUR  AIM  IS  TO  CREATE 
THE  FINEST  WATCHES  IN  THE  WORLD. 


Inspired  by  the  elliptical  shape  of 
the  Coliseum,  the  Millenary  is 
living  proof  that,  at  the  daii-n  of 
the  21st  century,  Audemars 
Piguet  continues  to  set  the  pace. 


Jules-Louis  Audemars, 
Edward-Auguste  Piguet,  1875. 
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Where  you  meet  Your  otr 

NEW  YORK  •  PAIAA  BEACH  •  BA1 
COSTA  MESA  • 
SHOP  AT  HOME    1-800-348  3332' 
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Masterpiece  Motors 

Symbolic  Motor  Car  Company  is  as  much  art  gallery  as  auto 
ealership.  (Either  way,  bring  your  checkbook.)  By  Patrick  Cooke 


IN  A  COOL,  SHADED  CORNER  OF  THE 
Symbolic  Motor  Car  Company 
showroom  in  La  Jolla,  California, 
Its  a  timid-looking  little  red  car.  Built 
li  1947,  it  is  imperiously  named  the 
lerrari  Spyder  Corsa.  "It's  absolutely 
lidess  on  the  road,"  says  Christopher 
lenwick,  wistfully.  Renwick,  a  chatty, 
lintlv  sardonic  Englishman,  is  Sym- 
fclic's  marketing  director  and  auto- 
motive historian.  "Then  again,  speed 
In't  what  matters — this  matters,"  he 
■mtinues,  tapping  his  finger  on  the 
iir's  identification  plate:  chassis  001. 
iVnd  the  price,  of  course.  Two  mil- 
)n,  thereabouts." 

I  At  the  upper  strata  of  automotive 
Iquisition  today  there  are  only  a 
■uidful  of  cars  that  "matter"  and  many 
>|  them  have  passed,  or  will,  through 
je  Symbolic  seaside  showroom.  Cur- 
Mntly  the  fashion  is  for  Ferraris  and 
lewar  Alfa  Romeos,  cars  that  were 
■lilt  in  so  limited  a  number  and  re- 
lain  so  artistically  virtuous  that  they 
live  come  to  be  regarded  as  "impor- 
■nt"  in  much  the  same  way  as,  say, 
He  works  of  Renoir  are  important  to 
le  Impressionist  collector.  Symbolic 
Motor  Car  is  not  so  much  a  dealer- 
lip  as  it  is  a  gallery — and  it  is  a  rar- 
■,ed  house  indeed. 
I  "What's  the  most  expensive  Rolls- 
l)yce  you  could  buy? — $300,000? 
loo, 000?"  asks  Renwick.  "That's 
■>thing.  Even  the  most  expensive 
l^uar  in  the  world  is  only  about  a 
Million  dollars.  We're  talking  about 
Hrhaps  seven  million  for  an  impor- 
jit  Ferrari."  Although  Symbolic  also 
leps  lesser  items  in  stock — mid-to- 


high  six-figure  collectible  Bugattis, 
Aston  Martins  and  Mercedes,  for 
example — it  is  the  boutique  end  of 
the  business  that  makes  hearts  race. 

Stroll  through  the  gallery  and  view 
some  of  the  recent  holdings:  You  will 
see  fairly  commonplace  $1.5  to  $2-mil- 
lion  Ferraris  scattered  about  the  floor, 
but  also  these:  a  1958  Ferrari  250 
Testa  Rossa,  $3.5  million;  a  1963  Fer- 
rari 250GTO,  $4  million;  a  1938  8C 
2900  Alfa  Romeo  Touring  Spyder, 
$6  million;  a  1967  Ferrari  330  P3/330, 
$6  million... 

Symbolic  Motor  Car  was  launched 
14  years  ago  by  Bernie  and  Marc 
Chase,  a  pair  of  high-strung  broth- 
ers from  Los  Angeles  afflicted  with 
Southland  car  culture  to  the  point  of 
neurosis.  One  by  one  they  bought  and 
sold  increasingly  more  exotic  cars — 


Symbolic  owns  all  of  its  stock  and 
does  not  sell  on  consignment — until 
eventually  their  remarkable  savvy 
made  them  the  largest  dealer  of  col- 
lectible and  performance  cars  in  the 
world.  Steve  McQueen's  Ferrari  275, 
Elvis  Presley's  BMW  507,  Sophia 
Loren's  Rolls-Royce:  Sooner  or  later 
the  most  exotic  cars  have  ended  up 
with  the  Chase  brothers. 

And  who  is  their  typical  client? 
"We  have  a  core  of  about  a  dozen  cus- 
tomers in  Europe,  Asia  and  the  Mid- 
dle East,"  says  Renwick,  adding  that 
sometimes  a  client  will  buy  a  car,  own 
it  for  a  time,  then  sell  it  without  ever 
seeing  the  car  or  its  ever  leaving 
the  showroom.  The  newest  type  of 
buyers  are  what  Renwick  calls  the 
Microsoft  Kids.  "They're  young  guys, 
often  in  their  early  30s,  who've  cashed 


T 


out  of  a  Silicon  Valley  start-up  for  a 
hundred,  maybe  two  hundred  million 
bucks.  What's  a  $3  million  car?  No- 
thing. Many  of  them  are  engineers  so 
they  appreciate  the  mechanics,  and 
some  even  race  them  in  vintage  meets. 
After  years  toiling  in  obscurity,  a 
three-million-dollar  classic  car  allows 
them  to  be  the  center  of  attention.  You 
could  call  it  the  revenge  of  the  nerds." 

It's  difficult  for  even  the  most  ded- 
icated aesthete  to  hover  around  these 
masterpieces  without  eventually  blurt- 
ing out  the  question,  So  what  kind 
of  an  investment  return  we  lookin  at 
on  a  three  mil  Ferrari1?  This  is  the 
one  unfortunate  query,  however,  that 
causes  the  sales  staff  at  Symbolic  to 
avert  their  eyes,  for  once  you've  asked 
it  you've  proven  yourself  hopelessly 
out  of  your  depth.  "I've  never  known  a 
client  to  borrow  at  the  bank  to  buy 
one  of  our  cars,"  says  Renwick,  which 
is  a  kind  way  of  saying:  Unlike  you, 
these  people  can  afford  to  tie  up  three 
million  in  a  garage  space. 

"The  investment  aspect  is  not 


an  enlightened  approach  to  these 
cars,"  Renwick  insists,  "and  we  don't 
promote  speculation.  If  you  hold  on 
to  one  thinking  it  will  go  up  in  price 
you're  only  asking  for  trouble.  Be- 
sides, our  clients  are  prudent  enough 
to  know  that  the  exotic  car  market 


in  a  worldwide  business  where  the 
supply  of  rare  automotive  allure  is 
finite.  Which  is  why  he  may  agaim 
travel  to  Iran,  as  he  did  a  couple  of 
years  ago  for  Symbolic,  to  ask  of  the 
government  whether  they'd  be  willing 
to  sell  any  of  the  former  Shah's  collec 


ve  never  known  a  client  to  borrow  at  the  bank 
to  buy  one  of  our  cars,"  says  Renwick,  which  is  a  kind 
way  of  saying:  Unlike  you,  these  people  can  afford 
to  tie  up  thrpp  will  inn  in  n  gnrngp  apnr.p. 


has  been  no  better  than  stable  over  the 
past  four  years." 

No,  you  must  love  the  car.  Period. 
"It's  honesdy  been  my  experience  that 
people  who  come  to  us  buy  for  the 
same  reason  they  buy  any  work  of  art, 
because  they  love  to  acquire  beauty." 

Renwick,  who  is  compiling  a  data- 
base of  all  the  cars  in  the  world  over 
$500,000  worth  having,  reports  that  a 
Mercedes  Grand  Prix  recently  sold  in 
Germany  for  $15  million,  about  the 
ceiling  for  what  the  market  will  bear 


tion  of  400  vintage  cars,  including  2 
gold-plated  Ghia  with  only  700  miles 
on  the  odometer.  Back  then,  Renwick 
was  quoted  an  outrageous  price  foi 
the  collection  and  he  walked  away. 

The  mullahs  were  unenlightened 
All  they  could  think  of  was  their  in- 
vestment. • 


Symbolic  Motor  Car  Company,  7440  L 
Jolla  Boulevard,  La  Jolla,  California 
920J7;  (619)454-1800;  www. symbolic- 
motors. com. 
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An  extra  wink. 

An  extra  long  morning  kiss. 
An  extra  slow  rolling  wave. 
An  extra  birdie. 


Seven  restaurants.  A  private  beach.  An  I 
featuring  an  invigorating.  Mediterranal 
spa  unlike  any  other  in  the  ivorld.  If  A 
was  an  invitation  to  indulge,  this  is  it. 
The  Breakers  resort  in  Palm  Beach  alsl 
14  tennis  courts  and  36  holes  ofchatll 
golf.  And,  ves,  an  extra  stroke  of] your 
is  quite  ordinary  as  well. 
For  reservations  or  information,  please 
tray  el  professional  or  The  Breakers  ic  I 
1-888-BREAKERS  todav 
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At  Cunard,  we've  kedcCCed 
our  C/Ulid£<  fares  by  45%. 
You  Ve  welcome. 


The  storied  Queen  Elizabeth  2 

Classic,  6  day  transatlantic 

New  York  -  Southampton 

crossings.  Plus  7  to  18  day 

cruises  to  the  Caribbean,  the 

Mediterranean,  Scandinavia, 

the  Scottish  Isles,  Bermuda 

and  New  England. 


The  posh  Royal  Viking  S 


UN 


7  to  14  day  cruises  to  the 

Mediterranean,  the  Baltic, 

Scandinavia,  England  and 

the  North  Sea. 


^tt&'-^%&%9^. 


r**s« 


educing  Simplicity  Pricing.  30%  to  45%  off  Cunard  cruises. 

tiating  cruise  fares  has  never  been  easy.  With  all  the  haggling,  so-called  special 
and  fine  print  to  worry  about,  it's  a  miracle  that  anyone  ever  gets  a  good  deal. 
why  we  decided  to  make  things  easy  for  you.  Starting  now,  all  you  have  to  do 
bk  at  our  brochure  -  pick  the  cruise  you  want  departing  between  May  1  and 
ncember  15, 1999  -  and  simply  deduct  either  30%  or  45%  depending  on  the 
|c  mmodation  you  select. That's  it.  It's  the  new  Simplicity  Pricing  from  Cunard. 
Because  true  luxury  is  about  making  things  easy. 


CUNARD 


The  timeless  Vistafiord 

6  to  14  day  cruises  to  mexico, 

the  Panama  Canal,  the  Canary 

Islands,  the  Mediterranean, 

the  Black  Sea,  the  Greek 

Isles  and  North  Africa. 


The  intimate  Sea  Goddess  l&ll 

7  to  12  day  cruises  to  the 
Riviera  and  a  hundred  other 

ENCHANTING  PORTS  IN  VIRTUALLY 
EVERY  PART  OF  THE  WORLD. 


For  more  information  or  to 

order  our  complimentary      • 

brochure,  call  your  travel 

counselor.  You  can  also  reach 

us  at  1-800-7CUNARD  or  visit 

us  at  www.cunardline.com. 

Ships'  registries;  Great  Britain,  Bahamas  ©1999  Cunard 


Book 


Brother  Ray;  cheating  monkeys;  space  operas;  and  more 


Moving  Pictures 


TWENTIETH-CENTURYARCHITECTURE,  by  Jonathan  Glancey;  Overlook  Press;  $60clK 


Note  the  absence  of  the  words 
"The  Greatest"  or  "The  Best 
Of"  from  the  title  of  this 
fabulously  illustrated  guide  to  the 
most  significant  buildings  of  the  last 
hundred  years.  Jonathan  Glancey, 
a  British  architecture  and  design 
writer,  could  have  stuck  only  to  those 
structures  that  elevate  the  human 
spirit  and  reflect  positively  on  the 
cultures  that  have  produced  them. 


And  they're  certainly  here,  among 
the  nearly  400  buildings  featured. 
But  Glancey  is  a  critic  by  trade  and 
by  temperament;  he's  not  about  to 
let  our  most  egregious  architectural 
sins  go  unpunished.  After  all,  who 
would  deny  that  the  strain  of  cold, 
severe  English  public  architecture 
(sometimes  classified  as  "Brutal- 
ist")  or  the  mammoth,  nightmarish 
coastal  defenses  designed  by  Albert 


Speer  in  preparation  for  the  All  a 
invasion  of  France  are  any  less  sp 
nificant  than  the  great  works  by  IV  S 
or  Philip  Johnson  or  Frank  Ger  $ 
No  one  who  has  contributed  J 
building  of  relevance  in  this  cent  Jr 
is  left  out,  and  each  short  essay  is  I 
companied  by  a  stunning  phor 
graph  that  captures  the  struct  fe 
in  all  its  majesty — or  bombast  W 
sometimes  outright  horror. 


134  FORBES  FY1 


iequired  Reading 


HARLES:  Man  and  Music,  by  Michael  Lydon;  Riverhead  Books;  $28  cloth 
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fa  national  plebiscite  were  held 
tomorrow  to  determine  an  Am- 
erican singer  laureate,  someone 
.  Mrhose  body  of  work  best  synthesized 
Hhe  proud  and  variegated  currents 
Hf  music  that  have  characterized  the 
Huid  and  its  people  over  the  years, 
^■ould  we  possibly  crown  anyone 
^ther  than  Rav  Charles?  Since  we 
would  never  agree  on  which  individ- 
■al  style  of  music  was  "most"  Amer- 
ican— jazz,  countrv,  rock  'n'  roll,  pas- 
fcral  ballads,  gospel  hymns,  rhythm 
■nd  blues — we  would  be  left  with 
o  alternative  but  to  seek  that  very 
nlikely  someone  who  has  managed 
cover  them  all  in  a  way  that  high- 
ights  their  affinities  rather  than 
eir  differences. 

There  is  only  one  man  who  has 
er  come  close  to  fitting  that  de- 
iption,  and  in  this  admirable  biog- 
phy  Michael  Lydon  (a  founding 
tor  of  Rolling  Stone)  gives  us  an 
[grossing  chronicle  of  the  life  and 
ork  of  Ray  Charles  Robinson.  Born 
fan  illicit  coupling  between  a  father 
id  his  adopted  teenaged  daughter, 
lised  in  dire  poverty  in  a  Florida 
ackwater  during  the  height  of  Jim 
#■>  tow,  he  experienced  as  a  five-year- 
::?i  Id  the  back- to-back  tragedies  cen- 
al  to  his  life.  One  summer  day,  his 
ttle  brother  drowned  while  the  pair 
as  splashing  in  some  shallow  water, 
ght  before  Ray's  eyes.  Only  months 
ter.  those  eyes  would  begin  to  fail 
im;  by  the  age  of  seven  he  was  com- 
letely  blind  and  being  sent  off  alone 
n  a  train  to  the  Florida  School  for 
ie  Deaf  and  Blind,  which  reserved  a 
ecious  few  slots  each  semester  for 
ack  children. 

There,  Lydon  tells  us,  Charles 
multaneously  cultivated  a  ferocious 
idependence  (which  would  later 
:rve  him  very  well  in  financial  mat- 
rs)  and  a  passion  for  music  that 
lowed  itself  quickly  and  impres- 


sively. He  quit  school  and,  still 
a  teenager,  began  playing  gigs 
imitating  his  idols  Nat  "King" 
Cole  and  Charles  Brown.  Barn- 
storming cross-country,  he  be- 
gan a  life  on  the  road  that  he  still 
hasn't  stopped  living.  Spotted 
by  the  yet-to-be-legendary 
Ahmet  Ertegun,  he  was  signed 
to  Ertegun's  fledgling  Atlantic 
Records,  where  he  finally  began 
to  emerge  as  a  complete  artist. 
The  1950s  recordings  he  made 
on  that  label  are  considered 
by  many  critics  and  fans  to  be 
Charles's  purest,  most  exciting 
work,  and  manifest  his  early 
genius  for  musical  cross-polli- 
nation: the  secular,  sexualized 
gospel  of  "I  Got  A  Woman" 
and  "Hallelujah,  I  Love  Her 
So,"  the  shotgun  marriage  of 
rock  and  blues  that  make  up 
"What' d  I  Say."  In  short  order, 
he  was  at  the  top  of  his  game 
and  several  Billboard  charts. 

Charles  has  always  put  forth  a 
warm,  smiling,  aw-shucks  public  per- 
sona, but  Lydon — while  clearly  and 
understandably  in  awe  of  his  subject's 
accomplishments— isn't  afraid  to  peek 
under  those  dark  glasses  and  present 
a  complete  picture  of  this  phenome- 
nally talented  but  equally  compli- 
cated man.  Charles  had  demons,  but 
if  Lydon  is  to  be  believed,  he  em- 
braced them  as  often  as  he  wrestled 
with  them.  For  more  than  15  years  he 
was  addicted  to  heroin,  and  took  a 
civil  libertarian's  offense  at  those 
authorities  who  would  tell  him  what 
he  could  and  couldn't  put  into  his 
own  body.  Though  married  with 
children,  Charles's  womanizing  was 
notorious.  "To  be  a  Raelet,  you  have 
to  let  Ray"  went  the  informal  advice 
given  to  the  ever-changing  bevy  of 
slinky  backup  singers  who  have  per- 
formed behind  (and  underneath) 


Charles  as  The  Raelets  over  the  years. 
The  line  between  female  employees 
and  mistresses  was  so  thin  as  to  be 
nonexistent. 

For  their  part,  male  employees — 
usually  musicians — had  to  deal  with 
their  boss's  code  of  perfectionism  in 
concert  and  in  the  studio,  deviation 
from  which  could  trigger  his  mer- 
curial temper  and  render  even  the 
most  loyal  and  longstanding  sidemen 
unemployed.  Lydon  quotes  musi- 
cians and  producers  who,  one  after 
another,  attest  to  the  artist's  ability  to 
score  sophisticated  arrangements  in 
his  head,  stacking  vocals  on  top  of 
horns  on  top  of  strings  on  top  of 
piano,  never  making  a  mistake  or 
expressing  even  the  slightest  un- 
certainty. The  same  forcefulness  of 
personality  led  to  a  brilliant  business 
decision  that  made  him  one  of  the 
wealthiest  entertainers  of  his  time: 
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112  YEARS  OF  OBSTINACY  EQUALS  INTEGRITY. 

GlenfMdich 

SINGLE        MALT 


When  ABC  records  wooed  him  away 
from  Atlantic  in  1959,  Charles  not 
only  demanded  seventy-five  cents  on 
every  dollar  of  profit  that  his  records 
made,  but  also  ownership  of  the  mas- 
ter tapes — deals  unheard  of  at  the 
time  for  any  artist,  black  or  white.  At 
the  end  of  i960,  the  poor  blind  boy 
from  rural  Florida  received  a  single 
check  from  ABC  for  $800,000;  a  year 
later  he  was  worth  twice  that  much. 
Through  no  fault  of  the  author, 
Lydon's  book  loses  a  bit  of  steam  as  it 
looks  at  Ray  Charles's  career  in  the 
years  following  his  long  ride  at  ABC. 
By  the  1970s,  his  disciples  had  over- 
taken him,  and  though  only  in  his 
early  forties  he  found  himself  swiftly 
and  uncomfortably  relegated  to  the 
role  of  respected  elder  statesman 
rather  than  cutting-edge  modernist. 
Today,  a  new  generation  of  music  lis- 
teners knows  him  for  his  early  1990s 
Pepsi-Cola  commercials,  if  they 
know  him  at  all.  But  age  has  been 
kind  to  his  voice  and  spirit,  and  he 
continues  to  perform  and  record,  still 
connecting  with  audiences,  still,  in 
the  words  of  Michael  Lydon,  pursu- 
ing his  "grand  ambition:  to  absorb  all 
American  music,  from  its  deepest 
roots  to  the  present  day,  into  his 
own  music."        — Jeff  Turrentinf 
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Keep  Your 
Eyes  Peeled 

NEVER  ENOUGH  WORDS:  How 
Americans  Invented  Expressions  as 

Ingenious,  Ornery  and  Colorful 

as  Themselves,  by  Jeffrey  McQuain; 

Random  House;  $25  cloth 

"It  is  remarkable  ho\ 

very  debased  the  Ian 

§  guage  has  become  in    | 

fSs-gHEgi  short  period  in  Amei :.-' 

ica,"  wrote  an  Englis 

novelist  visiting  01 

shores  in  1859.  Etyrr 

ologist  Jeffrey  McQuain  shows  1 

just  how  wonderfully  low  we've  sunl 


Licensees  who  are  taking 
^orbes  Collection    to  the  world: 

Harry  N.  Abrams,  Inc. 

Broughton  International 

DVB  Alva  Inc. 

Historical  Collections  Group  pic 

Hugh  I .auter  Levin  Associates,  Inc. 
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The  Forbes  Collection— 

A  fabulous  array  of  new  products  that 

showcase  a  style  and  quality  unique  to  Forbes. 

For  the  first  time,  Forbes'  art  collections  and  privately 
owned  properties  are  the  subject  of  many  diverse  and 
unique  new  products. 

These  distinct  creations  include  fine  jewelry  that  reflect 
the  renowned  works  of  Peter  Carl  Faberge. . .  books, 
calendars,  and  cards  that  showcase  Forbes'  signature 
collections. .  fashion  accessories... and  an  extensive  line 
of  home  furnishings  designed  to  capture  the  essence  of 
Forbes'  style,  grace  and  quality. 

These  products  are  now  available  for  retail 
sale.  For  more  information  on  the  current 
array  of  product  lines,  please  contact: 

J.G.  Stanley  &  Co.,  Inc. 

Telephone:  (212)  679-0079 
Fax:  (212)  679-0296 


Bring  The  Level  Of  Your  Next 
Meeting  To  New  Heights. 
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You  get  a  different  perspective  from  up 
here,  high  in  the  Southern  Rockies  of 
Colorado.You're  in  the  midst  of  250  magnifi- 
cent square  miles  known  as  Forbes  Trinchera- 
the  perfect  getaway  from  the  stresses  of  the 
corporate  world. 

Your  accommodations,  which  include  an 
experienced  professional  staff  of  fifty,  fit  per- 
fectly into  the  natural  setting  of  this  property. 

Here,  you're  surrounded  by  majestic  beau- 
ty. Lofty  peaks  scrape  the  blue  Colorado  sky- 
the  highest  reaching  14,345  feet. 

The  air  is  so  clear,  fresh  and  clean  that  you 
feel  invigorated,  revitalized  and  re-generated. 


You  will  accomplish  much  more  at  your  meet- 
ings. 

And  after  work,  there's  play.  More  than 
forty  miles  of  trout  filled  streams.  Miles  of 
trails  to  hike  on  and  discover.  Skeet  shooting. 
Horseback  riding.  And  you're  not  that  far 
from  a  challenging  golf  course. 

Let  our  altitude  give  your  next  meeting  a 
fresher  attitude.  If  you'd  like  a  closer  look,  call 
1-800-FORBES-5. 

Forbes  Trinchera  Ranch 

A  Forbes  Executive  Retreat 
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)ur  liberation  from  the  tyranny  of 
ing  George  meant  cultural  as  well 
lis  political  treedom,  and  in  no  aspect 
bf  the  culture  have  Americans  exer- 
cised that  treedom  more  whimsically 
dnd  colorfully  than  in  the  creation  ol 
lew  words.  His  book  is  much  more 
lan  a  glossary,  though  it  can  almost 
read  as  one.  (Really  miffed  at  your 
koss?  Then  in  nineteenth-century 
parlance,  you're  "hot  as  an  old  rad- 
m."  It  may  be  time  to  "give  him 
jeans,"  i.e.,  let  him  have  it  in  front  of 
vour  colleagues.)  McQuain  is  a 
:holar  who  wants  us  to  see  the  links 
[etween  coinage  and  context — how, 
>r  instance,  the  name  for  the  bound- 
Irv  around  Civil  War  prison  camps 
lame  to  be  an  all-purpose  term  for  a 
liven  project's  time  limit:  the  "dead- 
;."  Now  you  can  be  the  smoothie  at 
le  cocktail  party  who  says,  "You 
low  where  that  came  from,  don't 
>u?"  everv  time  somebody  else 
jens  their  mouth.  — J.T. 

TAKE  FIVE,  by  D.  Keith  Mano; 
Dalkey  Archive;  $14.95  paper 

D.  Keith  Mano  was  one 
of  the  bright  young  tal- 
ents of  the  1970s,  writ- 
ing compact,  energetic 
and  darkly  comic  novels 
like  Horn  and   War  Is 
Heaven!  at  the  rate  of  a 
30k  a  year.  But  then  Mano  seemed 
disappear.  Those  who  asked  were 
bid  he  was  working  on  "something 
|g."  Indeed.  Take  Five,  when  it  was 
lblished  in  1982,  baffled  just  about 
feryone  who  took  the  trouble  to 
lad  it.  The  most  conspicuous  of  the 
jvel's  many  eccentricities  was  the 
:  that  it  was  paginated  backwards, 
bginning  at  page  583  and  ending 
page  1.  This,  evidently,  to  conform 
ith  the  book's  central  plot  device, 
lich  is  the  protagonist's  loss  of  his 
ft  senses  on  his  way  to  achieving 
lace.  (His  sense  of  taste  goes  when 
pours  stolen  gasoline  on  his  salad 
id  manages  to  set  his  mouth  on 
re.)  The  book  vanished  almost 
Ithout  a  trace  and  Mano,  an  occa- 


sional FYI  contributor,  rebuilt  his 
career  with  a  much  different  sort  of 
novel,  Topless.  Now  Dalkey  Archive, 
as  part  of  its  American  Literature 
Series,  has  resurrected  (the  right 
word,  given  Mano's  theological  con- 
cerns) Take  Five.  If  you  missed  it  the 
first  time  around,  which  is  just  about 
the  closest  thing  in  this  world  to  a 
sure  bet,  try  it  on  for  size  this  trip.  It's 
a  tour  de  force,  certainly.  Perhaps 
even  a  masterpiece.  And  easily  one 
of  the  damnedest  books  you  will 
ever  read.        — Geoffrey  Norman 

CHEATING  MONKEYS 

AND  CITIZEN  BEES:  The  Nature  of 

Cooperation  in  Animals 

and  Humans,  by  Lee  Dugatkin; 

Free  Press;  $25  cloth 

You  spit  up  for  me,  Til  spit 
up  for  you.  So  goes  the 
motto  of  the  female 
vampire  bat,  who  is 
known  to  offer  regurgi- 
tated blood  to  her  hun- 
gry sisters  on  the  con- 
dition that  someday  the  favor  be  re- 
turned. This  is  one  of  the  numerous 
examples  Lee  Dugatkin  cites  in  this 
intriguing  exploration  of  cooperative 
behavior  within  groups  of  animals. 
Survival  in  the  animal  world,  it  turns 
out,  is  a  much  more  complicated  af- 
fair than  just  eating  and  avoiding 
being  eaten — one  must  be  a  deal 
maker  and  an  alliance  forger,  some- 
times even  a  martyr.  Consider  the 
guppies  who  volunteer  a  recon  of 
predators  for  the  good  of  the  group, 
putting  their  own  little  skins  at  risk; 
lionesses  who  hunt  large  prey  in  coor- 
dinated packs,  despite  their  aversion 
to  sharing;  and  the  naked  mole  rats 
who  forego  sex  (no  way!)  in  the  inter- 
est of  the  colony  at  large.  Dugatkin 
also  attends  to  the  mendacious  as- 
pects of  life  in  the  wild,  showing  how 
animals  lie,  cheat  and  mooch  when 
the  costs  of  cooperation  outweigh  the 
gains.  Although  he  stretches  in  his 
contention  that  our  knowledge  of  an- 
imal cooperation  could  be  used  to  fos- 
ter the  same  in  humans,  his  insights 
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1999     FORBES 


ONFERENCE 

Each  Forbes  conference  shares  the  same  mission  as  Forbes  Magazine:  to  provide  the  most  thought-provoking  busir 
editorial  in  the  marketplace  -  boldly  reviewing  management  performance  and  challenging  conventional  wisdom, 
only  difference  is  Forbes  conferences  bring  executives  face  to  face  in  an  atmosphere  of  candid,  interactive,  even 
troversial  discussion.  All  events  are  by  invitation-only. 


1999    FORRFS    CONFFRFNCFS 


The  Ninth  Annual  Forbes  Forum 
on  Management  and  Policy 

February  18-20, 1999 
Four  Seasons  Resort  Aviara  - 
Carlsbad,  California 

The  Forbes  Presidents  Forum 
for  Emerging  and  Middle-Market 
Companies 

April  14-16, 1999 
Ritz-Carlton  Chicago  - 
Chicago,  Illinois 


The  Fourth  Annual  Forbes  CFO  Forum 

May  5-7, 1999 
Charleston  Place  - 
Charleston,  South  Carolina 

The  Fifth  Annual  Forbes  CEO  Forum 

June  23-25, 1999 
Ritz-Carlton,  Buckhead  - 
Atlanta,  Georgia 

The  FoRBEs/GartnerGroup 
CIO  Congress 

July  12-14, 1999 

Four  Seasons  Resort  Aviara  - 

Carlsbad,  California 


For  more  information: 

E-mail:  conferences@forbes.com  Phone:  212-499-3521  Internet:  www.forbes.com/conf 

Limited  sponsorship  opportunities  are  available.  E-mail  sponsorship  inquiries  to  rjohnson@forbes.com 


The  1999  Gilder/FoRBES 
Telecosm  Conference 

September  27-29, 1999 
Resort  at  Squaw  Creek  - 
Lake  Tahoe,  California 

The  1999  Executive 
Women's  Summit 

November  10-12, 1999 
The  Capital  Hilton  - 
Washington,  DC 
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id  anecdotes  will  be  of  great  interest 
» devotees  of  philosophy,  economics, 
olitics  and  business. 

— Thomas  Jackson 

DRINK:  A  Social  History 

of  America,  by  Andrew  Barr; 

Carroll  &  Graf;  S27  cloth 


"~|  America's  dysfunc- 
tional  relationship 
'  with  alcohol  is  the 
subject  of  this  seri- 
ous but  entertain- 


ingly opinionated 
studv  by  Andrew 
Barr,  an  English 
wine  writer.  In  a 
ntry  founded  by  puritans,  it  was 
ily  a  matter  of  time,  Barr  tells  us, 
fore  we  succeeded  in  rewriting 
cohol's  history  as  a  fundamental 
>cial  building  block — something 


mankind  has  been  making,  consum- 
ing and  celebrating  for  many  cen- 
turies. "Drink  is  history,  but  also 
polemic,"  he  writes  in  his  introduc- 
tion, and  he's  not  kidding.  Bouncing 
back  and  forth  along  our  national 
timeline,  from  the  Colonial  and  Rev- 
olutionary eras  to  the  present,  Barr 
makes  a  strong  case  that  the  (moder- 
ate, responsible)  consumption  of  spir- 
its has  always  been  linked  to  such 
quintessential  American  traits  as 
boldness,  action  and  independence — 
links  that  make  perfect  sense  to  most 
Europeans,  by  the  way,  whose  atti- 
tudes toward  drinking  are  far  more 
sophisticated  and  far  less  steeped  in 
guilt  and  shame.  A  diligently  re- 
searched history,  a  rousing  read  and 
a  feisty  challenge  to  modern-day  pu- 
ritans, whether  medical  or  religious, 
who  would  gladly  see  Jesus'  wine 
turned  back  into  water.  — J.T. 
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THE  TEN  ESSENTIAL  WORKS  OF  SCIENCE  FICTION, 

compiled  by  Thomas  M.  Disch,  author  of  The  Dreams  Our  Stuff  Is  Made  Of: 

How  Science  Fiction  Conquered  the  World  (Free  Press) 


The  Time  Machine  (1895),  h  H.  G. 
ells.  Among  science  fiction's  an- 
stors,  Wells  remains  the  most 

f:ingly  readable.  Jules  Verne,  by 
parison,  is  strictly  an  antiquarian 


taste.  Wells'  War  of  the  Worlds  can 
also  still  tingle  the  spine. 

•  Brave  New  World  (1932),  byAldous 
Huxley.  The  greatest  science-fiction 
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stopian  novel,  more  densely  imag- 
jied  than  Orwell's  1984  and  uncannily 
rescient.  With  recent  trends  in  ge- 
:tic  technology  and  high-tech  he- 
>nism  we  get  closer  to  Huxley's 
kordant  vision  of  a  cheerfully  soulless 
|>morrow  even'  day. 

The  Space  Merchants  (1952),  by 
rederik  Pohl  and  CM.  Kornbluth. 

le  team  of  Kornbluth  and  Pohl  rep- 
Isent  the  dawn  of  an  era  of  science 
:tion  written  for  grown-ups,  as  op- 
)sed  to  the  Buck  Rogers-style  space 
jeras  of  1930s  pulp  magazines.  This 
hire  of  an  overpopulated  world  gov- 

led  by  advertising  agencies  has  all 


Cold  War.  With  this  book,  science 
fiction  not  only  comes  of  age  but  ac- 
tually matures. 

•  The  Three  Stigmata  of  Palmer 
Eldritch  (1965),  by  Philip  K.  Dick.  Dick 
was,  like  the  immensely  more  popular 
and  equally  prolific  Robert  Heinlein, 
a  hasty  craftsman  with  more  good 
ideas  than  he  knew  what  to  do  with. 
But  a  few  of  his  books,  like  this  hymn 
to  paranoia,  never  go  off  the  rails. 

•  The  Female  Man  (1975),  by  Joanna 
Russ.  Russ,  along  with  Ursula  K. 
LeGuin,  marks  the  emergence  of  a 
welcome  female  (and  feminist)  pres- 


yberpunk  has  been  the  last 
ajor  innovation  in  the 
jenre,  and  William  Gibson  is 
:s  proud  father. 


je  comic  gusto  of  vintage  "Saturday 
light  Live"  episodes. 

hildhood's  End  (1953),  by  Arthur 
Clarke.  Clarke  has  written  more 
lence  fiction  classics  than  any  writer 
i  ing  today — including  the  script  for 
,  01:  A  Space  Odyssey,  which  he  co- 
'  'ote  with  director  Stanley  Kubrick — 
1  it  he  never  surpassed  this  tale  of 
1  ankind  self-destructing  for  its  own 
:  inscendental  good.  He's  a  true  vi- 
1  >nary,  and  this  is  his  truest  vision. 

The  Stars  My  Destination  (1956),  by 

edBester.  The  favorite  science  fic- 

n  novel  of  all  those  literary  types 

0  stopped  reading  the  stuff  circa 
So,  when  for  a  while  the  genre  pe- 
ed out — but  not  before  this  Big 
ng  of  a  book. 

1  Canticle  for  Leibowitz  (i960),  by 
hlterM.  Miller.  The  greatest  after- 
h-bomb  story  ever  told,  as  history 
heats  itself  with  a  new  Dark  Ages, 

3ther  Renaissance  and  one  more 


ence  into  a  genre  that  was  long  as  ex- 
clusive a  boy's  club  as  the  Citadel. 
Both  have  produced  excellent  novels, 
but  Russ  has  a  bit  more  vinegar  in 
her  than  the  prim  LeGuin.  It  comes 
through  in  this  bravura  scream  from 
the  heart. 

•  The  Book  of  the  New  Sun  (198]),  by 
Gene  Wolfe.  Forget  Dune.  This  tetral- 
ogy, which  kicks  off  with  The  Shadow 
of  the  Torturer  (1980),  is  the  space 
opera  at  the  end  of  time.  In  the  1980s, 
the  success  of  the  Star  Trek  and  Star 
Wars  franchises  had  a  dismal  impact 
on  science  fiction,  which  reverted  to 
its  pulp  childhood.  Wolfe's  work  is 
typical  of  this  retro  tendency,  but  it's 
also  a  monument  of  irreproachable 
literary  finesse. 

•  Neuromancer  (1984),  by  William 
Gibson.  Cyberpunk  has  been  the  last 
major  innovation  in  the  genre,  and 
William  Gibson  is  its  proud  father. 
Read  him  and  consider  yourself  an  in- 
habitant of  the  twenty-first  century.  • 
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Sparkling  craftsmanship  from  Jorg  Hysek. 
For  a  free  catalog:  800-608-7583. 
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